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UNITED STATES

SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

Form 10-K

[X] ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF EFSECURITIES EXCHANGE ACT O
1934 FOR THE FISCAL YEAR ENDED MARCH 31, 20C

[ ] TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(dy ®HE SECURITIES EXCHANGE
ACT OF 1934 FOR THE TRANSITION PERIOD FROM 1

Commission File No. 0-23538

MOTORCAR PARTS OF AMERICA, INC.

(Exact name of registrant as specified in its @rart

New York 11-2153962
(State or other jurisdiction « (I.LR.S. Employe
incorporation or organizatiol Identification No.)
2929 California Street, Torrance, Califor 90503
(Address of principal executive office Zip Code

Registrant’s telephone number, including area c(®iH) 212-7910

MOTORCAR PARTS & ACCESSORIES, INC.
Former name, changed since last report on Form 10-K

Indicate by check mark whether the registranth@s filed all reports required to be filed by Sewti3 or 15(d) of the Securities Exchange
Act of 1934 during the preceding 12 months (orsiech shorter period that the registrant was redquodile such reports), and (2) has been
subject to such filing requirements for the past@g@s. Yes [X] No [ ]

Indicate by check mark if disclosure of delinquets in response to Item 405 of Regulation S-Kas$ contained herein, and will not be
contained, to the best of Registrant’s knowledgeldfinitive proxy or information statements incorgted by reference in Part Il of this
Form 10-K or any amendment to this Form 10-K. [ ]

Indicate by check mark whether the registrant is@selerated filer (as defined in Rule 12b-2 ofAle®) Yes [ ] No [X]

The aggregate market value, calculated on the bt price at which the stock was last soldlanihternet Billboard, of Common Stock
held by non-affiliates of the Registrant as of 8egter 30, 2003 was approximately $29,403,734.

There were 8,113,955 shares of Common Stock oudlistguat June 25, 2004.
DOCUMENTS INCORPORATED BY REFERENCE

Portions of the definitive proxy statement of thgistrant to be filed within 120 days of March 3004, pursuant to Regulation 14A under
Securities Exchange Act of 1934, for the 2004 Athleeting of Shareholders, are incorporated byregfee into Part Ill of this Form 10-K.
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MOTORCAR PARTS OF AMERICA, INC.

PART |

Unless the context otherwise requires, all refeesnio this Annual Report on Form 10-K to “the Comypa “we,” “us,” and “our” refer to
Motorcar Parts of America, Inc. and its subsidiaidhis Form 1-K may contain forward-looking statements withia theaning of
Section 27A of the Securities Act of 1933 and @e&1E of the Securities Exchange Act of 1934. Swelard-looking statements involve
risks and uncertainties. The Company’s actual sswlay differ significantly from the results dissed in any forward-looking statements.
Discussions containing such forwelooking statements may be found in the materielasth under “Item 1. Business,” and “ltem 7.
Managemer's Discussion and Analysis of Financial ConditiamdaResults of Operations,” as well as within thigrf 10-K generally.

We file annual, quarterly and special repgtexy statements and other information with th&€€SBur SEC filings are available free of
charge to the public over the Internet at the SE@bsite ahttp://www.sec.govOur SEC filings are also available on our website
http://www.motorcarparts.conY.ou may also read and copy any document we fila e SEC at its public reference rooms in Washbimgt
D.C., New York, NY and Chicago, IL. Please call 8ieC at (800) SEC-0330 for further information ba public reference rooms.

Iltem 1. Business
General

Motorcar Parts of America, Inc. is a leadieghanufacturer of replacement alternators and stdideimport and domestic cars and light
trucks. These vehicles, which are manufactured iootiie United States and overseas, include matilyeomost recognizable brands from
companies such as General Motors, Ford, Daimlegl#myToyota, Honda, Nissan, Mazda, Mitsubishi, kjai, Kia and VVolkswagen.

Our products are sold throughout the UniteteStto some of the nation’s largest chains ofl rtdomotive stores, including AutoZone,
CSK Automotive, and O’Reilly AutomotiveOur marketing and sales efforts are geared towaitd the automotive chain stores and the
traditional warehouse distributors. We believe tiadin stores represent the fastest growing segafi¢heé automotive after-market industry,
which is consistent with our existing targeted oustrs. During fiscal 2004, 2003 and 2002, approiege6%, 99% and 97% respectively,
of our sales were to automotive chain stores ctingisf approximately 5,500 stores. We also suppiyanufactured alternators and starters
to General Motors that are distributed through GBsvice Parts Operation to warehouse distribiandssmaller retail chains in the United
States and Canada.

Presently, we believe that automotive retiadios control approximately 40% of the automotifteramarket for alternators and starters. Of
the remaining 60%, 52% is controlled by traditiowakrehouse distributors and organized buying gromgstly focused on the professional
installer market. We believe we are well-positionegenetrate this segment of the market througlaffiliation with General Motors’

Service Parts Operation which is currently supmarportion of this market and through the launcbuw “Quality-Built”™ line of
alternators and starters targeted to the traditioaaket. During the year, we hired a senior sabeutive to head up our entry into the
traditional warehouse market and organized buynogg business. In addition, we see potential gratmtbugh the efforts that our existing
retail chain store customers are making to tatgeprofessional installer marketplace by providingducts directly to those professionals.

The Automotive After-market Industry

The automotive after-market for alternatord atarters has grown in recent years. We belieatthiis growth has resulted from, among
other trends, (1) the increased number of vehiolese, (2) the increased number of miles drivarhgear and (3) the growth of vehicles at
their prime repair age of seven years and oldenv€eely, higher gasoline prices over a sustaimeihg may negatively affect the after-
market. Based upon market information it has reedwnanagement believes the average age of vemabgeration in the United States is
approximately 9 years.

Two distinct groups of end-users buy replacgraetomotive parts: (1) individual “do-it-yourselD1Y] consumers; and (2) professional
“do-it-for-me” [DIFM] installers. The individual azssumer market is typically supplied through retailend retail arms of warehouse
distributors. Automotive repair shops generallyghase parts through local independent parts wHelssahrough national warehouse
distributors and, at a growing rate, through conumia¢account programs with automotive parts retaifémed at servicing the professional
“DIFM” installers. We believe we are watlesitioned for potential growth in both the DIY rkat through increased sales to our existing r
chain store customers and the DIFM market throhghetforts of automotive parts retailers to exptrair sales to professional installers.
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The increasing complexity of cars and lightks and the number of different makes and modetsese vehicles have resulted in a
significant increase in the number of differeneaiftors and starters required to service impateddomestic cars and light trucks. To
respond to this market development, we have inecet®e number of items we carry from approximage#f00 SKUs in fiscal 2003 to
approximately 2,800 SKUs in fiscal 2004.

The technology used in our products, partitylalternators, has become more advanced in regpinthe installation in vehicles with an
increasing number of electrical components suatelslar telephones, power windows and mirrorstéeaear windows and seats, air
conditioning equipment, high-powered radio andesiesystems and audio/visual equipment. As a restitis increased electrical demand,
alternators are more technologically advanced amndipit sales prices have increased accordingly.

Remanufacturing, which involves the reuseartpwhich might otherwise be discarded, creatspaly of parts at a lower cost to the end
user than newly manufactured parts, and makesadlaihutomotive parts which are no longer beingufatured. Remanufacturing benefits
automotive repair shops by relieving them of thech rebuild worn parts on an individual basis eaodserves material which would
otherwise be used to manufacture new replacemetst g2ur remanufactured parts are sold at compeljtiower prices than most new
replacement parts.

Company Products

Our products principally consist of remanufimet! replacement alternators and starters for ibglorted and domestic cars and light tru
During fiscal 2004, 2003 and 2002, sales of reptem# alternators and starters constituted 99%taf sales. Alternators and starters are
essential components in all makes and models a€lesh These products constitute non-elective mgpteent parts and are required for a
vehicle to operate. Approximately 99% of our praduare sold for resale under customer private $alath the remaining 1% being sold
under our brand name, which includes the use ofrademark, “Quality Built to Last"™. Customers tis&ll our products under private label
include AutoZone, CSK Automotive, O'Reilly Automed, and General Motors. During 2004 we lost ouy @uistomer of ignition wire sets.
We will continue to offer this ancillary productrfeale. Sales of ignition wire sets totaled $486,®0fiscal 2004.

Our alternators and starters are producecet wr exceed automobile manufacturer specificatidfe remanufacture a broad assortment
of alternators and starters in order to accommatth@@roliferation of applications and productsige. Currently, we provide a full line of
approximately 1,700 different alternators and 1,dBf@rent starters. Our alternators and startezpeovided for virtually all foreign and
domestic vehicle manufacturers.

Customers and Customer Concentration

Our products are marketed throughout the drifttes and Canada. Our customers consist of gbthe largest retail automotive chain
stores along with some small to medium-sized autivaevarehouse distributors. Currently, we senaaegmotive retail chain store accounts
that have approximately 5,500 retail outlets. Tleen@any also sells its products in Canada and thetl&tates via General Motor’s
distribution network channels.

A significant percentage of our sales are eatrated among a relatively small number of custeirand this level of concentration has
been increasing. Our three largest customers, AuteZCSK Automotive and @killy Automotive, accounted for approximately 9%¥total
net sales during fiscal 2004. During fiscal 2008 2002, these three largest customers accountegpfroximately 91% and 86%
respectively, of total net sales. The loss of aifitant customer or substantial decrease in galesy of these three customers could have a
material adverse effect on our sales and operatisigits. Because of the very competitive naturth@fmarket for remanufactured starters and
alternators and the limited number of customersgHese products, our customers have increasingigtg@and obtained price concessions and
more favorable payment terms. The increased presseihave experienced from our customers may aglyemspact our profit margins in
the future.
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Longer-term Multi-Year Agreement with Largest Customer; Other Arrangements

We expect our customer concentration to coetims a result of the May 2004 agreement we sigiitedAutoZone to become its primary
supplier of import alternators and starters foeitght distribution centers, up from the three weently supply. As part of this four year
agreement, we entered into a pay-on-scan (POS)gamaent with AutoZone. Under this arrangement, Zatee will not be obligated to
purchase the merchandise we have shipped to Aueofta is covered by the POS arrangement untilntesthandise is ultimately sold to
AutoZone's customers. We also agreed to purchgseaimately $24 million of AutoZone’s current inveny of import starters and
alternators transitioning to the POS program aptiee AutoZone originally paid for this inventoe will pay for this inventory over
24 months, without interest, through the issuaricaanthly credits against receivables generateddbys to AutoZone. The contract requires
that we continue to meet our historical performasice competitive standards. We have also agreewo with AutoZone to transition all of
the products we sell to AutoZone to the POS arnavege by April 2006. If that is not accomplished, @gect to acquire an additional
$24 million of AutoZone inventory to be coveredthg expanded POS arrangement. We will then pro&ideZone with an additional
$24 million of credits, to be taken in equal mowptinistallments over a 24-month period beginniniylely 2006, and the contract will be
extended for an additional two years through May®0

We signed multi-year agreements with our othverlarge customers. In each case, we must cantmmeet our historical performance
and competitive standards.

In October 2003, we entered into an agreemvéhtone of our major customers to provide unitshi@ customer net of an upfront core
charge. This agreement requires the customeruonratcore to the Company for every sale madecéra is not returned, the customer is
obligated to pay for it. This agreement will hatie effect of reducing our revenues for each uné smthis customer. Our gross profit per
unit, however, will be unaffected by this arrangaine

Operations of the Company
Cores

In our remanufacturing operations, we obtaadualternators and starters, commonly known ag&¢pfrom our customers or core
brokers. When needed for remanufacturing, the caresompletely disassembled into component p@amponents which can be
incorporated into the remanufactured product, lasecughly cleaned, tested and refinished. All congmis known to be subject to major w
and those components determined not to be reusabdpairable are replaced by new components. Thésuthen reassembled in a work cell
or assembly line into a finished product. Inspattnd testing are conducted at multiple stageseofémanufacturing process, and each
finished product is inspected and tested on equipahesigned to simulate performance under operatinglitions. Components of cores,
which are not used by us in our remanufacturing@sse, are sold as scrap.

The majority of the cores remanufactured bangsobtained from customers as trade-ins, whieltadited against accounts receivable.
Our customers offer consumers a credit to exchémgjeused units at the time of purchase. We pwelgproximately 15% of our cores in
the open market from core brokers who specializmiying and selling cores. Although we believe thatopen market is not a primary
source of cores, it does offer us a supplementaksdor maintaining stock balances. Other mateaad components used in remanufactt
are purchased in the open market. The ability tainlzores of the types and quantities requiredsig essential to our ability to meet
demand.

The price of a finished product sold to oustomers is generally comprised of a separatelyid@gbamount for the core included in the
product (“core value”) and an amount for remanufaoy (“value added”).

Production Process; Offshore Manufacturing

The initial step in our remanufacturing pracbsgins with the receipt of cores. The cores ssessed and evaluated for inventory control
purposes and then sorted by part number. Eachisommpletely disassembled into all of its fundataboomponents. The components are
cleaned in a process that employs customized eeuipand cleaning materials. The cleaning proceasdemplished in accordance with the
required specifications of the particular component

After the cleaning process is complete, thraponent parts are inspected and tested as preddnybeur QS-9000 approved quality control
program, which is implemented throughout the préidacprocess. (QS-9000 is an internationally redoeph world class, automotive quality
system.)
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Upon passage of all tests, which are monitoreddsygthated quality control personnel, the componargsassembled into required units. E
fully assembled unit is then subjected to additidesting to ensure performance and quality. Fiisproducts are either stored in our
warehouse facility or packaged for immediate deliv&o maximize manufacturing efficiency, we stommponent parts ready for assembly
in its warehousing facilities. Our management infation systems, including hardware and softwawdljti@e the remanufacturing process
from cores to finished products.

We continue to explore opportunities for impny efficiencies in our manufacturing process. iBgifiscal 2004, we continued with the
reorganization of our manufacturing processes ioline product families with similar configuratiomgo dedicated factory work cells. This
manufacturing process, known as lean manufactur@giaced the more traditional assembly line apgraee had previously utilized and
eliminated the need to move and track inventorgughout our remanufacturing facility. This changgacted approximately 100% of our
production volume in California and 50% of our puotion volume in Malaysia. Because of this “leamufacturing” approach, we have
reduced the time it takes to produce a finishedipcbsignificantly.

We also conduct business through two whollpesvforeign subsidiaries, MVR Products Pte. Limit¢dVR"), which operates a shippil
and receiving warehouse, testing facility and naair# office space in Singapore and Unijoh Sdn. Bhdhijoh”), which conducts
remanufacturing operations in Malaysia. These fpr@iperations are conducted with quality contrahdards similar to those currently
implemented at our remanufacturing facilities infaace. The facilities of MVR and Unijoh are lochpproximately two hours apart by ¢
We believe that the operations of our foreign siiasies are important because of the lower labstscexperienced by these entities for the
same remanufacturing process. The foreign sub&digroduced in fiscal 2004, 2003 and 2002 apprateiy 211,000, 160,000 and 195,000
units, or 9%, 7% and 9% respectively of our totalduction for each of the last three years. Weibiste these units from our US facilities.

To take further advantage of the productionrggs associated with manufacturing outside theddh$tates, we have continued to evaluate
the establishment of a production facility in nerti Mexico. Although we have not made a final deaiso establish a Mexican facility, we
anticipate doing so in the first quarter of calan2i@05.

Product Warranty

As is standard in the industry, we only aceeatranties from on-going customers. If a custoogarses doing business with us, we have no
further obligations to that customer with respegbtoduct warranties, and no additional warrantyrres are accepted by us. Similarly, if we
gain a new customer, we would accept product wayrramd grant appropriate credits. This obligatiomtcept warranties from our customer
does not result in decreased liquidity or increasquenses since we only accept one used coredbrugat sold to the new customer. For
additional information see “Management’s Discussiad Analysis of Financial Condition and Result©gkration — Critical Accounting
Policies.”
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Sales, Marketing and Distribution

We market and distribute our products natign@ur products are sold principally under ourtousers’ private labels. Products are
delivered directly to the chain’s distribution cerst which then deliver the merchandise directlghtoretail stores for purchase by consumers.
We also sell our alternators and starters to GéMutors Service Parts Operation for distributibnoughout the United States and Canada.
During fiscal 2004, we expanded our sales effogtgobd automotive retail chains to include the tradal warehouse distribution centers. We
satisfy our customers’ needs for special and tippebgucts by producing individual units and shigpihose units for overnight delivery via
our special order programs. We believe we havemddasignificant marketing, distribution and maraiéaing efficiencies by focusing our
sales efforts on chains of automotive retail stofesswe enter into longer-term contracts with costes in this market segment, we are
attempting to expand our customer base by explapigpns to solicit new outlets for our products.

We publish for print and electronic distrilmrtia catalog with part numbers and applicatiornsuofalternators and starters, along with a
detailed technical glossary and explanation daabA® believe that we maintain one of the markabst extensive catalog and product
identification systems, offering one of the wideatieties of alternators and starters availabklaémarket. Included in sales are royalties we
received from the license of our intellectual pmipespecifications, for rotating electrical prodsi¢alternators and starters), we had developed
over many years.
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Seasonality of Business

Due to the nature and design as well as therulimits of technology, alternators and starteaditionally fail when operating in extreme
conditions. That is, during summer months, whendheperature typically increases over a sustaimeibg of time, alternators are more apt
to fail and thus, an increase in demand for oudpets typically occurs. Similarly, during winter mtbs, when there is typically a period of
sustained cold weather, starters are more aptltarfd thus, an increase for our products occuasnagince alternators and starters are
mandatory for the operation of the vehicle, theyuiee replacing immediately. As such, summer motehs to show an increase in overall
volume — particularly for alternators, with a fepikes in the winter — particularly for startersmfld summer or winter can have a negative
impact on our sales.

Competition

The automotive after-market industry for remfacturers and rebuilders of alternators and stafte imported and domestic cars and light
trucks is highly competitive. Our direct competiténclude two other large remanufacturers as veefieveral medium-sized rebuilders and a
large number of small regional and specialty renfeaturers.

The reputation for quality and customer seriltat a supplier enjoys is a significant factoa ipurchaser’s decision as to which product
lines to carry in the limited space available. Vé&dye that these factors favor our Company, wpidvides quality replacement automotive
products, rapid and reliable delivery capabiliisswell as promotional support. In this regardrehs increasing pressure from customers,
particularly the large ones that we sell to, fgpdiers to provide “just-in-time” delivery, whicHlaws delivery on an as-needed basis to
promptly meet customer orders. We believe thatadility to provide “just-in-time” delivery distingshes us from many of our competitors
and provides a competitive advantage that may septea barrier to entry to current or future corntpes.

Price and payment terms are very importantpeitive factors. The concentration of our salesagna small group of customers has
increasingly limited our ability to negotiate faabite terms for sales of our products. As such, earsuing other outlets to market our
products.

Our products have not been patented nor dbelieve that our products are patentable. We wiltiue to attempt to protect our
proprietary processes and other information byimglpn trade secret laws and non-disclosure anfidmontiality agreements with certain of
our employees and other persons who have access foprietary processes and other information.

Governmental Regulation

Our operations are subject to federal, statelacal laws and regulations governing, amongrathiaegs, emissions to air, discharge to
waters, and the generation, handling, storagesp@tation, treatment and disposal of waste aneratfaterials. We believe that our business,
operations and facilities have been and are bgiegated in compliance in all material respects &jiplicable environmental and health and
safety laws and regulations, many of which provatesubstantial fines and criminal sanctions falafions. Potentially significant
expenditures, however, could be required in ord@omply with evolving environmental and health aadety laws, regulations or
requirements that may be adopted or imposed ifutinee.
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Employees

We have approximately 900 full-time employeethe United States, substantially all of whom laeated in Torrance, California. Of our
employees, 60 are administrative personnel andel8ales personnel. In addition, we employ appraséty 240 people at our wholly owned
subsidiary companies in Singapore and Malaysithédrfourth quarter of fiscal 2004, we increasedamployee count by approximately 300
employees in anticipation of the new business we\aevarded from one of our major customers. Normuoemployees is a party to any
collective bargaining agreement. We have not egpegd any work stoppages and consider our emplejeéons to be satisfactory.

Evaluation of Strategic Options

We are continuing to evaluate strategic otittrat we might pursue to enhance shareholder vahese could include an acquisition of
another company or a sale of our company to a fharty. We have hired an investment-banking firmageist us in these efforts, which are
ongoing. There is no assurance, however, that Wemter into any transaction as a result of otorés in this regard.

Item 2. Properties

We presently lease facilities in Torrance,ifatia, Nashville, Tennessee and Charlotte, N@#hnolina. In fiscal 2002 we completed the
consolidation of our two Torrance facilities intgiagle building containing an aggregate of apprately 227,000 square feet. As part of this
consolidation, we negotiated a new lease extentti@dease term for an additional five years throitgirch 31, 2007 and providing for a base
rent of $94,358 per month. We believe that ouritées are sufficient to satisfy our foreseeabledurction requirements. We have also ent
into an agreement to lease an additional 4,005redaat of office space adjacent to our currentifgén Torrance, California. This new lea
was effective June 1, 2004, its term coincides withcurrent Torrance lease and it provides foaselrent of $3,400 per month.

On December 31, 2003 we entered into an agreeto sublease approximately 1,171 square feeffiobE space in Charlotte, North
Carolina at a base rent of $1,561 per month. Tima t# this sublease expires on July 14, 2006. dffise is used to manage our sales
activities focusing on the traditional warehousstrithution centers.

Subsequent to March 31, 2004 we entered im@mgaeement to lease an additional 860 squarefedtice space in Nashville, Tennessee
effective June 1, 2004. With this expansion, we heage approximately 2,100 square feet at a bas®tf&2,820 per month. This office is
used to manage our purchasing activities.

In addition, our subsidiaries have facilitigdeased locations in Singapore and Malaysia wbadupy nearly 50,000 square feet of
manufacturing, warehousing, and office space. Thezeeight separate leases which expire on vadates through March 14, 2005. The
average monthly lease expense for all properti®6,810. As the leases expire, we expect to rehevefses of these properties with minor
price increases.

Item 3. Legal Proceedings

On September 18, 2002, the Securities anddfggh Commission filed a civil suit against the Campand our former chief financial
officer, Peter Bromberg, arising out of the SE@gaistigation into our financial statements and repg practices for fiscal years 1997 and
1998. Simultaneously with the filing of the SEC Gaaint, we agreed to settle the SEC’s action witlammitting or denying the allegations
in the Complaint. Under the terms of the settlenagmeement, we are subject to a permanent injunbtoring us from future violations of 1
antifraud and financial reporting provisions of federal securities laws. No monetary fine or pgnabs imposed upon us in connection v
this settlement with the SEC.

On May 20, 2004, the SEC and the United Statesney’s Office announced that Peter Bromberd been sentenced to ten months,
including five months of incarceration and five rfmof home detention, for making false and mislegdtatements about our financial
condition and performance in our 1997 and 1998 BatfiK filed with the SEC. Mr. Bromberg also corteento the entry of judgment that
ordered payment of $76,275 in disgorgement plusiggenent interest.
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The United States AttornesyOffice had previously informed us that it doesintend to pursue criminal charges against usnayisom the
events involved in the SEC Complaint. On Febru&y2D03, we received a letter from the U.S. Attgra®©ffice confirming this
information.

In December 2003, the SEC and the United Statimrney’s Office brought actions against Richiftarks, the Company’s former
President and Chief Operating Officer. Mr. Markseagl to plead guilty to the criminal charges, amdanticipate he will be sentenced in the
near future. To settle the SEC’s civil fraud acfibhr. Marks paid over $1.2 million in fines and waermanently barred from serving as an
officer or director of a public company.

The SEC’s complaint and the Justice Departimeniminal charges alleged that Mr. Bromberg and Marks engaged in fraudulent
accounting practices and falsified our books adnds, thereby causing us to issue false and mlisigdinancial information to the investing
public. The SEC’s complaint alleged that we ovéestaur pre-tax earnings for fiscal year 1997 by3$3,000 (59.8%) and for fiscal year
1998 by $3,576,000 (49.6%) in our annual reportf@m 10-K filed with the SEC for the fiscal yearsded March 31, 1997 and 1998, and
that we included our false 1997 financial statemént registration statement filed with the SE©utober 1997, for an offering that raised
$19.8 million.

Based upon the terms of agreements we prdyieagered into with Mr. Bromberg and Mr. Marks, Wave been paying the costs they
have incurred in connection with the SEC and U BorAey’s Office’s investigation. During fiscal 2802003 and 2002 we incurred costs of
approximately $966,000, $603,000 and $165,000 ctisjedy on their behalf.

We are subject to various other lawsuits daiins in the normal course of business. We do etiéte that the outcome of these matters
will have a material adverse effect on our finahpi@sition or results of operations.

Item 4. Submission of Matters to a Vote of Securityolders
None.
PART II
Item 5. Market for Registrant’'s Common Equity and Related Stockholder Matters

Our Common Stock is currently traded on ttterimet Billboard. Since trading on the Billboardchdze sporadic, it may not constitute an
established trading market for our Common Stocle fitlowing table sets forth the high and low biitps for our Common Stock during
each quarter of fiscal 2004 and 2003 as trackethi@imternet billboard. The prices reflect inteald® quotations and may not represent actual
transactions and do not include any retail mark-o@rkdowns or commissions.

Fiscal 2004 Fiscal 2003
High Low High Low
1st Quarte $2.4¢ $2.4C $4.0¢ $3.2C
2nd Quarte $3.7¢ $3.6¢ $4.0C $2.6¢
3rd Quarte! $4.97 $4.8¢ $2.9¢ $2.6¢
4th Quartel $7.04 $6.8¢ $3.0C $2.1:

At June 25, 2004, there were 8,113,955 shafr€@mmon Stock outstanding held by 43 holdereobrd. We have never declared or paid
dividends on our Common Stock. The declarationiafldnds in the future is at the discretion of Bward of Directors and will depend upon
our earnings, capital requirements and financialtjpm, general economic conditions, state law mepents and other relevant factors. In
addition, our agreement with our lender prohibagment of dividends without the baskjrior consent, except dividends payable in Com
Stock.

Preferred Stock

In February 24, 1998, we entered into a Rigtgiseement with Continental Stock Transfer & Tr@stmpany. As part of this agreement,
established 20,000 shares of Series A Junior Reating Preferred Stock, par value $.01 per shEmne.Series A Junior Participating Prefer
Stock has preferential voting, dividend and ligtiola rights over the Common Stock.
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On February 24, 1998, we also declared a eéhdddistribution to the March 12, 1998 holdersemfard of one Right for each share of
Common Stock held. Each Right, when exercisablét]esits holder to purchase one one-thousandthsifare of our Series A Junior
Participating Preferred Stock at a price of $65qrex one-thousandth of a share (subject to adjugjme

The Rights are not exercisable or transferapat from the Common Stock until an Acquiringdeer, as defined in the Rights Agreement
acquires 20% or more of the outstanding shardseo€ommon Stock or announces a tender offer thatdresult in 20% ownership, in each
case without the prior consent of our Board of Eties. We are entitled to redeem the Rights, &X5ger Right, any time until ten days after
a 20% position has been acquired. Under certatuigistances, including the acquisition of 20% of Gammon Stock, each Right not owned
by a potential Acquiring Person will entitle itsltier to receive, upon exercise, shares of CommookStaving a value equal to twice the
exercise price of the Right.

Holders of a Right will be entitled to buy skoof an Acquiring Person at a similar discountfter the acquisition of 20% or more of our
outstanding Common Stock, we are involved in a meog other business combination transaction withtlzer person in which we are not
surviving company, our common shares are changedrorerted, or we sell 50% or more of our assetsaoning power to another person.
The Rights expire on March 12, 2008 unless eamideemed by the Company.

The Rights make it more difficult for a thiparty to acquire a controlling interest in the Camyp without our Board’s approval. As a
result, the existence of the Rights could havedueige impact on the market for our Common Stock.

Equity Compensation Plan Information

() (b) (©)

Plan Category. Number of securities to be issue Weighted-average exercise pric Number of securities remaining available for future
upon exercise of outstanding option: of outstanding options issuance under equity compensation plans [excluding
warrants and rights warranties and rights securities reflected in column (a)]
Equity compensation plans 793,250(1) $3.31 1,200,000(2)
approved by securities
holders
Equity compensation N/A N/A N/A

plans not approved
by security holder
Total 793,250 $3.31 1,200,000

(1) Consists of options issued pursuant to our 198p¢l&yee Stock Option Plan, as amended, our 199a8dym@ Stock Option Plan and
our Directo’s Plan.

(2) Atour Annual Meeting of Shareholders held on &aber 17, 2003 the shareholders approved our 2688-Lerm Incentive Plan

(Incentive Plan) which had been adopted by our 8c&Directors on October 31, 2003. Under the ItiwerPlan, a total of 1,200,000
shares of our Common Stock have been reserveddotgof Incentive Awards and all of our employaeseligible to participate
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Item 6. Selected Financial Data

The following selected historical consolidatedncial information as of and for each of thegeended March 31, 2004, March 31, 2003,
March 31, 2002, March 31, 2001 and March 31, 26@8,been derived from and should be read in cotiumwith our consolidated financi

statements and related notes thereto included eéevn this report.

Fiscal Year Ended March 31,

Income Statement Date 2004 2003 2002 2001 2000
Net sales $152,636,00 $167,566,00 $172,040,00 $160,699,00 $194,293,00
Operating income (los! 10,965,00 6,944,00! 11,241,00 (389,000 (8,535,00i)
Income (loss) before cumulative effect of
accounting chang 6,482,001 10,625,00 11,689,00 (4,102,00i) (10,542,00)
Cumulative effect of accounting change — — — — (17,702,00)
Net income (loss 6,482,00! 10,625,00 11,689,00 (4,102,001 (28,244,00)
Basic income (loss) per sha
Income (loss) before cumulative effect of
accounting chang $ .81 $ 1.3 $ 1.61 $ (63 % (1.69)
Cumulative effect of accounting char — — — — (2.7
Net income (loss) per sha $ .81 $ 1.3 $ 1.61 $ (63 % (4.37)
I I I I I
Diluted income (loss) per shs $ 77 $ 1.2¢ $ 1.51 $ (63 $ (4.37)
| | | |
(1) Effective April 1, 1999, we changed our methodatdimg inventory and recorded a cumulative effd@acounting change «
$17,702,000, which is reflected in the March 310@Consolidated Statement of Operatic
Fiscal Year Ended March 31
Balance Sheet Dat: 2004 2003 2002 2001 2000
Total asset $65,996,00 $59,282,00 $71,296,00 $60,108,00 $71,801,00
Working capital 40,426,00 20,801,00 9,404,00! 1,836,001 2,996,001
Line of credit 3,000,00! 9,932,001 28,029,00 28,950,00 36,661,00
Long-term debt and capitalized lease obligations
—less current portion 1,247,001 209,00( 915,00t 2,099,001 3,062,001
Shareholder equity 43,595,00 37,453,00 26,823,00 13,298,00 17,393,00

Item 7. Management'’s Discussion and Analysis of Famcial Condition and Results of Operations
Disclosure Regarding Private Securities LitigatiorReform Act of 1995

This report contains certain forward-lookiigtements with respect to our future performanegitivolve risks and uncertainties. Various
factors could cause actual results to differ matigrfrom those projected in such statements. THasters include, but are not limited to:
concentration of sales to certain customers, ctaimgeur relationship with any of our customersjuling the increasing customer pressure
for lower prices and more favorable payment tettims potential for changes in consumer spendingsumer preferences and general
economic conditions, increased competition in tit@m@otive parts remanufacturing industry, unforeseereases in operating costs and ¢
factors discussed herein and in our other filingh whe Securities and Exchange Commission.

Management Overview

Both the retail and traditional markets in ontating electrical category are continuing towgiia size; however, both markets continue to
experience consolidation. We make it a prioritfadous our efforts on those customers we believebgilsuccessful in the industry and will
provide a strong distribution base for our futiée operate in a very competitive environment, whoenecustomers expect us to provide
quality products, in a timely manner at a low c@st.meet these expectations while maintaining @roving gross margins, we have focused
on regular changes and improvements to make ouuf@&eturing processes more efficient, and our moveneelean manufacturing cells,
increased production in Malaysia and pursuit ofapction facility in northern Mexico, utilizatioof advanced inventory tracking technolc
and development of in-store testing equipment ceflds focus. Our sales are increasingly conceedramong a very few customers, and
these key customers regularly seek more favorafilng, delivery and payment terms as a conditmthe continuation of existing business
or expansion of a particular custongebusiness. To partially offset some of these costalemands, we have sought to position oursekve
preferred supplier by working closely with our kmystomers to satisfy their particular needs andrarg into longer-term preferred supplier
agreements
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To grow our revenue base, we have been seeking#aén our retail distribution network and haveuretp target sales to the traditional
warehouse and professional installer markets. Wiéirage to expand our product offerings to respandhianges in the marketplace, including
those related to the increasing complexity of auttive electronics.

Our management pays particular attentionéactish generated by operations and views thikeg measure of our performance.
Management also looks for ways to enhance shareheédue by assuring that invested capital is ifffity deployed. As part of this strategy,
we have from time to time repurchased shares off@@mStock or options or warrants to purchase Com&took upon terms that were
accretive to our earnings. To strengthen our custagiationships, we have structured attractivelpase arrangements for these customers
and entered into agreements with our customerdiaadcial institutions to reduce the working capiasts associated with these
arrangements.

General

The following discussion and analysis showdddmnd in conjunction with the financial statememtd notes thereto appearing elsewhere
herein.

Critical Accounting Policies

Revenue RecognitioWe recognize revenue when our performance is campled all of the following criteria established ®%B 104,
Revenue Recognition, have been met:

» Persuasive evidence of an arrangement e:
« Delivery has occurred or services have been redd
« The selle’'s price to the buyer is fixed or determinable,

 Collectibility is reasonably assure

For products shipped free-on-board (“FOB”"pglitig point, revenue is recognized on the datéiginsent. For products shipped FOB
destination, revenues are recognized two days thitelate of shipment based on our experiencediggthe length of transit duration. We
include shipping and handling charges in the gimasice price to customers and classify the totabant as revenue in accordance with E
00-10, “Accounting for Shipping and Handling Fead &osts.” Shipping and handling costs are recontedst of sales.

The price of a finished product sold to custesrand recorded as revenue is generally compofssebarately invoiced amounts for the
core included in the product (“core value”) andthoe value added by remanufacturing (“unit valu€dre value revenue is recorded base
the assigned value of the core as agreed uporcwsttomers. Unit value revenue is recorded baseadioprice list, which is revised from
time-to-time, net of applicable discounts and alloees. The terms of one customer agreement prihatiéhe invoice price is based on unit
value only, excluding the core charge. In that caserecord only unit value revenue based on agepist, net of any applicable discounts or
allowances. This agreement will have the effegediicing our revenues for each unit sold to thigamer. Our gross profit per unit, howe
will be unaffected by this arrangement. Under grimngement, profit or loss from the sales of ctwehis customer is recognized on a
monthly basis based upon a reconciliation of thmlmer of units sold to the number of cores returned.

As discussed under the caption “Business —tiMehr Agreement with Largest Customer; Other Agaments,” in fiscal 2004, we began
to offer products on a pay-on-scan (POS) basisP&f inventory, revenue is recognized when theooust has notified us that it has sold a
specifically identified product to another persareatity. Our customer bears the risk of loss of BOS product from any cause whatsoever
from the time possession is taken until a thirdypanstomer purchases the product. Net sales fro® iRventory were $10,372,000 for the
fiscal year ended March 31, 2004.

We record sales incentives, concessions doatces as a reduction of revenues at the timesthted revenues are recorded or when
such incentives are offered in accordance with EDTF9, “Accounting for Consideration Given by arider to a Customer.” Sales incentive
amounts are recorded based on the value of thatimegorovided.

Product WarrantyWe generally have two types of warranty polici@d:gn advance warranty discount policy, whichlisduction taken
on the invoice and (b) an authorized warranty reprmogram which is generally given upon a requeshfa customer:

Advance Warranty Discount Policy: For products urtties warranty policy, we deduct from the invoare agreed-upon warranty
adjustment, which is typically a percentage ofithwice price. In accordance with SAB 104, we relc@venue at the time of sale
based on the agreed-upon price, which is net ofvireanty adjustment.

Authorized Warranty Return Policy: This policy alle ongoing customers to return parts that have betamed to them under their
return policies by a consumer purchaser regardiea$ether the parts are defective. In accordaritte 8FAS 48" Revenue



Recognition When Right of Return Exists,” we redueeenue at the time of sale based on estimatadefuéturns.

With respect to the Authorized Return WarraPbjicy, we estimate returns in the same perioghich the revenue is recorded. The
estimates are based on historical analysis, custagreements and currently known factors that amiskee normal course of business. Since
the warranty charge impacts revenues, if estimagtans vary from actual returns, our revenues lvdlhigher or lower than previously
recorded.

Stock Adjustmenttlnder the terms of certain agreements with ourarasts and consistent with industry practice, ostamers from
time to time are allowed stock adjustments wheir theentory level of certain product lines in thetock exceed their anticipated levels of
sales to their end-user customers. Stock adjustremns are not recorded unless and until theyatteorized by the Company, and they do
not occur at any specific time during the year.
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In fiscal 2001 we modified our accounting for st@iustments. Historically, when the returns weeglenwe charged a portion of stock
adjustment returns against net sales and expehsdzhtance as cost of goods sold. In the thirdtquaf fiscal 2001, because of an
unprecedented large return from one customer, s@grezed adjustments to net sales and cost of gealdsof $898,000. Therefore, in the
fourth quarter of fiscal 2001, we began to proviolea monthly $75,000 allowance to cost of goodd smaddress the anticipated impact of
stock adjustments. We review the reasonablenesssodiccounting estimate every quarter by evalgatie stock adjustment returns received
in the last twelve months as well as informatiotaoted from customers concerning inventory leveld perceived demand in specific
locations and/or specific part numbers. Accordinglg increased the monthly accrual from $80,0081t62,000 per month in March 2003. In
January 2004, as a result of a special stock adgrdtof $263,000 we allowed in December 2003, weeimsed the allowance by that amount
and increased the monthly accrual to $134,000 pertim The provision for stock adjustments we aatindiscal 2004, 2003, and 2002
resulted in gross profit decreasing by $1,561,8962,000 and $898,000, respectively. The stocksadijents accepted by the Company were
$1,882,000, $778,000 and $513,000 in 2004, 2002804, respectively, and these amounts were chaggidst the stock adjustment
allowance. As of March 31, 2004, 2003 and 2002ptidlance in the stock adjustment reserve accousnthd@3,000, $794,000 and $610,000
respectively. The following table summarizes owerge for stock adjustments:

Stock
For the Year Balance at Adjustment Stock
Ended Beginning of Accrual Charged Adjustments Balance at
March 31 Period To Income Received End of Period
2004 $ 794,00( $ 1,561,00 $ 1,882,001 $ 473,00(
2003 $ 610,00( $ 962,00( $ 778,00( $ 794,00(
2002 $ 225,00( $ 898,00( $ 513,00t $ 610,00(

In fiscal 2004, we also agreed to accept eksholjustment of approximately $490,000 to assisti@rgest customer in its acquisition of a
major commercial customer. This adjustment wasgdthagainst the allowance for stock adjustments.

The stock adjustment allowance is reviewedtgug based on information received from custonterdetermine if the allowance should
be adjusted. This accrual reflects the fact thatmount of the credit for inventory overstockeegotiated with our customers, and this credit
may be different than the price charged the custdanghe returned inventory.

Inventory ReservaVe have taken a systematic approach in establishmegerve for excess and obsolete inventory. @derve is based
upon our knowledge of the industry, communicatiathwore brokers and suppliers, scrap values aswudsions with our customers and is
computed based upon historical usage and a pradifetcycle.

The excess and obsolete inventory reserveuatdecreased by $611,000 to $2,954,000 in fideédtZrom $3,565,000 in fiscal year 2003.
In fiscal 2003, this account decreased by $150f@08 $3,715,000 in fiscal year 2002. The decreadiescal 2004 was principally due to the
scrapping of 52,000 pieces of import alternatoesavhich reduced the reserve for excess and obsolaintory by $465,000. In addition, we
sold certain domestic starters which were previoteserved for in the amount of $155,000. Eachtguawe review the last 12 months of
activities of each part number to determine thgeadar these parts. Based on this activity, we thetermine the number of months of
inventory on hand and in general establish resavestes ranging from 10% to 80% of the cost @éimory on hand for that particular item
of inventory.

Acquisition of Cores; Related Marketing Allowandgon receipt of a core from a customer, we genegalle a credit to the customer for
the contractually agreed-upon core value for tlepaetive part number, which is typically the saméh@ amount invoiced at the time of a
sale. This amount generally exceeds the markeewalthe core accepted as a trade-in, and we rekisrdifference in cost of sales. We
generally limit core returns to cores sold to thedific customer that are in remanufacturable daordi

Core ValuationWe record core inventory at the lower of cost orkaa We adjust the carrying value of cores in ¢hnays:

(1) When purchases constitute 25% or more of quaaotitgand, a weighted average cost is applied. Wevieethat purchases from core
brokers that represent 25% or more of the quaatithand represent a quantity that is sufficierghgé enough to derive a market
value for that particular cor

(2) Cores not adjusted for purchases as describ@d,iare adjusted every six months based on a casapato core broker prices. All
cores that have a difference between the carryahgevand the quoted core broker price of 35% oatgreare adjusted to reflect the
change in market value. The 35% amount was detedtimbe the approximate range in the fluctuatiomarket prices observed
based on seasonal factors and differences in grimétween brokers. Core values fluctuate on this Isaseral economic factors,
including market availability, seasonality and dechaBroker prices are determined individually bg tiroker based on the quantity
available to the broker and its expectation of dean

(3) A valuation reserve is maintained for those coi@sadjusted by the above policies. This reses\mased upon the inherent value of
cores, which we estimate have a life cycle of 2&rgeThis reserve account, which is part of themesfor excess and obsolete
inventory, decreased in fiscal year 2004 by $3f00® $37,000 at fiscal year-end 2003 to $34,00sasl year-end 2004. In fiscal
year 2003, this reserve account decreased by $E270m $264,000 at fiscal ye-end 2002 to $37,000 at fiscal year-end 2003. The



decrease in both years was principally the reguwtio continued efforts to decrease the quantityasé inventory by selling and
scrapping obsolete core

These adjustments to core inventory valuesltresa corresponding adjustment to cost of gosuld.

Accounting for Over/Under Returns of CorBased on our experience, contractual arrangemetitsustomers and inventory
management practices, on an annual basis we remed/purchase a used but remanufacturable coredustomers for almost every
remanufactured alternator or starter we sell taazners. However, both the sales and receipts @fscitiroughout the year are seasonal with
the receipts of used cores lagging sales significa@ur customers typically purchase more coresttihey return during the months of April
through September (the first six months of thedfisear) and return more cores than they purchasagithe months of October through
March (the last six months of the fiscal year).abmount for this lag and match sales with the astatliability to receive and purchase used
cores, on a monthly basis we either (a) recordrosdaevenue (a liability) if core receipts aresléisan sales or (b) record a debit entry to
deferred revenue if core receipts are greatersh#ss. In addition to matching sales to associatauins, this policy is conservative because
we do not record any gain from under-returns oflus@mes until the last quarter of the fiscal y@drich marks the end of the period during
which we typically experience an oveaturn of cores. The amount of the adjustment tate¢he end of fiscal years 2004, 2003, and 20@2
$981,477, $0 and $630,200, respectively. This pearadjustment has the effect of increasing owsgrevenues.

Accounting for Deferred TaxeEhe valuation allowance for deferred tax assetshased upon management’s estimate of current and
future taxable income using the accounting guidam@&~AS 109, “Accounting for Income Taxe8ased on SFAS 109, the seasonality of
earnings stream and numerous other factors distiedew, management considered it appropriate fier decognition of tax benefits to the
fourth quarters of fiscal 2003 and 2002 when wegeized a tax benefit of $4,331,000 and $4,005,6pectively.

In preparing our fiscal 2002 financial statetsewe considered the weight of the available @vig to determine whether it was “more
likely than not” that a portion of the deferred tsset would not be realized. In particular, marege identified two positive factors
impacting realization of the deferred tax asseds did not exist in fiscal 2001 — our improved fadfility in fiscal 2002 and the resulting
increased confidence in management’s ability tp o@l future earnings to forecast the utilizatiomradre of the deferred tax benefits. Due to
ongoing concerns about pending income tax audddiaancing contingencies, however, managementstilcluded it was “more likely than
not” that a portion of the deferred tax asset wowdtbe realized. Accordingly, for fiscal 2002, eadculated the amount of the valuation
allowance based on projected future taxable incoay®nd the next two fiscal years (thus the amotitti®onet deferred tax asset was based
on projected fiscal 2003 and 2004 income) and ¢kalting income tax benefit was recorded in thetfoguarter of fiscal 2002.
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In the fourth quarter of fiscal 2003, the IR&roved our treatment of the amount to be deduefating to the fiscal 2000 change in
accounting for inventory and allowed us to dedbeténtire amount in one year (2003) instead ofdbeyears originally anticipated. In
addition, the IRS concluded its audits. Furthermasme resolved our financing contingency and sigaeegreement with a new bank. These
positive factors, as well as another year’s histfrgperating profits, lead us to conclude thadkation allowance was no longer required.
Thus, the balance in the allowance was eliminatgtie fourth quarter of fiscal 2003.

No valuation allowance is reflected in the#is2004 financial statements, based on our evaluaf the deferred tax assets using the
accounting guidance in SFAS 109.
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Results of Operations

Fiscal Year Ended March 31,

2004 2003 2002
Net Sale: 100.(% 100.(% 100.(%
Cost of Goods Sol 84.£% 89.6% 88.(%
Gross Margir 15.2% 10.4% 12.(%
General and Administrative Expens 6.2% 5.4% 4.2%
Selling Expense 1.2% 0.7% 0.7%
Research and Developme 0.4% 0.2% 0.2%
Provision for Doubtful Account .0% (0.1%) 0.2%
Operating Incom 7.2% 4.1% 6.€%
Interest Expense, net of Interest Incc 0.€% 0.8% 2.1%
Income Before Income Tax 6.€% 3.2% 4.5%
Income Tax (Expense) Bene (2.2%) 3.C% 2.2%
Net Income 4.2% 6.2% 6.8%

| | |

Fiscal 2004 compared to Fiscal 2003

Net sales for fiscal year ended March 31, 2008d $152,636,000, a decrease of $14,930,00®8&6 Bom the prior years’ sales of
$167,566,000. This decrease principally refled}a(decrease of $5,472,000 representing sales duaihg fiscal 2003 to a customer we lost
in February 2003; (2) the loss of $6,496,000 iesahade to two distribution centers (and their supp retail stores) that we supplied during
fiscal 2003 but no longer supply (as noted in tik#ving paragraph we subsequently gained increatdntsiness in excess of what we had
previously lost from this customer); (3) inventarfyapproximately $3,911,000 which remained unssldfaMarch 31, 2004 and would have
been included in net sales prior to the initiatituming fiscal 2004 of the pay-on-scan arrangemetiit @ur largest customer; (4) the mild
summer in 2003 that resulted in reduced salespafticular product line that often fails during thet summer by approximately $3,000,000;
(5) a decrease in revenues of $6,163,000 becaubegamn selling products to one of our customershatcore charge, as of October 1, 2003
and (6) recognition of $1,084,000 as a reductionetiosales from amortization of a marketing alloeeaand a $325,000 reduction to net sales
reflecting testing equipment we paid for as par afarketing allowance. Both amounts were provideshe of our customers as part of an
agreement for a five year contract. The remainiagrice of the marketing allowance of $1,939,000lvélrecognized monthly through
January 31, 2008.

Offsetting the decrease in sales were incesimsgales of $2,724,000 to the customer that vgaméo sell products to net of a core charge
and, although we stopped supplying one of our costts two distribution centers during fiscal 2084les to this customer for those
distribution centers we continued to supply inceeblsy $7,465,000. In addition, due to programs é@m@nted with our customers and
engineering and quality control initiatives, wasareturns and allowances, which reduce gross te&rmproved to 18.8% of gross
revenues for fiscal 2004 as compared to 19.9%aggrevenues for fiscal 2003. This equates to appedely a $1,318,000 increase in gross
revenues for the period. We are unable to estimvbhtgher this improvement in warranty returns amolvednces can be sustained.

As a percentage of net sales, cost of goddsdszreased in fiscal 2004 to 84.8%, which represe decrease of 4.8% when compared to
fiscal 2003. Our improved gross margin is primadiye to: (1) a reduction in cost of sales of $6,068 reflecting our agreement with one
customer to sell goods net of a cost charge; (¢fed production costs associated with a numberasfufacturing efficiencies we have
adopted, which we estimate saved approximatelyd®30D0 in production costs when compared to fi208aR3; (3) the under-return of cores
by our customers of $981,000 which we recognizea @luction to cost of sales in the fourth quastdiscal 2004 in accordance with our
accounting policy for core over/under returns;d4)ecrease in our adjustments to inventory valukih increase cost of sales, to $2,976,
in fiscal 2004 from $3,658,000 in fiscal 2003; (&)v material cost savings of $1,394,000 from pcieecessions we realized from our
suppliers over the amount realized in fiscal 2qB3cost savings of $337,000 that we realized lygasing production in our Malaysian
facilities; and (7) royalty income of $215,000 frdhe licensing of our proprietary product idengtfion intellectual property as part of a
confidential licensing agreement entered into sedl 2004 for which there was no related expedesse reductions in cost of sales were
offset by an increase in the stock adjustment netillowance to $1,561,000 in fiscal 2004 from $968,in fiscal 2003. This increase resulted
in a corresponding increase in cost of sales.
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General and administrative expense for fi2€84 was $9,616,000, which represents an incrde®£00,000 or 7.9%, from the prior yesr’
expense of $8,916,000. This increase reflectsahavfing factors: (1) an increase in the amouniegal fees we incurred, from $560,000 in
fiscal 2003 to $966,000 in fiscal 2004, pursuardriandemnification agreement with Richard Mark&raner officer, in connection with the
SEC'’s and the U.S. Attorney’s investigations; (2240,000 increase in expenses relating to theemghtation of an automated inventory
tracking system and increased staffing in our imfation technology department; (3) $155,000 in iasegl travel expenses incurred in
connection with greater trade show participatiasitimg customers and suppliers; and (4) an in@ed$25,000 in other miscellaneous
expenses. These increases were offset by a dedndaaek fees of $126,000 recognized in fiscal 2888ociated with the financing which we
obtained in December 2002.

Sales and marketing expenses increased by 3D6r 84.6% to $1,977,000 in fiscal 2004 from0¥1,000 in fiscal 2003. This increase is
principally attributable to costs incurred in cootien with various marketing initiatives to strehgh our overall presence in the marketplace
and increase our sales to the traditional warehmes&et (including preparation of primary and ci@tal sales and marketing materials, costs
incurred in connection with our name change, outigpation in various trade shows in which we Imed participated in recent years,
development of materials relating to our new braatibduction, “Quality-Built”, and the hiring of mew senior sales executive).

Interest expense for fiscal 2004 was $968,00( was a decrease of $1,012,000 or 51.1% freoafi2003 interest expense of $1,980,!
This decrease is the result of lower interest rateslower outstanding loan balances. Our outstanldian balance was $3,000,000 as of
March 31, 2004 as compared to $9,932,000 as of Mait¢ 2003, a reduction of $6,932,000 over thewwvehonth period. The decrease was
partially offset by an increase of $318,000 in&ngount of discounts we accepted in connection thighreceivable discount programs we
have with two of our customers. This increaserigdly attributable to an increase of $15,506,00théamount of receivables that we
discounted under these programs. In addition sicefi2003, only one of our customers participateithé receivable discount program,
compared to two in fiscal 2004. Interest expensg eganprised principally of interest on our linecoédit facility, capital leases (and related
notes payable) and our receivable discount programs

Interest income for fiscal 2004 was $37,00isTs a decrease of $599,000 or 94.2% when cordpanaterest income of $636,000 for
fiscal 2003. This decrease is principally relathe $606,000 of interest income we received ffederal and California taxing authorities
a result of a favorable determination followingeatamination of our 1996 through 2001 income tamrret.

Although our fiscal 2004 pre-tax income in@eg by 79.2%, when compared to our results foalfi2603, our net income for fiscal 2004
declined by 39%, when compared to our fiscal 208t3mcome. In fiscal 2004, we recognized book tgxease of $3,552,000. By contrast, in
fiscal 2003, we recognized a tax benefit of $5,086,due to the elimination of the deferred incomevaluation allowance of $4,331,000 and
a federal income tax refund of $694,000 from theceasful conclusion of a tax examination of oupme tax returns covering fiscal years
1996 to 2001. For tax purposes, we have federabtaid net operating loss carry forwards of $110@®and $7,492,000, respectively, wt
expire in varying amounts through 2023.

Fiscal 2003 compared to Fiscal 2002

Net sales for fiscal year ended March 31, 2008 $167,566,000, a decrease of $4,474,000 &6 #dmn the prior years’ sales of
$172,040,000. This decrease in net sales is paligipelated to the loss of two customers whichules! in a reduction in net sales of
approximately $3,500,000. The decrease in saldgete customers was partially offset by an incré@asales to our continuing customers of
approximately $1,800,000. Our net sales for fi2€4l3 were also reduced by an increase in the nmagkalowances we provide our
customers from approximately $1,500,000 in fis€022to approximately $4,300,000 in fiscal 2003. Apgmately $1,626,000 of this
increase is attributable to those allowances gdatot@ customer as part of a five-year contradtwieaexecuted with that customer in
March 2003. (In connection with this agreement.ale® agreed to assume responsibility for up to®L@O0 of the cost of testing equipment
that this customer may install in its stores. Anglscost that is incurred by us will be recognieedr a five-year period as an additional
marketing allowance.) The balance of the increasearketing allowances is attributable to the insieg pressure we are receiving from our
customers for more favorable pricing terms. Wagraaturns and allowances, which are also nettethagsales, remained relatively flat at
19.9% of sales for fiscal 2003 as compared to 19rBfiscal 2002.

As a percentage of net sales, cost of goddsistreased in fiscal 2003 to 89.6%, which repnésan increase of 1.6% when compared to
fiscal 2002. This increase was largely attributdableeductions in the carrying values of our inweptthat were made throughout the year to
reflect our current estimate of the market valuewfinventory and the lower production costs thatare realizing from our manufacturing
efficiencies. Adjustments to inventory in fiscal@0totaled $3,658,000 compared to $2,417,000 aalfit002. These expenses were partially
off set by a reduction in freight costs of $477,8@ten comparing fiscal 2003 to fiscal 2002.

General and administrative expense for fi2€8i3 was $8,916,000, which represents an increfeik, 113,000 or 23.8%, from the prior
year's expense of $7,203,000. This increase is pritigidtributable to several factors. Our total Ieffges increased from $299,000 in fiscal
2002 to $1,347,000 in fiscal 2003. Of this amoapproximately $560,000 and $156,000 representaseitlegal fees we incurred pursuant
to our indemnification agreements with Richard Maakd Peter Bromberg, respectively, in connectiith the SEC’s and the U.S. Attornsy’
Office’s investigation of these two former officers. Irdaidn, we incurred $230,000 in additional legatddor attorneys we hired to repres
us, Mel Marks, one of our Board members, and a¢ghguloyees who were interviewed in connection wigse investigations.
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In addition, we increased the compensation we fmafklwyn Joffe by approximately $120,000 to reftbe expanded duties he assumed
prior to his appointment as our CEO in February280d increased by $115,000 the compensation vdet@ailel Marks, one of our directc
and our single largest shareholder. We also redd$@67,500 of additional expenses associated witldéparture of Anthony Souza, our
former CEO. General and administrative expensesiatseased as a result of (1) increased directees of $60,000 resulting from the
addition of new members to our Board; (2) investhimmking fees of nearly $110,000 which were inediin connection with an evaluation
of our strategic options; (3) insurance and bereft increases of nearly $275,000; and (4) baek &&d charges of approximately $130,000
paid to both our current and former lenders in eation with the replacement of our lending facilithese increases were partially offset
decrease of approximately $300,000 in salariesbandises paid to key executives, largely attribetabla decline in our pre-tax profits.

Selling expenses decreased $96,000 or 8.Zcal 2003 to $1,071,000 from $1,167,000 in fis2@02. This decrease was largely the
result of declines in net personnel costs (inclgdiommissions paid) of approximately $41,000, aiisieg costs of approximately $35,000
and supplies of approximately $20,000.

Research and development expenses increasktPi§00 or 2.2% in fiscal 2003 to $564,000 over3b52,000 spent in fiscal 2002. This
increase is principally attributable to increasesur supply costs, workers’ compensation paymandstravel expenses, which were partially
offset by declines in hourly and temporary wagds<aad repair costs.

In fiscal 2003 we were able to recover $10@,60bad debts, which had previously been expertaggifo aggressive collection actions
with respect to a former customer and the favoreddelution of certain shipping and pricing dis@egqy issues.

Interest expense for fiscal 2003 was $1,980,0bis was a decrease of $1,602,000 or 44.7% fiswal 2002 interest expense of
$3,582,000. Of this total decrease, $360,000 risfltne interest expense we recorded in fiscal 280te result of our re-pricing of 400,000
warrants issued to Wells Fargo Bank in May 200% Bbalance is principally the result of lower inttreates, a reduction in the principal
balance outstanding and recognition of approxirge&2D8,000 of unamortized bank fees that were vebberause we were able to replace
our bank lender by December 31, 2002.

Interest income for fiscal 2003 was $636,00ts is an increase of $610,000 when comparedt¢vast income for fiscal 2002. This
increase is due to the interest paid to us by iwttederal and California taxing authorities assult of a favorable determination following
an examination of the Company’s 1996 through 20@brme tax returns.

Liquidity and Capital Resources

We have financed our working capital needsugh the use of our bank credit facility, the rgable discount programs we have
established with two of our customers and the dashgenerated from operations. Under the termsusfDecember 2002 loan agreement
which we recently replaced, we could borrow uph®lesser of (i) $25,000,000 or (ii) our borrowlregse, which consisted of 75% of our
qualified accounts receivable plus up to $10,000 @0qualifying inventory. At March 31, 2004 ourrbowing base was $19,080,000, and we
had borrowed $3,000,000 of this amount and reseameatlditional $3,100,000 in connection with treagnce of standby letters of credit for
worker’s compensation insurance. The interest erathount outstanding at March 31, 2004 was cakxdilbased upon the 90 day IBOR rate
plus 2% or 3.11% and matured on April 22, 2004.

In May 2004, we entered into a new loan agesdrthat replaced the facility we established imé&aber 2002. Under this new agreement,
we can borrow up to $15,000,000 without refereinca borrowing base. The interest rate on this tfadility fluctuates and is based upon
(i) bank’s reference rate or (ii) LIBOR, as adjukte take into account any bank reserve requiresp@his a margin of 2.00%. At June 25,
2004 we had no borrowings outstanding under thiéitfaclhis new loan agreement expires on Octohe2QD6.

The new loan agreement includes various firguconditions, including minimum levels of tanghhet worth, cash flow, fixed charge
coverage ratio and a number of restrictive covesyantluding prohibitions against additional indedritess, payment of dividends, pledge of
assets and capital expenditures as well as loasi§icers and/or affiliates. In addition, it is awent of default under the loan agreement if
Selwyn Joffe is no longer our CEO. Pursuant torife loan agreement, we have agreed to pay a f&8%f per year on any difference
between the $15,000,000 commitment and the outsigrasnount of credit we actually use, determinedhgyaverage of the daily amount of
credit outstanding during the specified period.

During fiscal 2004, we increased our workiagital by $12,872,000, or 46.7%, over working calpit fiscal year-end 2003. In addition,
we were able to reduce our line of credit debt 8©$2,000 and improve our cash on hand by $6,323jAGach case comparing the amol
at fiscal year-end 2004 to those at fiscal year-2010B.

Our inventory levels increased by approxime$d, 161,000 from fiscal year-end 2003 to fiscaryend 2004. Because of our improved
inventory management, we were able to reduce auraterials inventory by $4,899,000 during thisiger Our finished goods inventory
increased by approximately $5,547,000 as a re$oltiodecision to build up inventories in anticipat of the incremental business we were
recently awarded by our largest customer.

Accounts receivable increased by $1,862,00Mhddiscal 2004. Trade receivables decreased b§651000. This decrease was offset



(i) a $1,746,000 reduction in the accrued for Bigtfees; (ii) a $1,460,000 reduction in authorizedirns; and (iii) a decrease of $321,000 in
the stock adjustment reserve.

Our liquidity has been positively impactedriegeivable discount programs we have establish#dtwb of our customers. Under this
program, we have the option to sell a customszteivables to the bank at an agreed upon dissetiat the time the receivables are sold.
discount has ranged from .12% to 2.06% during fi2684, and has allowed us to accelerate collecfdwo of our customer’s receivables
aggregating $39,506,000 by an average of 149 days.
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This agreement is an important factor behind th82&%000 increase in cash at March 31, 2004. Irctneent fiscal year, we established a
similar arrangement for one of our other key cugieanmWhile this arrangement has reduced our workapital needs, there can be no
assurance that it will continue in the future. tidigion, the cost of this program will increaseiraterest rates increase.

Our liquidity was also positively impacted tine increase in accounts payable of $5,374,00G. ihbrease is the result of obtaining
extended payment terms with our vendors durin@fi2g®04. In addition our cash flow was positivetypiacted by $3,398,000 in deferred
income taxes as the result of federal and stateperaiting loss carry forwards to fiscal 2004. Adrgh 31, 2004, we had federal and state net
operating loss carry forwards of $11,704,000 and%Z,000, respectively, which expire in varying amis through 2023.

Under the terms of the agreement discussedruhd caption “Business — Multi-year Agreementwiargest Customer”, we have agreed
to purchase approximately $24 million of inventfngm AutoZone through the issuance of monthly dsediver a 24-month period, against
receivables generated by sales to AutoZone. We alaeeagreed that, with respect to merchandiseredvgy our pay-on-scan arrangement,
AutoZone will not be obligated to purchase the goae ship to it until that merchandise is purchasedne of its customers. While these
arrangements will defer recognition of income frsafes to AutoZone, we do not believe they willraldiely have an adverse impact our
liquidity. In addition, although we have increased inventory levels and our employee base to actodate the incremental business we
received from AutoZone, we believe that this inceetal business will improve our overall liquiditpdacash flow from operations.

Our customers continue to aggressively seednebed payment terms, pay-on-scan inventory arraages, price concessions and other
terms that could adversely affect our liquidity this regard we are working with our bank and offreancial institutions to increase our
liquidity and financial capabilities. There canassurance that these initiatives will be successful

Management believes that cash flow from opemat availability under our credit agreement andparticipation in the receivable disco
program we have established with two of our custsméll be sufficient to meet our working capitaeds during fiscal 2005.

Recent Accounting Pronouncements

In August 2001, the FASB issued SFAS 144 “Anding for the Impairment or Disposal of Long-LivAdsets.” This statement addresses
financial accounting and reporting for the impainer disposal of long-lived assets. This statensepercedes SFAS 121, “Accounting for
the Impairment of Long-Lived Assets and for Long+d Assets to be Disposed Of,” and the accountigreporting provisions of APB No.
30, “Reporting the Results of Operations — Repgrtire Effects of a Disposal of a Segment of a Bassrand Extraordinary, Unusual and
Infrequently Occurring Events and Transactiofig;"the disposal of a segment of a business (asqugly defined in that Opinion). SFAS 1
was effective January 1, 2002. The adoption of SEA&did not have a material impact on our conatdid financial statements.

In April 2002, the FASB issued SFAS 145, “RBsidn of FASB Statements No. 4, 44 and 64, AmendwfdRASB Statement No. 13 and
Technical Corrections.” SFAS 145 updates and ddsrigxisting accounting pronouncements relatecitasgand losses from extinguishment
of debt and requires that certain lease modificative accounted for in the same manner as salebleastransactions. The adoption of SFAS
145 effective January 1, 2003, did not have a ri@tienpact on our financial statements.

In July 2002, the FASB issued SFAS 146, “Acting for Costs Associated with Exit or Disposalti#ities,” which addresses financial
accounting and reporting for costs associated aithor disposal activities and supersedes EITB94-ability Recognition for Certain
Employee Termination Benefits and Other Costs tib &xActivity (including Certain Costs Incurredd@nRestructuring).” SFAS 146 requires
that a liability for a cost associated with an exitlisposal activity be recognized when the lipik incurred. Under EITF 94-3, “Liability
Recognition for Certain Employee Termination Betsedind Other Costs to Exit an Activity,” a liabjlitor an exit cost was recognized at the
date of an entity’s commitment to an exit plan. SFIM6 also establishes that the liability shouitialy be measured and recorded at fair
value. The adoption of SFAS 146, effective Jandar®003, did not have a material impact on ourrfaial statements.

In November 2002, the EITF reached a consemsi&TF 00-21, "Revenue Arrangements with Multipleliverables.” EITF 00-21
provides guidance on how to account for arrangesntiat involve the delivery or performance of npl#éiproducts, services and/or rights to
use assets. The provisions of EITF 00-21 applgtemue arrangements entered into in fiscal pebedining after June 15, 2003. The
adoption of EITF 00-21 did not have a material &ffen our financial statements because our revarma@gements do not have multiple
deliverables.

In December 2002, the FASB issued SFAS 148cbinting for Stock-Based Compensation Transitiwh Risclosure,” an amendment of
SFAS 123, “Accounting for Stock-Based CompensatiBFAS 148 amends SFAS 123 to provide alternatiethads for a voluntary change
to the fair value based method of accounting foclsthased employee compensation. In addition, tdtersent amends the disclosure
requirements of SFAS 123 to require prominent dsales for both annual and interim financial staets about the method of accounting
for stock-based employee compensation and thetefféhe methods used on reported results. Theimmtgansition and annual disclosure
requirements of SFAS 148 are effective for thedlisear 2003. The adoption of SFAS 148 did not rewsaterial impact on our financial
statements.

In November 2002, the FASB issued InterpretaNo. (“FIN") 45, “Guarantor’'s Accounting and Dissure Requirements for Guarantees,
Including Indirect Guarantees of Indebtedness be@” which elaborates on the disclosures to be madaéniin and annual financi



statements of a guarantor about its obligation®undrtain guarantees that it has been issueldolctarifies that a guarantor is required to
recognize, at the inception of a guarantee, aliiatfor the fair value of the obligation undertakin issuing a guarantee. Initial recognition
measurement provisions for the interpretation gmieable on a prospective basis to guaranteesdssumodified after December 31, 2002.
The disclosure requirements are effective for faianstatements of interim or annual periods endiftgr December 15, 2002. As of
December 31, 2002, we did not have any outstangliiagantees.

In January 2003, the FASB issued FIN 46, “@tidation of Variable Interest Entities,” which addses consolidation by business
enterprises of variable interest entities. Conswiigh by a primary beneficiary of the assets, liabs and result of activities of variable
interest entities will provide more complete inf@tion about the resources, obligations, risks gmbdunities of the consolidated company.
The interpretation also requires disclosures abaritible interest entities that the company israqtiired consolidate but in which it has a
significant variable interest. The consolidatioguigements of FIN 46 apply immediately to varialviterest entities created after January 31,
2003 and apply to older entities in the first fispaar or interim period beginning after June 18)2 Certain of the disclosure requirements
apply in all financial statements issued after dap31, 2003, regardless of when the variable éstsentity was established. We adopted the
requirements of this Interpretation with respecaltovariable interest entities created on or beftanuary 31, 2003 as of June 30, 2003. The
adoption of this Interpretation did not have a mateffect on our financial statements.

In April 2003, FASB issued SFAS 149, “AmendrmehStatement 133 on Derivative instruments andditeg Activities.” SFAS 149
amends and clarifies accounting for derivativerimsients, including certain derivative instrumentdedded in other contracts, and for
hedging activities under SFAS 133, “Accounting Emrivative Instruments and Hedging Activities.” SEA49 is effective for contracts and
hedging relationships entered into or modifiedraltene 30, 2003. We do not have any derivativeunstnts nor does we engage in hedging
activities. The adoption of SFAS 149 did not havaaerial effect on our financial statements.

In May 2003, the FASB issued SFAS 150, “Acdounfor Certain Financial Instruments with Chaeaidtics of Both Liabilities and
Equity.” SFAS 150 generally requires that instrutsehat have characteristics of both a liabilityl @guity be classified as a liability.
SFAS 150 specifies that three categories of freegtg financial instruments (mandatorily redeemaiétruments, obligations to repurchase
and entitys equity shares by transferring assets and ceshdigations to issue a variable number of equigrel) be classified as liabilities
in certain instances, as assets. SFAS 150 is dpneffactive for all financial instruments entergdo or modified after May 31, 2003. We do
not have any financial instruments with charactiessof both liabilities and equity. The adoptiditlos statement did not have a material
impact on our financial statements.

In December 2003, the FASB issued FIN 46R,fi€didation of Variable Interest Entities” with pest to variable interest entities created
before January 2003, which among other issuessadithe implementation date to the first fiscalry@anterim period ending after March :
2004, with the exception of Special Purpose EtifSPE"). The consolidation requirements applpltGPE’s in the first fiscal year or
interim period ending after December 15, 2003. Weantly have no SPEs. The adoption of this stat¢miel not have a material impact on
our financial statements.

On December 17, 2003, the Staff of the SEQedsStaff Accounting Bulletin No. (“SAB”) 104, “Renue Recognition,” which supersedes
SAB 101, “Revenue Recognition in Financial Statets&i8AB 104’s primary purpose is to rescind acamgiguidance contained in
SAB 101 related to multiple element revenue arrereggs, which was superseded by the issuance of ®TEL, “Accounting for Revenue
Arrangements with Multiple Deliverables.” Additiohg SAB 104 rescinds the SEC’s Revenue Recognitidfinancial Statements
Frequently Asked Questions and Answers (the FAQ)dd with SAB 101 that had been codified in SECi@ &8, Revenue Recognition.
Selected portions of the FAQ have been incorporatedSAB 104. While the wording of SAB 104 has ebed to reflect the issuance of
EITF 0021, the revenue recognition principles of SAB 1€&hain largely unchanged in SAB 104. The adoptio8AB 104 did not affect ot
revenue recognition policies, nor the results arations, financial position or cash flows.

In December 2003, the FASB issued SFAS 13ER)ployers’ Disclosure about Pensions and Other&agiment Benefits.” SFAS 132R
requires additional disclosures about defined hiepehsion plans and other postretirement benkfitgp The standard requires, among other
things, additional disclosures about the assetsihedmployer sponsored pension plans, disclosetating to plan asset investment policy
and practices, disclosure of expected contributtori®e made to the plans and expected benefit patgnie be made by the plans. Annual
disclosures applicable to our U.S. pension andretisgment plans are required to be made in oanfifal statements for the year ended
March 31, 2004. Annual disclosures relating tomam-U.S. plans will be required for the year endifgrch 31, 2005. We have adopted this
pronouncement as of December 31, 2003 for all olb8. plans.

ltem 7A Quantitative and Qualitative Diglosures About Market Risk

Quantitative DisclosuresWe are subject to interest rate risk on our aagstiebt and any future financing requirements. @uiable rate
debt relates to borrowings under the Credit Fgdjee “ltem 7. ManagemeastDiscussion and Analysis of Financial Conditiod &esults o
Operations — Liquidity and Capital Resources”).

The following table presents the weighted-agerinterest rates expected on our debt instrunmeeféect at March 31, 2004.
Principal (Notional) Amount by Expected Maturity Date

(As of March 31, 2004)



Fiscal 2005 Fiscal 2006 Fiscal 2007 Fiscal 2008 Fiscal 2009

Liabilities

Bank Debt, Including Current Portic
Line of Credit Facility* $15,000,00 $15,000,00 $15,000,00 — —
Interest Rate' 3.58%/4.0% 3.58%/4.0% 3.58%/4.0% — —

Capital lease obligatior $ 409,00( $ 393,00( $ 371,00( $ 290,00( $ 193,00(
Interest Ratt 4.2¢-10.3¢% 4.2¢-10.36% 4.2¢-10.3¢%  4.28-10.3t%  4.28-6.08%

* On May 28, 2004, we secured a new $15,000,00fitdeeility with a new bank. The new revolving dieline, which replaces our existing
asset-based facility, bears interest either aL IBOR rate plus 2% or the bank’s reference rat@uatoption. The new loan agreement
matures on October 2, 2006. At June 25, 2004, tvaeeno outstanding loan balan

Qualitative Disclosures Our primary exposure relates to (1) interest riateon our long-term and shadfm borrowings, (2) our ability
pay or refinance our borrowings at maturity andt(i&)impact of interest rate movements on the adte receivable discount program we
have established with two of our customers. Whigeoannot predict or manage our ability to refinaexisting debt or the impact interest rate
movements will have on our existing debt, we evi@waur financial position on an on-going basis.iderease in interest rates of 1% would
have the effect of reducing our results from operatby approximately $50,000, based on intereatibg debt and capitalized lease
obligations at March 31, 2004 of $4,656,000. Initold, for each $100,000,000 of accounts receiva@ealiscount over a period of 180 days,
a 1% increase in interest rates would decreaseprmating results by $500,000.

We are exposed to foreign currency exchargieimherent in our sales commitments, anticipasdess anticipated purchases and asset
liabilities denominated in currencies other tham thS. dollar. We transact business in two foreigmencies which affect our operations; the
Malaysian Ringit, which has been fixed in relattorthe U.S. dollar, and the Singapore dollar.
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During the past three years, we have experien&&Ja0 gain, $5,000 gain, and a $34,000 losssaafiyears 2004, 2003 and 2002
respectively, relative to our transactions invofythese two foreign currencies. Our total foreigseds were $647,000 as of March 31, 2004.
A change of 10% in exchange rates would resulhiimanaterial change in the amount reported in marfcial statements.

Item 8. Financial Statements and Supplementary Data

The information required by this item is et in the Consolidated Financial Statements, cenuimg on page F-1 included herein.
Item 9. Changes in and Disagreements with Accountémon Accounting and Financial Disclosure

None.
Item 9A. Controls and Procedures

We have has completed an evaluation undesupervision and with the participation of our chégkcutive officer and chief financial
officer of the effectiveness of our disclosure colstand procedures, as of the end of the periodreal by this report, pursuant to the
Securities and Exchange Act of 1934, as amenddd, RBa-14c. Based on this evaluation, our chietetiee officer and chief financial
officer concluded that, as of the end of the pedodered by this report, our disclosure controld procedures were effective with respect to
timely communicating to them of all material infaation required to be disclosed in this report asldted to the Company and its
subsidiaries.

There have been no changes in our internal comtver. financial reporting that occurred during gegiod covered by this report that has
materially affected, or is reasonably likely to evally affect, our internal control over financiaporting.
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PART llI

Our definitive proxy statement for our 2004 aal meeting of shareholders will be filed with SE€later than July 29, 2004. To
accommodate this schedule, shareholder proposatefsideration at our 2004 annual meeting shoeldddivered to our offices at
2929 California Street, Torrance, California 90588ention: Secretary, no later than July 20, 2004.

Item 10. Directors and Executive Officers of the Rgistrant.

See the information set forth in the sectienstled “Election of Directors” and “Section 16@gneficial Ownership Reporting
Compliance” in our proxy statement for the 2004wmimeeting of shareholders to be filed with theCS® later than July 29, 2004, which is
incorporated herein by reference.

Item 11. Executive Compensation.

See the information set forth in section éedit'Executive Compensation” in the 2004 proxy estaent, which is incorporated herein by
reference.

Item 12. Security Ownership of Certain Beneficial @Qvners and Management and Related Stockholder Matter

See the information set forth in the sectiotitied “Security Ownership of Certain Beneficial@®ers and Management” in the 2004 proxy
statement, which is incorporated herein by refezenc

Item 13. Certain Relationships and Related Transaans.

See the information set forth in the sectienttled “Related Party Transactions” and “ElectadiDirectors — Compensation Committee
Interlocks and Insider Participation” in the 2004/ Statement, which is incorporated herein bemerfice.

Item 14. Principal Accountant Fees and Services.

See the information set forth in the sectiotitied “Principal Accountant Fees and Servicesthia 2004 proxy statement, which is
incorporated herein by reference.
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PART IV

Item 15. Exhibits, Financial Statement Schedules @Reports on Form 8-K.

a. Documents filed as part of this report:

(1) Index to Consolidated Financial Statements

Report of Independent Certified Public Accountze
Consolidated Balance She:

Consolidated Statements of Operati
Consolidated Statement of Sharehol’ Equity
Consolidated Statements of Cash F

Notes to Consolidated Financial Stateme

(2) Schedules.

F-1

F-3
F-4
F-5

None.
(3) Exhibits:
Number Description of Exhibit Method of Filing
3.1 Certificate of Incorporation of the Company Incorporated by reference to

3.2 Amendment to Certificate of Incorporation of thenGmany

3.3 Amendment to Certificate of Incorporation of thenGmany

21

Exhibit 3.1 to the Company’
Registration Statement on
Form SB-2 declared
effective on March 22, 1994
(the “1994 Registration
Statemen”)

Incorporated by reference to
Exhibit 3.2 to the Company’
Registration Statement on
Form S-1 (No. 33-97498)
declared effective on
November 14, 1995 (tt
“1995 Registration
Statemer”)

Incorporated by reference to
Exhibit 3.3
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Number

Description of Exhibit

Method of Filing

3.4

3.5

3.6

4.1

4.2

4.3

Amendment to Certificate of Incorporation of thenGmany

Amendment to Certificate of Incorporation of thenGmany

By-Laws of the Company

Specimen Certificate of the Company’s Common Stock

Form of Underwriter's Common Stock Purchase Warrant

1994 Stock Option Plan
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to the Company Annual Report o
Form 10-K for the fiscal year ended
March 31, 1997 (the “1997

Form 1(-K")

Incorporated by reference to
Exhibit 3.4 to the Company’s
Annual Report on Form 10-K for
the fiscal year ended March 31,
1998 (the*1998 Form 1-K”)

Incorporated by reference to Exhi
C to the Companyg proxy stateme
on Schedule 14A filed with the SE
on November 25, 200:

Incorporated by reference to
Exhibit 3.2 to the 1994 Registration
Statement

Incorporated by reference to
Exhibit 4.1 to the 1994 Registration
Statement

Incorporated by reference to
Exhibit 4.2 to the 1994 Registration
Statement

Incorporated by reference to
Exhibit 4.3 to the 1994 Registration
Statement
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Number Description of Exhibit Method of Filing

4.4 Form of Incentive Stock Option Agreement Incorporated by reference to
Exhibit 4.4. to the 1994
Registration Statemer

4.5 1994 Non-Employee Director Stock Option Plan Incorporated by reference to
Exhibit 4.5 to the Company’
Annual Report on Form 10-
KSB for the fiscal year
ended March 31, 199

4.6 1996 Stock Option Plan Incorporated by reference to
Exhibit 4.6 to the Company’
Registration Statement on
Form S-2 (No. 333-37977)
declared effective on
November 18, 1997 (tt
“1997 Registration
Statemer”)

4.7 Rights Agreement, dated as of February 24, 199&noybetween the Company and Continental Incorporated by reference to
Stock Transfer and Trust Company, as rights agent Exhibit 4.8 to the 1998
Registration Statemer

4.8 2003 Long Term Incentive Plan Incorporated by reference to
Exhibit 4.9 to the Company’
Registration Statement on
Form S-8 filed with the SEC
on April 2, 2004
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Number Description of Exhibit Method of Filing

10.1  Amendment to Lease, dated October 3, 1996, by etwiden the Company and Golkar Enterprises,Incorporated by reference to
Ltd. relating to additional property in Torrancegli@®rnia Exhibit 10.17 to the
December 31, 1996
Form 1(-Q.
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Number Description of Exhibit Method of Filing
1997 Form 10-K.
10.2 Lease Agreement, dated September 19, 1995, byetneen Golkar Enterprises, Ltd. and Incorporated by reference to
the Company relating to the Company’s facility lieechin Torrance, California Exhibit 10.18 to the 1995 Registration
Statement
10.3  Agreement and Plan of Reorganization, dated agaf A, 1997, by and among the Incorporated by reference to
Company, Mel Marks, Richard Marks and Vincent Qtelkting to the acquisition of MVR Exhibit 10.22 to the 1997 Form 10-K.
and Unijoh
10.4  Form of Indemnification Agreement for officers agidectors Incorporated by reference to
Exhibit 10.25 to the 1997 Registration
Statement
10.5 Warrant to Purchase Common Stock, dated April B002by and between the Company Incorporated by reference to
and Wells Fargo Bank, National Associat Exhibit 10.29 to the 2001 -K.
10.6  Amendment No. 1 to Warrant dated May 31, 2001,y lsetween the Company and Wellincorporated by reference to
Fargo Bank, National Associatic Exhibit 10.32 to the 2001 -K.
10.7 Form of Employment Agreement dated February 143280and between the Company Incorporated by reference to Exhibit
and Selwyn Joffe 10.42 to the 2003 -K
10.8 Letter Agreement dated July 17, 2002 by and betwleeiCompany and Houlihan Lokey Incorporated by reference to Exhibit
Howard & Zukin Capital 10.43 to the 2003 -K
10.9  Second Amendment to Lease dated March 15, 2002ket@olkar Enterprises, Ltd. and Incorporated by reference to Exhibit
the Company relating to property in Torrance, @afifa 10.44 to the 2003 -K
10.10 Separation Agreement and Release, dated Februa?pa, between tr Incorporated by reference to Exhi
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Number Description of Exhibit Method of Filing

Company and Anthony Sou 10.45 to the 2003 -K

10.11 Employment Agreement, dated April 1, 2003 betwémnG@ompany and Charles Yeagley. Incorporated by reference to Exhi
10.46 to the 2003 -K.

10.12 Form of Warrant Cancellation Agreement and Reledatsd April 30, 2003, between the Incorporated by reference to Exhi
Company and Wells Fargo Bank, N. 10.47 to the 2003 -K

10.13 Form of Agreement, dated June 5, 2002, by and ketwee Company and Sun Trust Bank. Incorporated by reference to Exhi
10.38 to the 2002 -K.

10.14 Credit Agreement, dated May 28, 2004, between tragany and Union Bank of California, Filed herewith.
N.A.

10.15* Addendum to Vendor Agreement, dated May 8, 200dyden AutoZone Parts, Inc. and the Filed herewith.
Company

10.16 Employment Agreement, dated November 1, 2003, leivilee Company and Bill Laughli  Filed herewith
10.17 Form of Orbian Discount Agreement between the Campaand Orbian Corg Filed herewith
10.18 Form of Standard Industrial/lCommercial Multi-Tenaegse, dated May 25, 2004, between Filed herewith.
the Company and Golkar Enterprises, Ltd for proplertated at 530 Maple Avenue, Torrar
California.
10.19 Stock Purchase Agreement, dated February 28, 28@dbn the Company and Mel Marks. Incorporated by reference to
Exhibit 99.2 to Form 8-K filed with
the SEC on March 29, 20C

14.1  Code of Business Conduct and Ethics Incorporated by reference to Exhi
10.48 to the 2003 -K.

18.1 Preferability Letter to the Company from Grant Titon LLP Incorporated by reference to Exhi
18.1 to the 2001 K.

21.1 List of Subsidiaries Incorporated by reference to Exhi
21.1 to the 1998 Registration
Statement

31.1  Certification of Chief Executive Officer pursuant$ection 302 of the Sarbanes Oxley Act ofFiled herewith.
2002.

31.2  Certification of Chief Financial Officer pursuant $ection 302 of the Sarbanes Oxley Act of Filed herewith.
2002.

32.1 Certifications of Chief Executive Officer and Chlghancial Officer pursuant to Section 906 Filed herewith
of the Sarbanes Oxley Act of 20(

* Portions of this exhibit are subject to a requestconfidential treatment. These portions haverbedacted and filed separately with the
SEC.

b. Reports on Form 8-K :

On January 14, 2004, the Company filed a eimeport on Form 8-K announcing that it had chanigename from Motorcar Parts &
Accessories, Inc. to Motorcar Parts of America, Inc

On February 18, 2004, the Company filed aentrreport on Form 8-K announcing its results far fiscal period that ended on
December 31, 2003.
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SIGNATURES

Pursuant to the requirements of Section 1&8f{the Securities Exchange Act of 1934, the Regidthas duly caused this report to be sig
on its behalf by the undersigned, thereunto duthanzed.

MOTORCAR PARTS OF AMERICA, INC
Dated: June 29, 2004 By: /s/ Charles W. Yeagley

Charles W. Yeagle
Chief Financial Officer and Secrete

POWER OF ATTORNEY

KNOW ALL MEN BY THESE PRESENTS, that each persornost signature appears below constitutes and agg®ahvyn Joffe his true

and lawful attorney-in-fact with full power of suhigtion and resubstitution, for him or her anchis or her name, place and stead, in any and
all capacities, to sign and all amendments toR@port on Form 10-K and to file same, with all dits thereto, and other documents in
connection therewith, with the Securities and ExggaCommission, granting unto said attorney-in-fat agents, and each of them, full
power and authority to do and perform each andyeetrand thing requisite and necessary to be gtoaed about the premises, as fully to all
intents and purposes as he or she might or couid derson, hereby ratifying and confirming allttkaid attorney-in-fact and agent, or his
substitute or substitutes, may lawfully do or cateske done by virtue hereof.

Pursuant to the requirements of the Securities &xga Act of 1934, this Report on Form 10-K has mgned by the following persons on
behalf of the Registrant in the capacities andhendates indicated:

/sl Selwyn Joffe Chief Executive Officer and Direct: June 29, 200
(Principal Executive Officer

Selwyn Joffe

/sl Charles Yeagle Chief Financial Officer (Principe June 29, 200

Financial and Accounting Office
Charles Yeagle

/sl Mel Marks Director June 29, 200
Mel Marks
/sl Murray Rosenzwei Director June 29, 200

Murray Rosenzwei

/sl Douglas Hort Director June 29, 200

Douglas Horr

/sl Irv Siegel Director June 29, 200

Irv Siegel
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REPORT OF INDEPENDENT CERTIFIED PUBLIC ACCOUNTANTS

Board of Directors and Shareholders
Motorcar Parts of America, Inc.

We have audited the accompanying consolidated balsineets of Motorcar Parts of America, Inc.(fotgnktotorcar Parts & Accessories,
Inc.) and Subsidiaries as of March 31, 2004 an@280d the related consolidated statements of ipesa shareholders’ equity and cash
flows for each of the three years in the periodeghillarch 31, 2004. These consolidated financiastants are the responsibility of the
Company’s management. Our responsibility is to egpran opinion on these financial statements basedr audits.

We conducted our audits in accordance with thedstals of the Public Company Accounting OversighamioUnited States). Those
standards require that we plan and perform thet émdbtain reasonable assurance about whethdinthecial statements are free of material
misstatement. An audit includes examining, on tldasis, evidence supporting the amounts and disads in the financial statements. An
audit also includes assessing the accounting ptegused and significant estimates made by marageas well as evaluating the overall
financial statement presentation. We believe thatadits provide a reasonable basis for our opinio

In our opinion, the consolidated financial statetegrferred to above present fairly, in all mafesigpects, the consolidated financial position
of Motorcar Parts of America, Inc. and Subsidiadef March 31, 2004 and 2003, and the consotid&tsults of their operations and their
consolidated cash flows for each of the three yietise period ended March 31, 2004, in conformitth accounting principles generally
accepted in the United States of America.

We have also audited Schedule Il of Motorcar Rafrismerica, Inc. and Subsidiaries for each of tire¢ years in the period ended March 31,
2004. In our opinion, this schedule, when considéneaelation to the basic consolidated financiateaments taken as whole, presents fairl
all material respects, the information set fortaréin.

/sSIGRANT THORNTON LLP

Los Angeles, California
June 21, 2004
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PART IV — FINANCIAL INFORMATION
Iltem 1. Financial Statements.

MOTORCAR PARTS OF AMERICA, INC. AND SUBSIDIARIES
(Formerly MOTORCAR PARTS & ACCESSORIES, INC.)
Consolidated Balance Sheets

March 31
2004 2003
ASSETS
Current Assets
Cash and cash equivalel $ 7,630,00! $ 1,307,00
Short term investmen 288,00( 162,00(
Accounts receivable, net of allowance for doub#fttounts of $14,000 and $87,000 in
2004 and 2003, respective 14,626,00 12,764,00
Inventory— net 28,744,00 27,583,00
Deferred income tax ass 8,124,00! 6,753,00!
Prepaid income ta 172,00( 28,00(
Prepaid expenses and other current a: 880,00 577,00(
Total current asse 60,464,00 49,174,00
Plant and equipmer net 4,758,001 5,228,001
Deferred income taxe 3,768,00!
Other asset 774,00( 1,112,00!
TOTAL ASSETS $65,996,00 $ 59,282,00
| |
LIABILITIES AND SHAREHOLDERS ' EQUITY
Current liabilities:
Accounts payabl $13,456,00 $ 8,082,00
Accrued liabilities 2,851,001 2,559,001
Line of credit 3,000,001 9,932,00I
Deferred compensatic 260,00( 214,00(
Other current liabilitie 62,00( 18,00(
Current portion of capital lease obligatic 409,00( 815,00(
Total current liabilities 20,038,00 21,620,00
Deferred income taxe 1,016,001 —
Deferred incomq 100,00( —
Capital lease obligations, less current por 1,247,00! 209,00(
Total Liabilities 22,401,00 21,829,00
Commitments and Contingenci — —
Shareholder Equity:
Preferred stock; par value $.01 per share, 5,000s8@res authorized; none issi — —
Series A junior participating preferred stock; ray palue, 20,000 shares authorized;
None Issuet — —
Common stock; par value $.01 per share, 20,000;0é€es authorized; 8,085,955 and
7,960,455 shares issued and outstanding at March0B% and 2003, respective 81,00( 80,00(
Additional paic-in capital 53,096,00 53,126,00
Accumulated other comprehensive | (78,000 (107,000
Accumulated defici (9,504,00i) (15,646,00)
Total shareholde’ equity 43,595,00 37,453,00
TOTAL LIABILITIES & SHAREHOLDERS' EQUITY $65,996,00 $ 59,282,00
| |

The accompanying notes to consolidated financééstients are an integral part her:
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MOTORCAR PARTS OF AMERICA, INC. AND SUBSIDIARIES
(Formerly MOTORCAR PARTS & ACCESSORIES, INC.)
Consolidated Statements of Operations

Net sales
Cost of goods sol

Gross margir
Operating expense
General and administrati\
Sales and marketir
Research and developm
Provision for doubtful accoun

Total operating expens

Operating incom:
Other expense (incom
Interest expens
Interest incom:

Income before income tax (expense) ber
Income tax (expense) bene

Net income

Basic income per sha

Diluted income per shai
Weighted average shares outstand

Basic

Diluted

Year Ended March 31,

2004

2003

2002

$152,636,00 $167,566,00
129,500,00 150,175,00
23,136,00 17,391,00
9,616,001 8,916,001
1,977,001 1,071,001
565,00 564,00
13,00( (104,000
12,171,00 10,447,00
10,965,00 6,944,001
968,00 1,980,001
(37,000 (636,000)
10,034,00 5,600,001
(3,552,001) 5,025,001

$ 6,482,00 $ 10,625,001
| |
$ 0.81 $ 1.32
$ 0.77 $ 1.24
8,023,22: 7,960,45!
8,388,12! 8,540,561

$172,040,00
151,465,00

20,575,00

7,203,001
1,167,00!
552,00(
412,00(

9,334,001
11,241,00

3,582,001
(26,000

7,685,001
4,004,001

$ 11,689,00

$ 1.61
$ 1.51

7,253,601
7,765,95!

The accompanying notes to consolidated financiéstents are an integral part hereof.
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Balance at March 31, 20(
Sale of Stocl
Stock Warrants F-priced
Foreign currency translatic

Unrealized gain on Investmer

Net Income

Comprehensive Incomnr

Balance at March 31, 20(
Foreign currency translatic
Net Income

Comprehensive Incomnr

Balance at March 31, 20(

MOTORCAR PARTS OF AMERICA, INC. AND SUBSIDIARIES
(Formerly MOTORCAR PARTS & ACCESSORIES, INC.)
Consolidated Statement of Shareholders’ Equity

For the years ended March 31, 2004, 2003 and 2002

Common Stock

Accumulated

Purchase and cancellation of warrants

and options
Exercise of option

Tax benefit from employee stock

options
Purchase of common sto

Unrealized gain on investmer

Foreign currency translatic
Net Income

Comprehensive Incomnr

Balance at March 31, 20(

Additional Other

Paid-in Comprehensive Accumulated Comprehensive

Shares Amount Capital Loss Deficit Total Income
6,460,45! $65,00( $51,281,000 $ (88,000 $(37,960,00) $13,298,00
1,500,001 15,00C 1,485,00! — — 1,500,001
— — 360,00 — — 360,00t

— — — (34,000 — (34,000 $ (34,000

— — — 10,00( — 10,00( 10,00(

— — — — 11,689,00 11,689,00 11,689,00

$11,665,00

|
7,960,45' 80,00 53,126,00 (122,000 (26,271,00) 26,823,00

— — — 5,00( — 5,000 $ 5,00(

— — — — 10,625,00 10,625,00 10,625,00

$10,630,00

|
7,960,45 80,000 53,126,00 (107,000 (15,646,00)  37,453,00
— — (372,000 — (340,000 (712,000)
204,500 2,00 498,00( — — 500,00t
— — 139,00( — — 139,00
(79,000 (1,000 (295,000 — — (296,00()

— — — 21,00( — 21,00 $  21,00(

— — — 8,00( — 8,00( 8,00(

— — — — 6,482,00i 6,482,00i 6,482,001

$ 6,511,001

|
8,085,95! $81,00( $53,096,00 $ (78,000  $ (9,504,00) $43,595,00
] | | | | |

The accompanying notes to consolidated financééstents are an integral part hereof.
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MOTORCAR PARTS OF AMERICA, INC. AND SUBSIDIARIES
(Formerly MOTORCAR PARTS & ACCESSORIES, INC.)

Cash flows from operating activitie
Net income

Consolidated Statements of Cash Flows
Year Ended March 31,

Adjustments to reconcile net income to net caskigea by

operating activities
Depreciation and amortizatic

Provision for inventory reserves and stock adjusiis
Provision for doubtful accoun

(Benefit) Expense for deferred income ta

Tax benefit from employee stock optic

Loss on disposal of ass¢
Stock warrants -priced
Changes in

Accounts receivabl

Inventory

Prepaid income ta

Prepaid expenses and other current a:

Other asset

Accounts payabl
Accrued liabilities
Deferred compensatic
Other liabilities
Deferred incom:

Net cash provided by operating activit

Cash flows from investing activitie

Purchase of property, plant and equiprr

Purchase of investmer
Liquidation of investment

Net cash used in investing activit|

Cash flows from financing activitie

Borrowings under the line of crec

Payments under the line of cre

Repurchase of warrants, stock options and treashages

Proceeds from options exercis

Payment on capital lease obligat
Net cash used in financing activiti
Effect of translation adjustment on cz¢

Net increase (decrease) in cash and cash equis
Cash and cash equivaler beginning of yea

Cash and cash equivaler end of yea

Supplemental disclosures of cash flow informat

Cash paid during the year fc
Interest
Income taxe:

Non-cash investing and financing activiti
Property acquired under capital lei

Capital stock issue

The accompanying notes to consolidated financééstents are an integral part her:

2004 2003 2002
$ 6,482,001 $ 10,625,00 $ 11,689,00
2,369,001 2,384,001 2,889,001
2,473,001 2,512,001 2,338,001
13,00( (104,000 412,00
3,413,001 (4,271,001 (3,000,001
139,00( — —
— — 11,00(
— — 360,00
(1,870,001 5,262,001 (11,010,00)
(3,626,001 4,174,00 (1,399,001
(144,000 3,381,001 (964,00()
(303,000 (171,000 253,00
338,00 620,00 (1,453,001
5,379,001 (2,909,001 3,934,001
299,00 (254,000 (1,357,001
46,00 (58,000) 75,00
44,00( (165,000 44,00(
100,00( — —
15,152,00 21,026,00 2,822,001
(322,000 (669,000 (756,000
(126,000 — (81,000)
— 110,00¢( —
(448,000 (559,000 (837,000
8,068,001 60,281,00 49,820,00
(15,000,00) (78,378,00) (50,741,00)
(1,008,001 — —
500,00 — —
(945,000 (1,160,001 (1,112,001
(8,385,001 (19,257,00) (2,033,00)
4,00 5,00( (24,000)
6,323,001 1,215,001 (72,000
1,307,001 92,00( 164,00(
$ 7,630,001 $ 1,307,001 $ 92,000
| | |
$ 968,00 $ 2,132,001 $ 2,679,001
$  253,00( $ 32,000 $ 1,00(
$ 1,577,001 $ — $ 103,00
$ — $ — $ 1,500,001
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MOTORCAR PARTS OF AMERICA, INC. AND SUBSIDIARIES
(Formerly MOTORCAR PARTS & ACCESSORIES, INC.)

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
MARCH 31, 2004 AND 2003
Note A — Company Background

Motorcar Parts of America, Inc. and its sulasids (the “Company”) remanufacture and distritalternators and starters for import and
domestic cars and light trucks. (replacement i for use on vehicles after initial purchasdje3e automotive parts are sold to automotive
retail chain stores and warehouse distributorautifinout the United States and Canada. The Companysalls after-market replacement
alternators and starters to a major automotive ffaaturer.

The Company obtains used alternators andessacommonly known as cores, primarily from itstomers (retailers) as trade-ins and by
purchasing them from vendors (core brokers). Thadlees grant credit to the consumer when the psetlis returned to them, and the
Company in turn provides a credit to the retailgorureturn to the Company. These cores are antedseaterial needed for the
remanufacturing operations. The Company has reraaturfng, warehousing and shipping/receiving openatfor alternators and starters in,
California, Singapore and Malaysia.

The Company changed its name to Motorcar R&rgnerica, Inc. on January 8, 2004.
Note B — Summary of Significant Accounting Policies

1. Principles of consolidatio

The accompanying consolidated financial statemiaentade the accounts of Motorcar Parts of Amerina,and its wholly owned
subsidiaries, MVR Products Pte. Ltd. and Unijoh .Simd. All significant inte-company accounts and transactions have been etadii

2. Cash Equivalent

The Company considers all highly liquid investmegmischased with an original maturity of three mandin less to be cash equivalents.
The Company maintains its cash balances at sefiasakial institutions located in Southern Calif@nAt times, the cash balances may
exceed federally insured limits. The Company hasrperienced any losses in such accounts andsbslieis not exposed to any
significant credit risk on cash equivalents. Tataounts uninsured at March 31, 2004 and 2003 wapmzaimately $6,930,000 and
$1,047,000, respectivel

3. Accounts Receivab

The allowance for doubtful accounts is developesktaipon several factors including customers’ tigaahility, historical write-off
experience and any known specific issues or disputech exist as of the balance sheet ¢

4. Inventory

Inventory is stated at the lower of cost or markiist is determined by the average cost method;hwdpproximates the first-in, first-out
(FIFO) method. Market for cores is determined bsnparison to core broker prices. The Company prevadeallowance for potentially
excess and obsolete inventory based upon histarszaje. Inventory costs include core value, matanid core components, labor and
overhead. The Company records occasional discaumnssipplier invoices at the time of payment by odg related accounts payable and
inventory.

5. Income Taxe
The Company accounts for income taxes in accordaitbeguidance issued by the Financial Accountitan8ard Board (“FASB”) in

Statement of Financial Accounting Standards No.(388AS"), “Accounting for Income Taxes,” which reiges the use of the liability
method of accounting for income tax
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The liability method measures deferred income tdyeapplying enacted statutory rates in effechattialance sheet date to the differel
between the tax base of assets and liabilitiedlzid reported amounts in the financial statemertg. resulting asset or liability is
adjusted to reflect changes in the tax laws as tloeyr. A valuation allowance is provided to reddeéerred tax assets when it is more
likely than not that a portion of the deferred &sset would not be realize

6. Plant and Equipmer

Plant and equipment are stated at cost, less adatadwdepreciation and amortization. The cost ditaahs and improvements are
capitalized, while maintenance and repairs aregdthto expense when incurred. Depreciation and tazation are provided on a straight-
line basis in amounts sufficient to relate the afstepreciable assets to operations over thdmagtd service lives, which range from
three to ten years. Leasehold improvements aretemorover the lives of the respective leases estrvice lives of the leasehold
improvements, whichever is short

7. Foreign Currency Translatio

For financial reporting purposes, the functionatrency of the foreign subsidiaries is the localrenocy. The assets and liabilities of fore
operations are translated into the reporting ceyrél. S. dollar) at the exchange rate in effed¢hatbalance sheet date, while revenue:
expenses are translated at average exchange ugiteg the year in accordance with SFAS 52, “Foregmrency Translation.” The
accumulated foreign currency translation adjustneptesented as a component of Other Comprehehgigene in the Consolidated
Statement of Stockhold¢ Equity.

8. Revenue Recognitic

The Company recognizes revenue when performantieeb@ompany is complete. Revenue is recognized aher the following criterie
established by the Staff of the Securities and Brge Commission in Staff Accounting Bulletin (“SABL04, “Revenue Recognition,”
have been me

« Persuasive evidence of an arrangement e:
» Delivery has occurred or services have been redd
« The selle’'s price to the buyer is fixed or determinable,

« Collectibility is reasonably assure

For products shipped free-on-board (“FOB”) shigppoint, revenue is recognized on the date ofrséig. For products shipping FOB
destination, revenues are recognized two days thitelate of shipment based on the Company’s expeziregarding the length of transit
duration. The Company includes shipping and hagditmarges in its gross invoice price to customedsdassifies the total amount as
revenue in accordance with Emerging Issues TaséeHssue (“EITF”) 00-10, “Accounting for Shippingc&aHandling Fees and Costs.”
Shipping and handling costs are recorded as castles

The price of a finished product sold to customeid iecorded as revenue is generally comprisedpairagely invoiced amounts for the ¢
included in the product (“core value”) and for tredue added by remanufacturing (“unit value”). Ceatue revenue is recorded based on
the contractual price of the core as agreed uptimauistomers. Unit value revenue is recorded bardtie Company’s price list, which is
revised from tim-to-time, net of applicable discounts and allowan

The terms of one customer agreement providettiea€ompany’s invoice price is based on unit valnly, excluding the core charge. In
that case, the Company records only unit valuemegédased on the Company’s price list, net of gapfieable discounts or allowances.
Profit or loss from the sales of cores to this costr are recognized on a monthly basis based upecoaciliation of the number of units
sold to the number of cores return

During fiscal 2004, the Company began to off@doicts on pay-on-scan (“POS”) arrangement. For P@&htory, revenue is recognized
when the customer has notified the Company thastsold a specifically identified product to amstperson or entity. This customer
bears the risk of loss of any consigned produchfamy cause whatsoever from the time possesstakes until a third party customer
purchases the product or its absence is notedyela or physical inventory count. Net sales framngsignment inventory were $10,372,(
for the fiscal year ended March 31, 20
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Sales Incentives

The Company records sales incentives, concesaimhallowances as a reduction of revenues airtteethe related revenues are recorded
or when such incentives are offered in accordarite ITF 01-09, “Accounting for Consideration Givey a Vendor to a Customer.”
Sales incentive amounts are recorded based orattie of the incentive provide

The Company generally has two types of warrapticigs: (a) an advance warranty discount policdWD”), which is a reduction taken
on the invoice and (b) an authorized warranty repmogram which is generally given upon a requeshfa customel

Advance Warranty Discount Policy: For products urtties warranty policy, in lieu of repairing or dxanging defective units, the
Company deducts from the invoice a warranty adjestrof 19.5%. In accordance with SAB 104, the Camypacords revenue at
time of sale based on the agreed-upon price, wkiokt of the warranty discount.

Authorized Return Warranty Policy: This policy alle ongoing customers to return parts that have tetemed to them under their
return policies by a consumer purchaser regaraiea$ether the parts are defective. In accordaritte 3FAS 48, “Revenue
Recognition When Right of Return Exists,” the Compeaeduces revenue at the time of sale based onatetl future returns.

With respect to the Authorized Return Warranty &glive estimate returns in the same period in wthetrevenue is recorded. The
estimates are based on historical analysis, custagreements and/or currently known factors thigean the normal course of busines
estimated returns vary from actual returns, aaesaadnues could be higher or lower than the amorevigusly recordec

The Compan’'s payment terms vary depending upon contractuahgements with individual custome

9. Income Per Shar

Basic income per share is computed by dividingmsgme by the weightedverage number of shares of common stock outstgralliring
the period. Diluted income per share includes ffext if any, from the potential exercise or corsien of securities, such as stock opti
and warrants, which would result in the issuanceaiemental shares of common stock, includingr#pricing of warrants which
occurred in fiscal 200:

The following represents a reconciliation of baaicl diluted net income per sha

Year end March 31

2004 2003 2002

Net income $6,482,00! $10,625,00 $11,689,00
| | |
Basic share 8,023,22! 7,960,45! 7,253,601
Effect of dilutive options and warrar 364,90: 580,10! 512,35:
Diluted share: 8,388,12! 8,540,56! 7,765,95!
| | |

Net income per common sha
Basic $ 0.81 $ 1.3¢ $ 1.61
Diluted $ 0.77 $ 1.24 $ 1.51

The effect of dilutive options and warrants exckud@7,250 options with exercise prices ranging f&&185 to $19.13 per share in 2004;
57,475 options with exercise prices ranging fron683o $19.13 per share in 2003; and 457,875 optidth exercise prices ranging frc
$2.88 to $19.13 per share in 2002 — all of whichenamnti-dilutive. The compution of dilutive incorper share excludes any potentially
issuable Series A Junior Participating PreferreatiS{See Note I).
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10. Use of Estimate

The preparation of consolidated financial statetsié conformity with generally accepted accoumfiminciples requires management to
make estimates and assumptions that affect thetegbamounts of assets and liabilities and discksiicontingent assets and liabilities
at the date of the financial statements. Actualltegould differ from those estimates. The follogiare significant estimates affecting
cost of goods sold, inventory and other currentiliizes.

Under the terms of certain agreements with istamers and industry practice, the Company’s custsritom time to time may be
allowed stock adjustments when their inventory djitiaof certain product lines exceeds the antiagpaguantity of sales to end-user
customers. These adjustments are made when theabgrapcepts into inventory these customevgrstocks, which do not occur at ¢
specific time during the year. Due to current argeeted changes in customer return practicesgifidbrth quarter of fiscal 2001, the
Company began to provide for a monthly allowancaddress the anticipated impact of stock adjustsdittis accrual is based on the
estimated impact on gross margin due to the foligwactors

« The amount of the credit for inventory overstoiskeegotiated between the Company and its custrus the amount credited
to the customer by the Company may be different tha total sales value of the inventory returnasell on the Company'’s price
lists;

« The product mix of inventory overstocks often varim the product mix sold; a1

« The standard costs of inventory received will viaaged on the part numbers recei

During fiscal 2004, 2003 and 2002, the Company eseé $1,561,000, $962,000 and $898,000, respegtimetost of goods sold and
reduced the stock adjustment reserve by $1,882%¥8,000 and $513,000 for fiscal 2004, 2003 ariR2€espectively, for stock
adjustments. The reserve for stock adjustmentsp4@s,000 and $794,000 as of March 31, 2004 and,286Bectively. The allowance is
reviewed quarterly based on review of the pastwesshonth period and discussions with customer®terchine whether the monthly
accrual should be adjusted. In January 2004, tmep@ay increased the reserve from $100,275 to $23%6r month.

The Company provides for potential excess and ebsahventory based upon historical usage and @uptts life cycle. Each quarter the
Company reviews the last 12 months of activitiesadth part number to determine the usage for {ese. Based on this activity the
Company then determines the number of month’s itorgron hand and in general reserves at ratesmgrigpm 10% to 80%.

The Company changed its estimate of the life cgtleores from 25 years to 20 years in October 2f¥d on new information about
average age of US automobiles. The reserve acémuexcess and obsolete inventory decreased ai fisarend 2004 by $611,000 fro
$3,565,000 at fiscal year-end 2003 to $2,954,0G&aal year 2004. The decrease in fiscal 2004 pvacipally due to the scrapping of
52,000 import alternator cores which reduced tseme for excess and obsolete inventory by $465300the sale of domestic starters
which decreased the reserve by $155,000. In f2@@8, this account decreased by $150,000 from $3)00 at fiscal year-end 2002 to
$3,565,000 at fiscal year-end 2003.

The Company adjusts the carrying value of cordhrige ways, (1) when purchases constitute 25% oe wioquantity on hand, then a
weighted average cost of recent purchases is apfi core values not updated by the above medh@ddjusted every six months based
on a comparison to core broker prices. All cored trave a difference between the carrying valueth@djuoted core broker price of 35%
or greater are adjusted to reflect the change ik@taalue, and (3) a valuation reserve has beeuapstor those cores not adjusted by the
above policies. This reserve account is based tipimherent value of cores, which the Company astimates has a life cycle of

20 years. This reserve account, which is part@fréiserve for excess and obsolete inventory, deedea fiscal year 2004 by $3,000 fr
$37,000 in fiscal year 2003 to $34,000 in fiscad20in fiscal year 2003, this reserve account desere by $227,000 from $264,000 in
fiscal year 2002 to $37,000 in fiscal year 2003e Tecrease in both years was principally the reduatte Company continuing to
decrease core inventory by selling and scrappimgsco

Upon receipt of a core from a customer, the Compggmerally gives a credit to the customer for theewalue originally invoiced with
respect to that core. Typically, the core valualitrgiven to a customer exceeds the market valukeo€ore accepted as a trade-in. We
record this difference in cost of sales. The Comgggamnerally limits core returns to cores sold t® $pecific customer which are in
remanufacturable condition.
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11.

12.

Core values fluctuate on the basis of several enanfactors, including market availability, seaslityaand demand.

The Company assumes that on an annual basis custaitiereturn used but remanufacturable cores kfuan estimated percentage of
the total annual number of remanufactured unitd.skthe estimated percentage is based on hist@mchturrent experience. However,
both the sales and receipts of cores throughoutd¢heare seasonal with the receipts of used ¢agging sales significantly. To account
for this lag and match sales with the associatdillify to receive and purchase used cores, onrahihobasis the Company either

(a) records a credit to deferred income, whicimésuided in Other Current Liabilities if core redsipre less than sales or (b) records a
debit entry to reduce deferred income if core qgisehre greater than sales. The Company elimiratgdemaining balance in the
deferred income account as of the end of the figeat as management has estimated that no corgitiability exists for such unreturn:
cores.

The Company eliminated the valuation allowancediferred tax assets of $8,429,000 at fiscal yedr2003. Management believes that
it is more likely than not, based on projected kdgd@ncome, that the deferred tax assets will ltig fealized before their expiration. As a
result, there is no valuation allowance for defétiax assets at fiscal year-end 2004

Financial Instrument:

The carrying amounts of cash and cash equivalshist-term investments, accounts receivable,adsgayable and accrued liabilities
approximate their fair value due to the short-teature of these instruments. The carrying amouhrtseoline of credit and other long-
term liabilities approximate their fair value basmdcurrent rates for instruments with similar ewaeristics

Stocl-Based Compensatic

The Company accounts for stock-based employe@eonsation as prescribed by Accounting PrinciplearB®pinion (“APB”) No. 25,
“Accounting for Stock Issued to Employees,” and adspted the disclosure provisions of SFAS 123 ctAmting for Stock-Based
Compensatiol” and SFAS 14€&*Accounting for Stoc-Based Compensati-Transition and Disclosu-an amendment of SFAS 1”

Under the provisions of APB No. 25, compensatiost for stock options is measured as the exdessy| of the quoted market price of
the Company’s common stock at the date of the graet the amount an employee must pay to acquérstiitk. SFAS 123 requires pro
forma disclosures of net income and net incomeshare as if the fair value based method of accogritir stockbased awards had be
applied. Under the fair value based method, conat@rscost is recorded based on the value of trerdhat the grant date and is
recognized over the service period. The followialglé presents pro forma net income had compensedists been determined on the
fair value at the date of grant for awards underglan in accordance with SFAS 1.

2004 2003 2002
Net Income as reporte $6,482,00! $10,625,00 $11,689,00
Add: Stock-based employee compensation expense
included in reported net income (loss), net oftezlaax
effects: — — —
Deduct: Total stock-based employee compensation
expense determined under fair value based methaal
awards, net of related tax effec (198,000 (169,00() (1,026,001
Pro forma net income $6,284,00! $10,456,00 $10,663,00
| I .|
Basic income per sha— as repor 0.81 1.3¢ 1.61
Basic income per sha— pro forma 0.7¢ 1.31 1.47
Diluted income per shar as reporte: 0.77 1.24 1.51
Diluted income per shar pro forma 0.7t 1.2z 1.37

The weighted average estimated fair value of engaatock options granted during fiscal 2004, 20682002 was $1.76, $1.16 and
$1.71, respectively.
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13

14.

15.

Under SFAS 123, compensation cost for optionatgrdhis recognized over the vesting period. Thepmeation cost included in the pro
forma amounts above represents the cost assowiittedptions granted during fiscal 1996 througledils2004. The following assumptions
were used in the Bla-Scholes pricing model to estimate st-based compensatio

2004 2003 2002
Risk free interest rai 3.2&% 2.2% 4.46%
Expected life (years 5 5 5
Expected volatility 51% 53% 7%
Expected dividend yiel 0% 0% 0%
. Credit Risk

Substantially all of the Company'’s sales arestaling automotive parts retailers. Management\edi¢he credit risk with respect to
trade accounts receivable is limited due to the @amg’s credit evaluation process and the natuits @ustomers. However, should our
customers experience significant cash flow problghres Company’s financial position and results pé@tions could be significantly
affected.

Deferred Compensation Ple

The Company has a deferred compensation placeftain management. The plan allows participantiefer salary, bonuses and
commission. The assets of the plan are held inst &ind are subject to the claims of the Compagsreeral creditors under federal and
state laws in the event of insolvency. Consequetith/trust qualifies as a Rabbi trust for incoarepurposes. The plan’s assets consist
primarily of mutual funds and are classified asditable for sale”The investments are recorded at market value wiytuarealized gai

or loss recorded as other comprehensive loss melblaers’equity. Adjustments to the deferred compensatidigation are recorded
operating expense

Comprehensive Incon

SFAS 130, “Reporting Comprehensive Income,” dislabd standards for the reporting and displayoofhprehensive income and its
components in a full set of general purpose fingrstatements. Comprehensive income is definedeashtange in equity during a per
resulting from transactions and other events armligistances from non-owner sources. The Compaatdsdomprehensive income
consists of net income, foreign currency transtatidjustments and unrealized gain/losses. The Coyrips presented Comprehensive
Income on the Consolidated Statement of Sharets’ Equity.
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16. Recent Pronouncemen

In August 2001, the FASB issued SFAS 144 “Accounfor the Impairment or Disposal of Long-Lived AsséThis statement
addresses financial accounting and reporting feiirtipairment or disposal of long-lived assets. Bidggement supercedes SFAS 121,
“Accounting for the Impairment of Long-Lived Assetsd for Long-Lived Assets to be Disposed @Rt the accounting and reporti
provisions of APB No. 30, “Reporting the Result€gerations — Reporting the Effects of a Disposa 8egment of a Business and
Extraordinary, Unusual and Infrequently OccurringeBts and Transactions,” for the disposal of a ssgrof a business (as previously
defined in that Opinion). SFAS 144 was effectiveuly 1, 2002. The adoption of SFAS 144 did noehawnaterial impact on the
Company’s consolidated financial statements.

In April 2002, the FASB issued SFAS 145, “Rescissid FASB Statements No. 4, 44 and 64, AmendmeRASB Statement No. 13
and Technical Corrections.” SFAS 145 updates aaudfiels existing accounting pronouncements relédeghins and losses from
extinguishment of debt and requires that certaasdemodifications be accounted for in the same prams sale-leaseback transactions.
The adoption of SFAS 145 effective January 1, 2@@Bnot have a material impact on the Companyiarftial statements.

In July 2002, the FASB issued SFAS 146, “AccounfimgCosts Associated with Exit or Disposal Actie#t,” which addresses
financial accounting and reporting for costs assed with exit or disposal activities and supersddal@F 94-3, “Liability Recognition
for Certain Employee Termination Benefits and Otiests to Exit an Activity (including Certain Cost€urred in a Restructuring).”
SFAS 146 requires that a liability for a cost assed with an exit or disposal activity be recoguiavhen the liability is incurred.
Under EITF 94-3, “Liability Recognition for Certalbmployee Termination Benefits and Other Costsxib & Activity,” a liability for
an exit cost was recognized at the date of anygntibmmitment to an exit plan. SFAS 146 also digthbs that the liability should
initially be measured and recorded at fair valuge Adoption of SFAS 146, effective January 1, 2@@8not have a material impact
the Company’s financial statements.

In November 2002, the EITF reached a consensudTh @-21, “Revenue Arrangements with Multiple eliables.” EITF 00-21
provides guidance on how to account for arrangesntbiat involve the delivery or performance of npl#iproducts, services and/or
rights to use assets. The provisions of EITF 0@dly to revenue arrangements entered into inlffg@ods beginning after June 15,
2003. The adoption of EITF 00-21 did not have aamal effect on the Company’s financial statemdmgtsause the Company’s
revenue arrangements do not have multiple delivesab

In December 2002, the FASB issued SFAS 148, “Actingrfor Stock-Based Compensation Transition argtldsure,” an
amendment of SFAS 123, “Accounting for Stock-Ba€edhpensation.” SFAS 148 amends SFAS 123 to praligenative methods
for a voluntary change to the fair value based we:thf accounting for stock-based employee compemsdh addition, the statement
amends the disclosure requirements of SFAS 128gwoire prominent disclosures for both annual atefiim financial statements
about the method of accounting for stock-based eyagl compensation and the effect of the methods arseeported results. The
interim transition and annual disclosure requiretmef SFAS 148 are effective for the Company’sdigear 2003. The adoption of
SFAS 148 did not have a material impact on the Gomis financial statements.

In November 2002, the FASB issued Interpretation (¥eIN") 45, “Guarantor’s Accounting and DiscloguRequirements for
Guarantees, Including Indirect Guarantees of Iretidss of Others,” which elaborates on the disobssto be made in interim and
annual financial statements of a guarantor abeudlitigations under certain guarantees that ibleas issued. It also clarifies that a
guarantor is required to recognize, at the inceptioa guarantee, a liability for the fair valuetié obligation undertaken in issuing a
guarantee. Initial recognition and measurementipians for the interpretation are applicable onr@spective basis to guarantees
issued or modified after December 31, 2002. Thelassire requirements are effective for financiatesnents of interim or annual
periods ending after December 15, 2002. As of Déezrl, 2002, the Company did not have any outstgrgliarantees.

In January 2003, the FASB issued FIN 46, “Constilicieof Variable Interest Entities,” which addressensolidation by business
enterprises of variable interest entities. Constiah by a primary beneficiary of the assets, liads and results of activities of
variable interest entities will provide more contplenformation about the resources, obligatiorsksiand opportunities of the
consolidated company. The interpretation also regudisclosures about variable interest entitiasttie company is not required
consolidate but in which it has a significant vahainterest.
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The consolidation requirements of FIN 46 apply indiately to variable interest entities created a¥fatuary 31, 2003 and apply to
older entities in the first fiscal year or interperiod beginning after June 15, 2003. Certain efdisclosure requirements apply in all
financial statements issued after January 31, 2@@@rdless of when the variable interest entitg established. We adopted the
requirements of this Interpretation with respecaltovariable interest entities created on or beftanuary 31, 2003 as of June 30, 2
The adoption of this Interpretation did not haveaaterial effect on the accompanying consolidatedrfcial statements.

In April 2003, FASB issued SFAS 149, “Amendmentedtement 133 on Derivative instruments and Hed@irtiyities.” SFAS 149
amends and clarifies accounting for derivativerimsients, including certain derivative instrumentsedded in other contracts, and
for hedging activities under SFAS 133, “Accountfog Derivative Instruments and Hedging ActivitieSFAS 149 is effective for
contracts and hedging relationships entered intoatified after June 30, 2003. The Company doe$haed any derivative
instruments nor does it engage in hedging actgifléne adoption of SFAS 149 did not have a mateffatt on the accompanying
consolidated financial statements.

In May 2003, the FASB issued SFAS 150, “AccounfimgCertain Financial Instruments with Charactésbf Both Liabilities and
Equity.” SFAS 150 generally requires that instrutsehat have characteristics of both a liabilityl @guity be classified as a liability.
SFAS 150 specifies that three categories of freegtg financial instruments (mandatorily redeemabétruments, obligations to
repurchase an entity’s equity shares by transfgassets and certain obligations to issue a varialninber of equity shares) be
classified as liabilities or, in certain instancasassets. SFAS 150 is generally effective fdiirahcial instruments entered into or
modified after May 31, 2003. The Company does awehany financial instruments with characteristitboth liabilities and equity.
The adoption of this statement did not have a ristienpact on the accompanying consolidated finalnsiatements.

In December 2003, the FASB issued FIN 46R, “Consoidon of Variable Interest Entities” with respéztvariable interest entities
created before January 2003, which among otheesssavised the implementation date to the fisstdi year or interim period ending
after March 15, 2004, with the exception of SpePBiatpose Entities (“SPE”). The consolidation regoients apply to all SPE’s in the
first fiscal year or interim period ending afterd@eber 15, 2003. The Company currently has no SHiesadoption of this statement
did not have a material impact on its consoliddiegincial statements.

On December 17, 2003, the Staff of the SEC issti&ifl Sccounting Bulletin No. (“SAB”) 104, “Revenugecognition,” which
supersedes SAB 101, “Revenue Recognition in FiahStatements.” SAB 104’s primary purpose is teiresaccounting guidance
contained in SAB 101 related to multiple elemereraie arrangements, which was superseded by theniss of EITF 00-21,
“Accounting for Revenue Arrangements with Multifideliverables.” Additionally, SAB 104 rescinds thEGs Revenue Recognition
in Financial Statements Frequently Asked QuestamisAnswers (the FAQ) issued with SAB 101 that beein codified in SEC Topic
13, Revenue Recognition. Selected portions of th® Rave been incorporated into SAB 104. While tleeding of SAB 104 has
changed to reflect the issuance of EITF 00-21r¢lenue recognition principles of SAB 101 remangédy unchanged in SAB 104.
The adoption of SAB 104 did not affect the Compamgvenue recognition policies, nor the resultsparations, financial position or
cash flows.

In December 2003, the FASB issued SFAS 132R, “Eyguil Disclosure about Pensions and Other Postraéint Benefits.” SFAS
132R requires additional disclosures about deflrakfit pension plans and other postretirementfiigeians. The standard requires,
among other things, additional disclosures abaeiasdsets held in employer sponsored pension matspsures relating to plan asset
investment policy and practices, disclosure of etgucontributions to be made to the plans andagdebenefit payments to be made
by the plans. Annual disclosures applicable told®. pension and postretirement plans are reqtiréeé made in our financial
statements for the year ended March 31, 2004. Ardiselosures relating to our non-U.S. plans wélrequired for the year ending
March 31, 2005. We have adopted this pronounceasnf December 31, 2003 for all of our U.S. plans.
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Note C — Short-Term Investments

The short-term investments account contaiesaisets of the Company’s deferred compensation Ple assets of the plan are held in a
trust and are subject to the claims of the Compmaggheral creditors under federal and state lawseivent of insolvency. The plan’s assets
consist primarily of mutual funds and are clasdifées available for sale. As of March 31, 2004 ab@32the fair market value of the sheéetm
investments was $288,000 and $162,000 and théhasst was $253,000 and $162,000, respectively f Maoch 31, 2004 and 2003, related
deferred compensation plan liabilities were $260,80d $214,000, respectively.

Note D — Inventory

Core and raw materials inventory are statedeatower of cost or market. The Company determithe market value of cores based on
consideration of current core broker prices. Sualbes are normally less than the core value creedliteustomers’ accounts when cores are
returned to the Company. Finished goods costsdecthe costs of cores, raw materials, labor, amih®ad. An allowance for obsolescenc
provided to reduce the carrying value of inventioryts estimated market value.

Inventory is comprised of the following at March: 31

Raw materials and cor
Work-in-process
Finished good

Less allowance for excess and obsolete inver

Finished goods on consignme

Total

Note E — Plant and Equipment

Plant and equipment, at cost, are as follavdaach 31:

Machinery and equipme
Office equipment and fixture
Leasehold improvemen

Less accumulated depreciation and amortize

Total

Note F — Capital Lease Obligations

2004 2003
$15,298,00 $20,197,00
621,00 719,00
13,379,00 10,232,00
29,298,00 31,148,00
(2,954,001 (3,565,001
26,344,00 27,583,00
2,400,001 —
$28,744,00 $27,583,00
| |
2004 2003
$ 13,564,00 $ 12,412,00
4,718,00! 4,539,001
1,099,00! 2,619,001
19,381,00 19,570,00
(14,623,00) (14,342,00)
$ 4,758,001 $ 5,228,00
| |

The Company leases various types of machimedycomputer equipment under agreements accowrted tapital leases and are inclu

in plant and equipment as follows:

Cost
Less accumulated amortizati

Total

2004 2003
$ 7,681,001 $ 5,498,00!
(5,498,00() (4,414,00)
$ 2,183,00! $ 1,084,00
| |
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Future minimum lease payments at March 314Z00the capital leases are as follows:

Year Ending March 31

2005 $ 487,00
2006 456,00(
2007 408,00(
2008 310,00(
2009 196,00(
Total minimum lease paymer 1,857,001
Less amount representing inter (201,000
Present value of future minimum lease payn 1,656,001
Less current portio (409,000
$1,247,001

]

Note G — Line of Credit

On December 20, 2002, the Company obtainezhaline of credit which provides for borrowings tapthe lesser of (i) $25,000,000 or
(ii) its borrowing base, which consists of 75% ¢ iCompany’s qualified accounts receivable plusou§il0,000,000 of qualifying inventory.
The Company paid the new lender a loan origingéenof $125,000 which has been deferred and igtaimortized over 36 months. As a
result of this refinancing, the Company’s previtersder waived restructuring fees in the amount&&3$000 which were incurred in
connection with an earlier restructuring of the @amy’s prior lending arrangement and which werbe@aid if the Company did not secure
a new lending source by December 31, 2002. The artamed portion of the refinancing fee of $447,@0@ the related liability of $655,000
were recorded in the income statement, resultirgriet credit of $208,000 recorded to interest pgpén 2003.

At March 31, 2004 the Company’s borrowing bass $19,616,000, and the Company had borrowed®@300 of this amount and
reserved an additional $3,100,000 in connectioh e issuance of standby letters of credit fork@ds compensation insurance. As such,
the Company had availability under its line of ¢ted $13,516,000. The interest rate on this créatitlity fluctuates and is based upon the
(i) higher of the federal funds rate plus 1/2 of @#4he bank’s prime rate, in each case adjustesl iargin of between —. 25% and .25% that
fluctuates based upon the Company’s cash flow emeeratio or (ii) LIBOR or IBOR, as adjusted toddkto account any bank reserve
requirements, plus a margin of between 2.00% ab@P2 that fluctuates based upon the Company’s ¢ashcbverage ratio. At March 31,
2004 interest on the Company'’s outstanding borrgsviof $3,000,000 was calculated based upon onelmB@R +2% or 3.11%. In addition
the Company pays a fee of .25% per year on angrdifite between the commitment and the outstandiogiat of credit it actually uses,
determined by the average of the daily amount editioutstanding during the specified period.

The bank loan agreement includes various @iigwconditions, including minimum levels of tantfimet worth, cash flow coverage and a
number of restrictive covenants, including prohdris against additional indebtedness, paymentwdeinds, pledge of assets and capital
expenditures as well as loans to officers andfilieaés. The Company was in compliance with itekaovenants at March 31, 2004.

On May 28, 2004 the Company secured a newd$0F00 credit facility with a new bank. The newaleing credit line, which replaces
the Company'’s existing asset-based facility, badesest either at the LIBOR rate plus 2% or thekbareference rate, at the Company’s
option. The new loan agreement matures on Octgh20a5.

The new bank loan agreement includes varimas€ial conditions of which the major complianeguirements are tangible net worth of
not less than $39,000,000 increased by 75% ofnodit pfter taxes each quarter, EBITDA of not l&san $3,000,000 for each quarter for a
total of $14,000,000 for the fiscal year, fixed ieratio of not less than 1.25 to 1.00 as of #sé day of each quarter, quick ratio of not less
than .65 to 1.00 as of the close of each quarsgital expenditures in excess of $2,500,000 anchipén exist operating lease obligation of
more than $2,000,000.

Under two separate agreements, executed @n28)r2002 and August 21, 2003 with two differargtomers involving the same bank, the
Company may sell those customers’ receivablesadémk, at an agreed-upon discount set at thettineeceivables are sold. The discount
has ranged from .12% to 2.06% during fiscal 2004, £3% to 1.51% during fiscal 2003 and has allothedCompany to accelerate
collection of the customer’s receivables aggrega$d9,506,000 in fiscal 2004 and $24,000,000 icefi2003 by an average of 149 days and
51 days, respectively. On an annualized basis #ighted average discount rate on the receivabldg@sthe bank during the year ended
March 31, 2004 and 2003 was 3% and 7.8%, respéctiZke amount of the discount on these receival$is88,000 and $267,000 in fiscal
2004 and fiscal 2003, respectively was recordedtarest expense.
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Note H — Stock Adjustments

Stock adjustments are allowed under the t@fnegrtain Company agreements or in accordanceindtirstry practice. Customer’s request
stock adjustments when the inventory level of ¢genpaoduct lines exceeds their anticipated salesl! @ their end-user customers. The
Company provides an allowance for anticipated stmjlistments and the costs associated with stgoktatknts are charged against this
allowance. The allowance is reviewed quarterlyetbgr with customer input, to determine if the almce should be adjusted. The allowance
for stock adjustments was $473,000 and $794,08taath 31, 2004 and 2003, respectively. The follaptiable summarizes the Company’s
reserve for stock adjustments for the years endactivi31, 2004, 2003 and 2002:

For the Year Balance at Stock
Ended Beginning of Reserve Chargec Adjustments Balance at
March 31 Period to Income Received End of Period
2004 $794,00( $1,561,00! $1,882,00! $473,00(
2003 610,00( 962,00( 778,00( 794,00(
2002 225,00( 898,00( 513,00( 610,00(

In fiscal 2004, the Company accepted a stocksahjent of approximately $490,000 to assist itsdatgustomer in its acquisition of a
major commercial accour

Note |- Shareholders’ Equity

In connection with the execution of the Af2@, 2000 amended and restated credit agreementtsviender, the Company issued the
bank a warrant to purchase 400,000 shares of thgp&ay’s common stock at an exercise price of $2@@Share. In connection with
the execution of the May 31, 2001 second amendddestated credit agreement, the exercise pritieeofvarrant was reduced to $.01
share, and the Company recognized an expense 6f0kEbin fiscal 2002. During fiscal 2004, the Compabtained replacement
financing and paid its former lender $700,000 toceh the warrant to purchase 400,000 shares sfatk. This transaction resulted in a
reduction of $340,000 in retained earnings andlaaton of $360,000 in additional paid in capital.

During the twelve months ended March 31, 2884 Company also repurchased 79,000 sharesariisnon stock for $296,000.
These shares have been retired and are no lontgtading.

Preferred Stock

On February 24, 1998, the Company enteredarRahts Agreement with Continental Stock Trang&f@rrust Company. As part of
this agreement, the Company established 20,00@slo&iSeries A Junior Participating Preferred Stpek value $.01 per share. The
Series A Junior Participating Preferred Stock hasgpential voting, dividend and liquidation rigliger the Common Stock.

On February 24, 1998, the Company also dedlardividend distribution to the March 12, 199&lkes of record of one Right for
each share of Common Stock held. Each Right, wkerctisable, entitles its holder to purchase onetbonasandth of a share of our
Series A Junior Participating Preferred Stock pttiee of $65 per one one-thousandth of a shargdsuto adjustment).

The Rights are not exercisable or transferaplart from the Common Stock until an Acquiringsea, as defined in the Rights
Agreement, without the prior consent of our Boar®wectors, acquires 20% or more of the outstagdihares of the Common Stock or
announces a tender offer that would result in 20%6eyship. The Company is entitled to redeem théRjgat $.001 per Right, any time
until ten days after a 20% position has been aeduldnder certain circumstances, including the &stipn of 20% of the Company’s
common stock, each Right not owned by a potentigjuiting Person will entitle its holder to receiupon exercise, shares of Common
Stock having a value equal to twice the exercigeef the Right.

Holders of a Right will be entitled to buyesk of an Acquiring Person at a similar discounafter the acquisition of 20% or more of
the Company'’s outstanding Common Stock, the Comjmimyolved in a merger or other business comnaransaction with another
person in which it is not the surviving companyg tbompany’s common stock is changed or convertetheoCompany sells 50% or
more of its assets or earning power to anotheiopers
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The Rights expire on March 12, 2008 unless eamideemed by the Company.

The Rights make it more difficult for a thipdrty to acquire a controlling interest in the @amy without the approval of the
Company’s Board. As a result, the existence oRights could have an adverse impact on the madkeh& Company’s Common Stock.

Note J — Accumulated Other Comprehensive Loss

Accumulated other comprehensive loss conefdtse following at March 31:

2004 2003 2002

Foreign currency translation lo $(68,000() $ (76,000 $ (81,000
Unrealized losses on investme (10,000 (31,000 (31,000
$(78,000) $(107,000) $(112,000)

| | |

Note K — Employment Agreements and Bonus Plan

The Company has employment agreements witretwjgloyees, expiring on March 31, 2006. The empkaytnagreements provide for
annual base salaries aggregating $715,000. Iniaddihese employees were granted options in fa@@l through 2004 pursuant to the
Company’s stock option plans for the purchase df B30 shares of common stock at exercise pricegngrirom $0.93 to $6.35 per share.

Note L — Commitments

The Company leases office and warehousetiasiiin California, Tennessee, North Carolina, Maila and Singapore under operating
leases expiring through 2007. Certain leases aoetialation clauses for real estate taxes anctpgexpenses. At March 31, 2004, the
remaining future minimum rental payments underabeve operating leases are as follows:

Year ending March 31,

2005 $1,283,00I
2006 1,313,00!
2007 1,300,00!
2008 6,00(
Thereaftel —
$3,902,00I

|

During fiscal years 2004, 2003 and 2002, tben@any incurred total lease expenses of $1,263%¥10226,000 and $1,805,000,
respectively.

The Company entered into a five-year agreemithtone of its major customers in March 2003 vegrthe Company was designated as
the primary supplier for all remanufactured Impalternators and starters purchased by this custdmeonsideration for this contract, the
Company agreed to issue credits to this customappfoximately $5,014,000 at various times ovellifeeof this five-year period. With the
execution of this agreement, the Company recograzelterge against gross revenues of $1,626,008cial 2003 related to a write-down of
core inventory which was recorded as a marketitoggvaince in accordance with EITF 01-9, received imwegy valued at approximately
$365,000 and an update order from this custome$8¢829,000 and agreed to assist this customerthaih efforts to reduce their warranties
by participating in a warranty reduction programfiscal 2004 and 2003, the Company recognized ¢tbtrges against gross revenues of
$1,084,000 and $1,626,000, respectively.
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The balance of the marketing allowance $1,939,0illbe/ recognized as a charge against gross regeones the remaining term of the
contract as follows:

Year ending March 31

2005 $ 495,00(
2006 495,00(
2007 495,00(
2008 454,00(

Total $1,939,00!

The Company supplemented the agreement ireda2004 and agreed to provide a $500,000 marketiog/ance to this customer. The
funds for the marketing allowance are being creditethis customer in 12 equal monthly amounts4df,666, which began in January 2004
and will end in December 2004. These credits valcharged against gross revenues ratably ovewttlee-month period, in accordance with
EITF 01-09 as the credits do not result in a sieglehange transaction and are dependent upon s$enoer’s continuing relationship with the

Company. The Company also agreed to accept a athaktment of $550,000 from this customer, whicls wecounted for as a charge to the
stock adjustment reserve.

The Company entered into an eight-year agraemi¢h one of its major customers in October 200®reby the Company was designated
as the exclusive supplier of all remanufactureddrplternators and starters for a customer. Irsiclamation for this contract, the Company
agreed to issue credits to this customer of apprately $8,294,000 to be issued as monthly credigs the 96-month term of the contract.
The Company also agreed to provide one-time inceriedits when new stores and distribution stareopened. In fiscal 2004, the
Company recognized total charges against grosauegeunder this contract of $518,000. The balahteeomarketing allowance of

$7,776,000 will be recognized as a charge agamessgevenues over the remaining term of the cohimaaccordance with EITF 01-09 as
follows:

Year ending March 31

2005 $1,037,00!
2006 1,037,00!
2007 1,037,00!
2008 1,037,001
2009 1,037,001
2010 1,037,001
2011 1,037,001
2012 517,00(

Total $7,776,00

The Company is partially seiiftisured for Workers Compensation Insurance andlie for the first $250,000 of each claim, withaggregat
amount of $2,500,000 per year.

Note M — Major Customers

The Company'’s three largest customers accdudotethe following total percentage of accountseieable and sales for the fiscal year
ended:

Sales 2004 2003 2002

Customer A 65% 65% 62%

Customer E 16% 14% 13%

Customer C 14% 12% 11%
Accounts Receivable 2004 2003
Customer A 61% 48%
Customer E 17% 33%
Customer C 15% 12%
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Note N — Income Taxes

The income tax (expense) benefit for the yeaded March 31, 2004, 2003 and 2002 is as follows:

2004 2003 2002
Current tax (expense) bene
Federal $ (125,000 $ 821,00( $1,004,00!
State (7,000 (67,000 —
Foreign (7,000 _ _
Total current tax (expense) bent (139,000 754,00( 1,004,001
Deferred tax (expense) bene
Federal (3,155,001 3,703,001 2,610,001
State (258,00() 568,00( 390,00(
Total deferred tax bene (3,413,001 4,271,001 3,000,001
Total income tax (expense) bent $(3,552,001) $5,025,00! $4,004,00!
.| | |
Deferred income taxes consist of the followétdviarch 31:
2004 2003
Assets
Net operating loss car-forwards $ 4,527,001 $ 6,356,00!
Inventory valuatior 2,364,001 4,183,001
Allowance for customer discounts and bad d 1,018,001 690,00(
Inventory capitalizatiol 57,00( 54,00(
Vacation pay 177,00( 194,00(
Deferred compensatic 91,00( 90,00(
Accrued bonu — 132,00(
Other 26,00( 5,00(
8,260,001 11,704,00
Liabilities
Deferred state ta (116,000 (457,000
Deferred tax on unrealized gz (14,000 —
Accelerated depreciatic (1,022,001 (726,00()
Net deferred tax asse $ 7,108,00! $10,521,00
| |

The difference between the income tax expénseefit) at the federal statutory rate and the gamy’s effective tax rate is as follows:

2004 2003 2002
Statutory federal income tax re 34% 34% 34%
State income tax ra 5% 5% 5%
State income tax credi (3)% —

Change in tax lav (1)% (15% (13)%
Valuation allowanct — (119% (78%
35% 90)%  (52)%

The primary components of the Company’s incéaxeprovision (benefit) are (i) the current liatyilor refund due for federal, state and
foreign income taxes, including the effect of thr het operating loss carryback provisions of thte Qreation and Work Assistance Act of
2002 and (ii) the change in the amount of the eétred income tax asset, including the effectnyf éhange in the valuation allowan



The Job Creation and Work Assistance Act @2@he “Act”)was passed by Congress and then signed by thel®mesin March 9, 200
One of the provisions of the Act extends the cdnagk period five years for losses arising in yesrding during 2001 and 2002. Under the
new tax law, the Company received tax refunds &30 in fiscal 2004 and $821,000 in fiscal 2003t to the five-year carry-back
provision of the Act. In the fourth quarter of fd@003, the IRS approved the Company'’s treatmetiitecoamount to be deducted relating to
the fiscal 2000 change in accounting for inventamg allowed the Company to deduct the entire amiounhie year (2003) instead of the four
years requested. In addition, the IRS concludeauthts. Furthermore, the Company resolved itsnfiireg contingency and signed
agreement with a new bank. These positive factarsyell as another year's history of operatingippfead management to conclude that a
valuation allowance was no longer required. Thius Maluation allowance balance of $8,249,000 wiasrgted in fiscal 2003.
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At March 31, 2004, the Company had federalstate net operating loss carry forwards of $11,0@®and $7,492,000, respectively,
which expire in varying amounts through 2023.

Realization of these deferred tax assetspsmgent upon the Company’s ability to generatda@afft future taxable income. Management
believes that it is more likely than not that fttaxable income will be sufficient to realize teeorded deferred tax assets. Future taxable
income is based on management’s forecast of theefuiperating results of the Company. Managemaidgieally reviews such forecasts in
comparison with actual results and there can bassarance that such results will be achieved.

Note O — Defined Contribution Plan

As of June 18, 2001, the Company has a 4Qiék) covering all employees who are 21 years ofwgtieat least six months of service. 1
plan permits eligible employees to make contrimgiap to certain limitations, with the Company rhittg 25% of the employees
contribution up to the first 6% of employee compim. Employees are immediately vested in thelum@ary contributions and vest in the
Company’s matching contributions ratably over fjigars. The Company’matching contribution to the 401(k) plan was $79, $33,948 ar
$25,184 for the fiscal years ended March 31, 20083 and 2002, respectively.

Note P — Stock Options

In January 1994, the Company adopted the $88dk Option Plan (the “1994 Plan”), under whictvéts authorized to issue non-qualified
stock options and incentive stock options to kepleyees, directors and consultants. After a nurobshareholdegpproved increases to tl
plan, at March 31, 2002 the aggregate number ckgiptions approved was 960,000 shares of the Coy'gpaommon stock. The term and
vesting period of options granted is determine@ lwpmmittee of the Board of Directors with a terot to exceed ten years. At the
Company’'s Annual Meeting of Shareholders held oréyaber 8, 2002 the 1994 Plan was amended to irethasauthorized number of
shares issued to 1,155,000. As of March 31, 20@tetwere 793,250 options outstanding under thd P8n and 0 options were available
grant.

In August 1995, the Company adopted the Nopleyee Director Stock Option Plan (the “Directofar®) which provides for the grantir
of options to directors to purchase a total of @8,6hares of the Company’s common stock. Optiopsitohase 15,000 shares were granted
under the Director’s Plan and were exercised padMarch 31, 2001. There are no options outstandigf March 31, 2004.

In September 1997, the Company adopted thé $8&ck Option Plan (the “1996 Plan”), under whicis authorized to issue non-qualified
stock options and incentive stock options to kepleyees, consultants and directors to purchastabhdb30,000 shares of the Company’s
common stock. The term and vesting period of ogtigranted is determined by a committee of the Bofirectors with a term not to
exceed ten years. Options to purchase 30,000 sivaresgranted under the 1996 Plan and were exdrpi$er to March 31, 2001. There are
no options outstanding as of March 31, 2004.

At the Company’s Annual Meeting of Shareholdersifoal December 17, 2003 the shareholders approee@dmpany’s proposed 2003
Long-Term Incentive Plan (Incentive Plan) which ee@n adopted by our Board of Directors on Oct83e2003. Under the Incentive Plan,
a total of 1,200,000 shares of our Common Stocle leeen reserved for grants of Incentive Awardsainaf our employees are eligible to
participate. The 2003 Incentive Plan will terminateOctober 31, 2013, unless terminated earliesuryBoard of Directors. No options have
been granted under this plan as of March 31, 2004.

A summary of stock option transactions follows

Weighted Average

Number of Shares Exercise Price
Outstanding at 3/31/C 653,37! $ 9.1€
Granted 591,50( $ 2.6¢
Exercisec 0 $ 0
Cancellec (451,000 $11.2¢
Outstanding at 3/31/C 793,87! $ 2.87
Granted 154,50( $ 2.3¢
Exercisec 0 $ 0
Cancellec (8,000) $ 1.87
Outstanding at 3/31/C 940,37! $ 2.82
Granted 112,87 $ 6.04
Exercisec (204,50() $ 2.44
Cancellec (55,500 $ 2.77

Outstanding at 3/31/C 793,25( $ 3.31
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The following table summarizes information abthe options outstanding at March 31, 2004:

Options Outstanding Options Exercisable
Weighted Average Weighted
Average
Exercise

Range of Exercise Price Shares Exercise Price Remaining Life in Years Shares Price
$0.931 to $1.80 121,50( $ 1.11¢F 6.95 121,500 $ 1.11¢
$2.160 to $3.15 540,00 $ 2.78¢ 7.61 540,000 $ 2.78¢
$3.600 to $11.81 120,37! $ 6.55¢ 9.1C 120,37! $ 6.55¢
$15.625 to $19.12 11,37¢ $17.46¢ 3.2C 11,37¢ $17.46¢

793,25( 793,25(

The stock options exercisable at end of yisaaf 2004, 2003 and 2002 are 793,250, 940,375 88@75, respectively.
Note Q — Litigation

In fiscal 2002, the Company settled the cimn lawsuit that had been filed against the Camypn the United States District Court,
Central District of California, Western Divisionh& class action lawsuit alleged that, over a faaryperiod during 1996 to 1999, the
Company misstated earnings in violation of seasitaws. Under the terms of the settlement agregitienclass action plaintiffs received
$7,500,000. Of this amount, the Company’s direcémrs officer’s insurance carrier paid $6,000,000 toe Company paid the balance. Final
approval of this settlement was entered into CBextords on September 18, 2001 and all parties éxsteanged releases in connection with
this settlement. The consummation of this stock gals conditioned upon the pending approval bythet of a class action settlement as
well as the delivery of an opinion from an indepemtdvaluation firm that the price per share ofdtaek to be sold Mr. Mel Marks, the
Company’s founder and a board member, was falgdCompanys shareholders from a financial point of view. Miarks also agreed that,
the independent valuation firm opined that the @hfice per share was not fair, the price per sivandd increase to a price the valuation
firm opined to be fair. For purposes of this deti@ation, the fairness of the transaction was evatlias of November 30, 2000. On that date,
the Company did not have the resources to pay ploeiion of the settlement from cash flow from agiems and was required to raise these
funds from an external source.

On September 18, 2002, the Securities anddbggh Commission filed a civil suit against the Campand its former chief financial
officer, Peter Bromberg, arising out of the SE@gaistigation into the Company’s financial stateraemtd reporting practices for fiscal years
1997 and 1998. Simultaneously with the filing c BEC Complaint, the Company agreed to settle H&sSaction without admitting or
denying the allegations in the Complaint. Undertdrens of the settlement agreement, the Compasiytigect to a permanent injunction
barring the Company from future violations of thgifsaud and financial reporting provisions of tleeleral securities laws. No monetary fine
or penalty was imposed upon the Company in conmeetith this settlement with the SEC.

On May 20, 2004, the SEC and the United Statesney’s Office announced that Peter Bromberg s@ntenced to ten months, including
five months of incarceration and five months of leodetention, for making false and misleading statégmabout Motorcar’s financial
condition and performance in its 1997 and 1998 oK filed with the SEC. Mr. Bromberg consented to émery of judgment that order
payment of $76,275 in disgorgement plus prejudgrmgatest. The SEC waived all but $50,000 of timant and did not order a civil
penalty based upon sworn representation in hie®ett of Financial Condition and other documentsrstied to the SEC.

The United States Attorney’s Office had prely informed the Company that it does not intemgursue criminal charges against the
Company arising from the events involved in the SEfnplaint. On February 13, 2003, the Company vecka letter from the U.S.
Attorney’s Office confirming this information.

In December 2003, the SEC and the United Statimrney’s Office brought actions against Richiftarks, the Company’s former
President and Chief Operating Officer. Mr. Marksesgl to plead guilty to the criminal charges, ailtlhe sentenced on August 9, 2004. In
settlement of the SEC’s civil fraud action, Mr. Mampaid over $1.2 million and was permanently lshfrem serving as an officer or director
of a public company.

The SEC’s complaint and the Justice Departimeniminal charges alleged that the defendants,Bviomberg and Mr. Marks, engaged in
fraudulent accounting practices and falsified Mo#ois books and records, thereby causing Motorc#sue false and misleading financial
information to the investing public. The SEC’s cdaipt alleged that the Company overstated pre-tamings for fiscal year 1997 by
$3,391,000 (59.8%) and for fiscal year 1998 by $8,800 (49.6%), that the overstated earnings fyurere reported to the public in the
Company'’s annual reports on Form 10-K filed with BEC for the fiscal years ended March 31, 1997189@, and that the Company
included false 1997 financial statements in a tegfion statement filed with the SEC in October 2.9®r an offering that raised
$19.8 million.



Based upon the terms of agreements we prdyientered into with Mr. Marks, we have been paytimg costs he has incurred in
connection with the SEC and U.S. Attorney’s Offgcaivestigation. During fiscal 2004, 2003 and 2@@2incurred costs of approximately
$966,000, $560,000 and $73,000 respectively obédtislf.
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The Company is subject to various other latgsamd claims in the normal course of business.agament does not believe that the
outcome of these matters will have a material estveffect on its financial position or future réswf operations.

Note R — Related Party Transactions
The Company has entered into agreements ligie tmnembers of its Board of Directors, Messrswvgeloffe, Mel Marks and Doug Horn.

In August 2000, the Company’s Board of Direstagreed to engage Mr. Mel Marks to provide cdimsybkervices to the Company.
Mr. Marks is paid an annual consulting fee of $880, per year. During fiscal 2004 he was paid $380flus a $50,000 bonus. The
Company can terminate this arrangement at any time.

Effective December 1, 1999, the Company edter® a consulting agreement with Mr. Selwyn Joffe Chairman of the Board of the
Company, pursuant to which he has been retainactassultant to provide oversight, managementiegfimand other advisory services to
Company. The consulting agreement was schedulegigioe on June 1, 2001 but has been extended hyatragreement through June 1,
2003 and provides for annual compensation to Mfedo the amount of $160,000. As additional coesédion for the consulting services,
Mr. Joffe was granted an option to purchase 40gb@0es of the Company’s Common Stock pursuanet@tmpany’s 1994 Stock Option
Plan. Of these options, 20,000 options were exatéson the date of grant and the remaining 20gp@i@ns were fully vested on the first
anniversary of the date of grant. The options lavexercise price of $2.20 per share and expir€l@nyears after the grant date.

Mr. Joffe and the Company entered into antamidil consulting services agreement dated as gf #2002, providing for Mr. Joffe to
assist us in considering and pursuing potentiaktrations and relationships intended to enhancé&tsddder value. In connection with this
arrangement, we agreed to pay Mr. Joffe an additi$h0,000 per month for one year and 1% of thaevaf any transactions, which close by
the second anniversary of the agreement, less anghiy fees, paid. This agreement remained in efiatl February 14, 2003 at which time
Mr. Joffe accepted his current position as Presidad Chief Executive Officer in addition to senyias the Chairman of the Board of
Directors. Mr. Joffe’s current agreement callsdarannual salary of $500,000, the continuationi®@phior agreement relative to payment of
1% of the value of any transactions which closéaych 31, 2006 along with a car allowance and otleenpensation generally provided to
our other executive staff members. In addition, dbffe was awarded 100,000 Stock Options effedftaech 3, 2003 at a strike price of
$2.16, 1,500 Stock Options effective April 30, 2@% strike price of $1.80 and 100,000 Stock Otieffective January 14, 2004 at a strike
price of $6.34. Unless otherwise extended, hisreehexpires on March 31, 2006.

Effective April 1, 2003, the Company entered intoeamployment agreement with Mr. Charles W. Yeadleg,Chief Financial Officer of the
Company. Mr. Yeagley's current agreement callsafoannual salary of $215,000 along with a car alove and other compensation
generally provided to our other executive staff rhers. In addition, Mr. Yeagley was awarded 25,0f@ISOptions effective June 26, 2000
at a strike price of $.93 and 15,000 Stock Optffisctive May 11, 2004 at a strike price of $8.Wbless otherwise extended, his contract
expires on March 31, 2006.

The Company has agreed to pay Mr. Horn $120p@0 year for serving as the Chairman of the CampgaAudit, Compensation and
Ethics Committees.

Note S — Subsequent Events

In May 2004, the Company entered into an agesd with AutoZone to become its primary supplieingport alternators and starters for
its eight distribution centers. As part of this fyear agreement, the Company entered into a pascan (POS) arrangement with AutoZone.
Under this arrangement, AutoZone will not be olikgbto purchase the merchandise the Company hageshio AutoZone that is covered by
the POS arrangement until that merchandise is atéiy sold to AutoZone’s customers. The Company atgeed to purchase approximately
$24 million of AutoZone’s current inventory of imgtarters and alternators transitioning to th&SR@gram at the price AutoZone
originally paid for this inventory. The Company Wahy for this inventory over 24 months, withouterest, through the issuance of monthly
credits against receivables generated by salesittmZéne. The contract requires that the Compantiroesto meet its historical performance
and competitive standards. The Company also agoee@drk with AutoZone to transition all of the praats it sells to AutoZone to the POS
arrangement by April 2006. If that is not accontpdid, the Company expects to acquire an additidahdillion of AutoZone inventory to be
covered by the expanded POS arrangement. The Cgmpththen provide AutoZone with an additional $&4llion of credits, to be taken in
equal monthly installments over a 24-month periedibning in May 2006, and the contract will be exted for an additional two years
through May 2010.

Note T — Unaudited Quarterly Financial Data
The following summarizes selected quarterly finahdata for the fiscal year ended March 31, 2004:
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FY 2004
Net Sales
Gross Margir
Total Operating Expens
Operating Income / (Los:
Interest expens— net
Income tax (expense) bene

Net Income
Basic income per sha
Diluted income per shai

First
Quarter
$37,102,00
4,102,001
2,799,001
1,303,00!
293,00(
(330,000

680,00(
$ 0.0¢
$ 0.0¢

Second Third
Quarter Quarter
$46,424,00 $35,578,00
7,036,001 5,169,001
3,472,001 3,269,001
3,564,001 1,900,00!
288,00( 143,00(
(1,378,001 (632,000)
1,898,001 1,125,00
$ 0.24 $ 0.1
$ 0.2¢ $ 0.1z

Fourth

Quarter
$33,532,00
6,829,001
2,631,001
4,198,001
207,00(

(1,212,001

2,779,001
$ 0.34
$ 0.3z

In the fourth quarter we benefited from the undguarn of cores by our customers, which resultedi625,000 in cost savings attributable
the difference in costs from obtaining cores frammecbrokers compared to obtaining cores from ostauers and $356,000 in additional
revenue due the elimination of warranty reservateel to the under-returns which reduced net salesse items increased our gross
margins by 2.9% in the fourth quart

The following summarizes selected quarterly finahdata for the fiscal year ended March 31, 2(

First Second Third Fourth

FY 2003 Quarter Quarter Quarter Quarter
Net Sales $48,405,00 $44,456,00 $40,115,00 $34,550,00
Gross Margir 5,181,00I 4,858,001 5,194,001 2,158,001
Total Operating Expens 2,593,001 2,442,001 2,937,001 2,475,001
Operating Income / (Los: 2,588,001 2,416,00i 2,257,001 (317,000
Interest expens— net 616,00( 872,00( (270,000 126,00(
Income tax (expense) bene (2,000 — 695,00( 4,331,001
Net Income 1,971,001 1,544,001 3,222,001 3,888,001
Basic income per sha $ 0.2t $ 0.1¢ $ 0.4C $ 0.4¢
Diluted income per shai $ 0.2t $ 0.1¢ $ 0.3¢ $ 0.4t

Significant 4th Quarter Adjustments: The Comparfigsal year 2003 operating results were impactetheyCompany’s recording of a
$4,331,000 tax benefit in the fourth quarter o€&iis2003 associated with a reduction in the vatuasillowance for net deferred tax assets.

Schedule Il — Valuation and Qualifying Accounts

Accounts Receivable — Bad Debt Allowance

Charged to
Balance at (Recovery) Balance at
For the Year Beginning Bad Debts Accounts End of
Ended March 31 Description of Period Expense Written Off Period
2004 Accounts receivable allowan $ 87,00( $ 13,00( $ 86,00( $ 14,00(
2003 Accounts receivable allowan 326,00( (104,000 135,00( 87,00(
2002 Accounts receivable allowan 149,00( (412,000 235,00( 326,00(
Inventory
For the Year Balance at
Ended Beginning of Reserve Charged Inventory Balance at
March 31 Description Period to Income Written Off End of Period
Allowance for excess and
2004 obsolete inventor $3,565,00I $ 912,00( $1,523,00! $2,954,00I
Allowance for excess and
2003 obsolete inventor 3,715,001 1,550,001 1,700,001 3,565,00t
Allowance for excess and
2002 obsolete inventor 4,253,001 1,440,00! 1,978,00! 3,715,001
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EXHIBIT 10.14
CREDIT AGREEMENT

THIS CREDIT AGREEMENT (this "Agreement") is madedagntered into as of May 28, 2004, by and betwe@TMRCAR PARTS OF
AMERICA, INC., a New York corporation ("Borrower"yith its principal place of business located a&22@alifornia Street, Torrance,
California 90503, and UNION BANK OF CALIFORNIA, N.Aa national banking association ("Bank"), withadfice located at 5855
Topanga Canyon Boulevard, Second Floor, Woodlatid,Htalifornia 91367.

SECTION 1. DEFINITIONS

As used herein, initially capitalized terms shall/é the respective meanings set forth below diostt in the Section or subsection defining
such terms:

"AFFILIATE" shall mean, with respect to any Pers¢ai), each Person that, directly or indirectly, ownsontrols, whether beneficially or as a
trustee, guardian or other fiduciary, ten perc&f4) or more of the stock having ordinary votingveoin the election of directors of such
Person, (b) each Person that controls, is conttrdjeor is under common control with such Persoanyr Affiliate of such Person and (c) e

of such Person's executive officers, directorsitjgenturers, members and partners; provided, hewévat in no case shall Bank be deemed
to be an Affiliate of Borrower or any of its Subisides. For the purpose of this definition, "colfitmf a Person means the ability, directly or
indirectly, to direct or cause the direction ofritenagement or policies, whether through the ovimyeisf voting securities, by contract or
otherwise.

"ALTERNATIVE DISPUTE RESOLUTION AGREEMENT" shall nam that certain the Alternative Dispute Resolugneement dated as
of even date herewith, on Bank's standard fornefoerduly executed by Borrower and Bank.

"AUTOZONE CONSENT AGREEMENT" shall mean that cent@&onsent Agreement, by and among Bank, BorrowgiSamTrust, as agent
for itself and other purchasers, as at any timenaled, supplemented or otherwise modified or restatersuant to which, among other thir
Bank shall consent to the terms and conditionti@f&utoZone Supplier Agreement.

"AUTOZONE SUPPLIER AGREEMENT" shall mean that cént&upplier Agreement (and all documents, instru@nd agreements
executed in connection therewith), by and betwaemT8ist and Borrower, pursuant to which, amongratiags, SunTrust may, in its sole
discretion, at the request of Borrower, purchasediscount prior to its due date any SunTrust frafn Borrower, as such Supplier
Agreement is in effect on the date of this Agreetnen

"BALC" shall mean Banc of America Leasing & Capital C.



"BANK EXPENSES" shall mean (a) all reasonable casis expenses paid or advanced by Bank which quéres to be paid by Borrower
under this Agreement or any of the other Loan Daantsy (b) reasonable expenses incurred by Banlditiag or examining the books and
records of Borrower or any of its Subsidiaries @& Collateral following the occurrence and cordition of an Event of Default; (c) taxes
and insurance premiums of every nature and kirBloofower or any of its Subsidiaries paid by Bark; ieasonable appraisal, due diligence,
filing, recording, documentation, publication arehrch fees paid or incurred by Bank on behalf af®eer or any of its Subsidiaries prior to
the date of this Agreement or to correct any Exéidefault or enforce any provision of this Agreernher any other Loan Document, or, if an
Event of Default has occurred and is continuinggaming possession of, maintaining, handling, @néag, storing, shipping, appraising,
selling, preparing for sale and/or advertisingeth the Collateral, whether or not a sale is consiated;

(e) reasonable costs and expenses (including aftsrfees) of any suit or arbitration proceedingviich Bank is the prevailing party,
incurred by Bank in enforcing or defending this Agment or any other Loan Document, or any portieneof; and (f) reasonable attorneys'
fees and expenses incurred by Bank in amendingjriating or concerning this Agreement or any ottman Document, or any portion
thereof, whether or not suit is brought, such attgs' fees to include the reasonable estimateedditbcated costs and expenses of in-house
legal counsel and staff. All Bank Expenses paithoarred by Bank shall be considered to be and bkeabme a part of the Obligations anc
secured by the Collateral, are payable upon denaardif not reimbursed within thirty (30) days fadling such demand, shall immediately
thereafter bear interest, together with all othmpants to be paid by Borrower pursuant heretdyeatefault Rate of Interest provided for
herein and in the Revolving Note.

"BANK OF AMERICA" shall mean Bank of America, N.Axhich has an office located at 525 South Flowese3f Mezzanine Level, Los
Angeles, California 90071.

"BANK OF AMERICA LOAN" shall mean the revolving laof credit previously extended by Bank of Ameticd8orrower, the Indebtedne
with respect to which shall be repaid in full witre proceeds of the initial Revolving Loan providedin this Agreement, as more
particularly described in Section 2.3(a) hereinbelo

"BANK OF AMERICA LOAN DOCUMENTS" shall mean, coll¢iwely, that certain Business Loan Agreement (Redgles and Inventory)
dated as of December 20, 2002, executed by andbat®ank of America and Borrower in connection wlith Bank of America Loan,
together with any and all documents, instrumentsagreements executed by Borrower in connectiomettith, as such Business Loan
Agreement (Receivables and Inventory) and suchrmeats, instruments and agreements may have beeratheupplemented or otherw
modified or restated prior to the date of this Agnent.

"BUSINESS DAY" shall mean a day other than a Satysé Sunday or a day on which commercial bankisarState of California are
authorized or required by law to close.



"CAPITAL EXPENDITURES" shall mean all payments duehether or not paid) during a fiscal period of Bover and its Subsidiaries in
respect of the cost of any fixed asset or capit@rovement, or any replacement, substitution oitaafdthereto, and which fixed asset or
capital improvement has a useful life of more thae (1) year, including without limitation, thosaypnents due in connection with the direct
or indirect acquisition of any such fixed assetapital improvement by way of increased produdewice charges or offset items or in
connection with Capital Leases.

"CAPITAL LEASE" shall mean any lease of an assealB8erson as lessee which would, in accordanceGWAP, be required to be
accounted for as an asset and corresponding tiabili the balance sheet of such Person.

"CAPITAL LEASE OBLIGATIONS" shall mean, for any Psan, all obligations of such Person to pay rerdtber amounts under a lease of
(or other agreement conveying the right to usep@rty to the extent such obligations are requiceilet classified and accounted for as a
Capital Lease on a balance sheet of such Persar G#AP. For the purposes of this Agreement, thewarhof such obligations shall be the
capitalized amount thereof, determined in accordamith GAAP.

"CHANGE OF CONTROL" shall mean, with respect to &wgrson, an event or series of events by which:

(a) any "person” or "group" (as such terms are urs&kctions 13(d) and 14(d) of the Securities Bxgje Act of 1934, but excluding any
employee benefit plan of such person or its subsi&h, any person or entity acting in its capaagtyrustee, agent or other fiduciary or
administrator of any such plan and, for purposegetérmining whether a "group” holds more than tydive percent (25%) of the equity
securities of Borrower, excluding from the sharekliby any such "group" shares of common stockaf@®ver held as of the date of this
Agreement by Mel Marks, Richard Marks and eactefrhembers of the Marks family) becomes the "beizfowner" (as defined in Rules
13d-3 and 13d-5 under the Securities Exchange At984, except that a person or group shall be éeemhave "beneficial ownership" of
all securities that such person or group has tite to acquire (such right, an "option right"), wer such right is exercisable immediately or
only after the passage of time), directly or indilg of twenty-five percent (25%) or more of thguéity securities of such Person entitled to
vote for members of the board of directors or egj@rt governing body of such Person on a fullytdifubasis (and taking into account all
such securities that such person or group hasgheto acquire pursuant to any option right); or

(b) during any period of twelve (12) consecutiventing, a majority of the members of the board céatwrs or other equivalent governing
body of such Person cease to be composed of indilddi) who were members of that board or equivad@verning body on the first day of
such period, (ii) whose election or nominationtattboard or equivalent governing body was apprdweithdividuals referred to in clause (i)
above constituting at the time of such electionamination at least a majority of that board oriealent governing body or (iii) whose
election or nomination to that board or



other equivalent governing body was approved bividdals referred to in clauses (i) and (ii) ab@amstituting at the time of such electior
nomination at least a majority of that board orieglent governing body (excluding, in the case athbclause (ii) and clause (iii), any
individual whose initial nomination for, or assunapt of office as, a member of that board or eq@xaoverning body occurs as a result of
an actual or threatened solicitation of proxiesansents for the election or removal of one or nulrectors by any person or group other t
a solicitation for the election of one or more dimes by or on behalf of the board of directors).

"COLLATERAL" shall mean the collateral provided Bprrower to Bank pursuant to
Section 3.1 hereof.

"CONSENT AGREEMENTS" and "CONSENT AGREEMENT" shalkan, respectively, (a) the O'Reilly Consent Agrertynthe AutoZone
Consent Agreement and any other consent agreemequivalent agreement entered into from timertetafter the date of this Agreement,
and (b) any one of such Consent Agreements.

"CREDITOR" shall mean AutoZone Parts, Inc., a Nevadrporation.
"CSK" shall mean CSK Auto, Inc., an Arizona corgara.

"DEBT SERVICE" shall mean, as of the last day aftefiscal quarter of Borrower and its Subsidiar@sa consolidated basis for Borrower
and its Subsidiaries, the sum, without duplicatmina) the amount of all scheduled principal pagtaen respect of Indebtedness of Borro
and its Subsidiaries during the four (4) conseeutiscal quarters ending on such date, plus (eyést expense of Borrower and its
Subsidiaries paid or payable during the four (4)sezutive fiscal quarters ending on such date, (gluthe New POS Product Credit Amount
taken by Creditor during the four (4) consecutiged! quarters ending on such date, plus (d) tiheeggte amount of all cash payments made
in connection with any stock purchases, redemptidefeasances or other retirements of any of theksif Borrower and its Subsidiaries
effected during the four (4) consecutive fiscalggid ending on such date.

"DEFAULT RATE OF INTEREST" shall have the meanirggigned to such term in
Section 2.6 hereof.

"DISPOSITION" shall mean the sale, transfer or ptlisposition in any single transaction or seriegetated transactions of any asset, or
group of related assets, of Borrower or any oSitbsidiaries, which asset or assets constituteterialdine of business or substantially all of
the assets of Borrower or any of its Subsidiaries.

"EBITDA" shall mean, for any fiscal period, (a) tbensolidated net income of Borrower and its Subsies for such fiscal period, plus (b)
interest expense of Borrower and its Subsidianestch fiscal period, plus (c) the aggregate armmofifederal and state taxes on or measured
by income of Borrower and its Subsidiaries for stisbal period (whether or not payable during sfistal period), minus (d) the aggregate
amount of federal and state credits against tares oneasured by income of Borrower and its
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Subsidiaries for such fiscal period (to the extnth credits were used during such fiscal peridtiéncalculation of net income), plus (e)
depreciation, amortization and all other rzash expenses of Borrower and its Subsidiariesufon fiscal period, in each case as determin
accordance with GAAP.

"FINANCIAL STATEMENTS" shall mean, with respect &my accounting period of any Person, statemeritecofne and cash flow of such
Person for such accounting period, and balancasbésuch Person as of the end of such accoupérigd, setting forth in each case in
comparative form figures for the corresponding actimg period in the preceding fiscal year oru€ls accounting period is a full fiscal year,
corresponding figures from the preceding annuaitaalll prepared in reasonable detail and in acaoce with GAAP. The term "Financial
Statements” shall include the notes and schedulssah statements of income and cash flow and balsimeets.

"FIXED CHARGE COVERAGE RATIO" shall mean, as of tlast day of any fiscal quarter, calculated for@®arer and its Subsidiaries on a
consolidated basis, the ratio of (a) (i) EBITDA tbe four (4) consecutive fiscal quarters endingach date, minus (ii) non-financed Capital
Expenditures during the four (4) consecutive figparters ending on such date, minus (iii) fedenal state income tax expense paid in cash
during the four (4) consecutive fiscal quartersiegan such date, to (b) Debt Service for the f@dQrconsecutive fiscal quarters ending on
such date.

"GAAP" shall mean generally accepted accountinggpies in the United States of America in effeoni time to time.

"GUARANTY OBLIGATION" shall mean, as to any Pers@my (a) guaranty by such Person of Indebtedness other obligation
performable by, any other Person or (b) assuraivem dpy such Person to an obligee of any otherdPensth respect to the performance of
obligation by, or the financial condition of, suather Person, whether direct, indirect or contingircluding any purchase or repurchase
agreement covering such obligation or any coll&taurity therefor, any agreement to provide fufigsmeans of loans, capital contributi

or otherwise) to such other Person, any agreementgport the solvency or level of any balance sibexa of such other Person or any "keep-
well" or other arrangement of whatever nature gifgrthe purpose of assuring or holding harmlesh saibligee against loss with respect to
any obligation of such other Person; provided, hargthat the term "Guaranty Obligation" shall matiude endorsements of instruments for
deposit or collection in the ordinary course ofihass and customary indemnities given in connedtiibtin asset sales in the ordinary cours
business.

"INDEBTEDNESS" shall mean, as to any Person (withduplication), (a) indebtedness of such Persofdéorowed money or for the
deferred purchase price of property (excluding(ipordinated Indebtedness and (ii) trade and ait@yunts payable in the ordinary cours
business in accordance with ordinary trade terndsaaorued liabilities incurred in the ordinary camiof business, including any contingent
obligation of such Person for any such indebtegdnéskindebtedness of such Person of the natwseritbed in clause

(a) that is non-recourse to the credit of suchdétemut is



secured by assets of such Person, to the extéme ¢dir market value of such assets as deternimgdod faith by such Person, (c) Capital
Lease Obligations of such Person, (d) indebtedoiessch Person arising under bankers' acceptaniitiés or under facilities for the
discount of accounts receivable of such Persorar(g)irect or contingent obligations of such Persoder letters of credit issued for the
account of such Person (including, without limiati the Letters of Credit) and (f) any net obligat of such Person under any interest rate
protection agreements.

"INSOLVENCY PROCEEDING" shall mean and include gmmgceeding commenced by or against Borrower oradiitg Subsidiaries under
any provision of the Bankruptcy Code or similattsta, or under any other bankruptcy or insolverasy, lincluding, but not limited to,
assignments for the benefit of creditors and foronahformal moratoriums.

"INTERCREDITOR AGREEMENT" shall mean that certaitdrcreditor Agreement dated as of even date h#rely and between Bank
and Creditor, and acknowledged by Borrower, asigttiane amended, supplemented or otherwise modifieéstated, pursuant to which
Bank and Creditor shall agree as to the relativarities of their respective liens upon and seguriterests in certain assets of Borrower.

"LETTER OF CREDIT AGREEMENTS" and "LETTER OF CREDAGREEMENT" shall mean, respectively, (a) the ioeable
commercial or standby letter of credit applicatiansl agreements, each on Bank's standard fornfaheegecuted by Borrower in connect
with the issuance by Bank of the Letters of Credithe account of Borrower, and (b) any one of dietter of Credit Agreements.

"LETTER OF CREDIT SUBLIMIT" shall have the meaniagsigned to such term in
Section 2.2(a) hereof.

"LETTERS OF CREDIT" and "LETTER OF CREDIT" shallfethe meanings assigned to such terms in Sectfa)ereof.

"LIEN" shall mean any lien, mortgage, deed of trpstdge, security interest, charge or encumbraheay kind (including any conditional
sale or other title retention agreement, any |l&asiee nature thereof, and any agreement to giyesaourity interest).

"LOAN DOCUMENTS" and "LOAN DOCUMENT" shall mean, spectively, (a) this Agreement, the Revolving Née, Security
Agreement, the Intercreditor Agreement, the AltémeaDispute Resolution Agreement, the Letter ofd@ir Agreements, the Consent
Agreements and all other documents, instrumentsagreements, and all related riders, exhibits,luésos, authorizations, financing
statements and certificates delivered to Bank imeation with this Agreement, and (b) any one @hsuoan Documents.

"MVR" shall mean MVR Products Pte. Ltd., a Singapoorporation and wholly-owned Subsidiary of Boreow
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"NET PROFIT AFTER TAXES" shall mean, for any fiseplarter, the consolidated income of Borrower an&ubsidiaries for such fiscal
quarter, after payment of state and federal inctares, as determined in accordance with GAAP.

"NEW POS PRODUCT" shall have the meaning assigoedith term in the Vendor Agreement.
"NEW POS PRODUCT CREDIT AMOUNT" shall have the mignassigned to such term in the Vendor Agreement.

"OBLIGATIONS" shall mean and include all loans, adees, debts, liabilities and obligations, howsoavising, owed by Borrower or any
of its Subsidiaries to Bank of every kind and diggimn (whether or not evidenced by any note ofrimaent and whether or not for the
payment of money), direct or indirect, absoluteantingent, due or to be come due, now existingeneafter arising pursuant to the terms of
this Agreement, any other Loan Document or anyradlgeeement or instrument, including without linida any Indebtedness of Borrower or
any of its Subsidiaries which Bank obtains by assignt or otherwise, and all Bank Expenses.

"O'REILLY" shall mean O'Reilly Automotive, Inc.,Missouri corporation.

"O'REILLY CONSENT AGREEMENT" shall mean that certaConsent Agreement, by and among Bank, BorrongrSamTrust, as agent
for itself and other purchasers, as at any timenaled, supplemented or otherwise modified or restatersuant to which, among other thir
Bank shall consent to the terms and conditiont@fQ@'Reilly Supplier Agreement.

"O'REILLY SUPPLIER AGREEMENT" shall mean that centd etter of Understanding and Agreement dated Auga, 2003 (and all
documents, instruments and agreements execut@tirection therewith), by and between SunTrust amudBver, pursuant to which, among
other things, SunTrust may, in its sole discretatrthe request of Borrower, purchase at a discptiot to its due date any SunTrust Draft
from Borrower, as such Letter of Understanding Agceement is in effect on the date of this Agreemen

"PERMITTED GUARANTY OBLIGATIONS" shall mean:

(a) Guaranty Obligations of Borrower existing oe thate of this Agreement, and refinancings, rengveatensions or amendments that dc
increase the amount thereof;

(b) Guaranty Obligations under the Loan Documehtmy; and
(c) Guaranty Obligations of Borrower under the SiggpAgreements.

"PERMITTED INDEBTEDNESS" shall mean:



(a) the Obligations;

(b) trade payables and other obligations of Borirogveany of its Subsidiaries to suppliers and austs incurred in the ordinary course of
business;

(c) workers' compensation insurance arrangemertteinature of indebtedness and reimbursementatiagits of Borrower to its employees
for business expenses;

(d) Indebtedness of Borrower or any of its Subsid&incurred to finance the purchase of equiproenstituting a Capital Expenditure
permitted by Section 7.9 of this Agreement;

(e) other Indebtedness existing on the date ofAgieement and reflected in the unaudited cons@i&inancial Statement of Borrower and
its Subsidiaries for the fiscal year ended March28ID4 (including Capital Lease Obligations), aefinancings, renewals, extensions or
amendments that do not increase the amount thereof;

(f) Indebtedness owing to Creditor under the Venligreement in a principal amount not to exceed\tber POS Product Credit Amount, so
long as the Intercreditor Agreement is in full fer@nd effect;

(9) other Indebtedness not described hereinabawered by Borrower or any of its Subsidiaries after date of this Agreement in the
ordinary course of business; provided, howevet,tthmaggregate principal amount of such otherbteiness at any one time outstanding
shall not exceed Five Hundred Thousand Dollars ($8m); and

(h) operating lease obligations of Borrower or ahjts Subsidiaries that are permitted under Sactid 1 of this Agreement.
"PERMITTED LIENS" shall mean:

(a) Liens for taxes not yet payable or Liens faetabeing contested in good faith and by propetcgedings diligently pursued, provided that
adequate reserves shall have been made therefoe @pplicable Financial Statement, the Lien dalle no effect on the priority of Bank's
security interest in the Collateral and a stayrdbecement of any such Lien shall be in effect;

(b) Liens in favor of Bank;

(c) Liens upon equipment granted in connection Withacquisition of such equipment by Borrowermy af its Subsidiaries after the date
hereof (including, without limitation, pursuant@apital Leases); provided, however, that (i) thet @ such acquisition constitutes a Capital
Expenditure permitted by Section 7.9 of this Agreemm(ii) the Indebtedness incurred to finance eaalh acquisition is permitted
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by this Agreement and (iii) each such Lien attaar@dyg to the equipment acquired with the Indebtesdreecured thereby, and the proceeds
and products thereof;

(d) reservations, exceptions, encroachments, eagenmights of way, covenants, conditions, restitt, leases and other similar title
exceptions or encumbrances affecting real propehigh do not in the aggregate materially detramtrfthe value of the real property or
materially interfere with their use in the ordinagnduct of the business of Borrower or any ofibsidiaries;

(e) deposits under workmen's compensation, unempayinsurance, social security and other simiasl applicable to Borrower or any of
its Subsidiaries;

(f) Liens relating to statutory obligations of Bower or any of its Subsidiaries with respect teeguand appeal bonds, performance bond:
other obligations of a like nature incurred in twdinary course of business;

(9) Liens existing on the date of this Agreemenrfiaivor of BALC and covering certain non-fixture gguent of Borrower; and

(h) a Lien in favor of Creditor covering the New 8®roduct, and the proceeds therefrom, which sbkalire the payment by Borrower of the
New POS Product Credit Amount under the Vendor Agrent and constitute Permitted Indebtedness heseusailong as the Intercredi
Agreement is in full force and effect.

"PERSON" shall mean any natural person, corporapartnership, joint venture, limited liability cqrany, firm, association, government,
governmental agency, court or any other entity.

"QUICK RATIO" shall mean, with respect to any fisgaiarter of Borrower and its Subsidiaries, théoraf (a) cash, Accounts and markete
securities of Borrower and its Subsidiaries ahefdlose of such fiscal quarter to (b) the constdid current liabilities of Borrower and its
Subsidiaries as of the close of such fiscal quditetuding, in the calculation of such consolidhteirrent liabilities, the aggregate principal
amount of all Revolving Loans outstanding on thiead calculation).

"RESTRICTED PAYMENT" shall mean (a) the declaratmmpayment of any dividend or the occurrence goflability to make any other
payment or distribution of cash or other propertyassets on or in respect of Borrower's or anysobubsidiaries' stock, (b) any payment on
account of the purchase, redemption, defeasanather retirement of Borrower's or any of its Sulzsies' stock or Indebtedness, other than
() the Obligations arising under this Agreement or

(i) so long as no Event of Default has occurred ancontinuing, or shall be caused thereby, ppiaicand interest, when due, under Permitted
Indebtedness, without acceleration or modificatibthe amortization as in effect on the date o thijreement, or any other payment or
distribution made in respect thereof, either diyeot indirectly, or (c) any payment, loan, contriton or other transfer of funds or other
property to any stockholder of Borrower (made byua of the fact that the recipient of such paymian, contribution or other transfer of
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funds or other property is a stockholder of Borrovee any of its Subsidiaries, other than, withpexs to subparagraphs (a), (b) and (c)
hereinabove, (i) interest payments on account bb8linated Indebtedness, and

(i) such other amounts, if any, which are expnessid specifically permitted in this Agreement;yaded, however, that no payment to Bank
shall constitute a Restricted Payment.

"REVOLVING CREDIT COMMITMENT" shall have the meargrassigned to that term in
Section 2.1 hereof.

"REVOLVING CREDIT COMMITMENT TERMINATION DATE" shal | mean October 2, 2006.
"REVOLVING LOANS" and "REVOLVING LOAN" shall havelte meanings assigned to such terms in Sectione2ebh
"REVOLVING NOTE" shall have the meaning assigneduch term in Section 2.1 hereof.

"SECURITY AGREEMENT" shall mean that certain SeguAgreement, on Bank's standard form therefory @xlecuted by Borrower, as
debtor, in favor of Bank, as secured party, purst@awhich Borrower shall grant to Bank a secuititterest in all of Borrower's personal
property, as security for the payment and perfogaaf Borrower's Obligations hereunder and undewother Loan Documents.

"SUBORDINATED INDEBTEDNESS" shall mean the Indehteds of Borrower to Creditor, which Indebtednessl dfe subordinated in
right of payment to the Obligations of BorrowerBank pursuant to the terms and conditions of therémeditor Agreement.

"SUBSIDIARY" of a Person shall mean any corporatiassociation, partnership, limited liability conmgajoint venture or other business
entity, whether foreign or domestic, of which mtran fifty percent (50%) of the voting stock or etlequity interests (in the case of Persons
other than corporations), is owned or controlle@ctly or indirectly by the Person, or one or mof¢he Subsidiaries of the Person, or a
combination thereof. Immediately prior to the dat¢his Agreement, the existing Subsidiaries ofBarer were MVR and Unijoh. Unless the
context otherwise requires, references herein"&uasidiary” shall refer to a Subsidiary of Borrawe

"SUNTRUST" shall mean SunTrust Bank, a Georgia bankorporation.

"SUNTRUST DRAFT" shall have the meaning assignesutth term in the O'Reilly Supplier Agreement @ #utoZone Supplier
Agreement, as applicable.

"SUPPLIER AGREEMENTS" and "SUPPLIER AGREEMENT" divakan, respectively, (a) the O'Reilly Supplier égment, the AutoZone
Supplier Agreement and any other supplier agreewreatuivalent agreement entered into from timénte after the date of this Agreement,
and (b) any one of such Supplier Agreements.

"TANGIBLE NET WORTH" shall mean, as of the last dafyany fiscal period, (a) the consolidated nettvaf Borrower and its Subsidiaries
on such date, less
(b) the book
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value of patents, licenses, trademarks, trade nagoesiwill and other similar intangible assets yided, however, that neither (i) the
outstanding amount of the marketing fee arisingnftbe purchase by Borrower of New POS Product utide¥endor Agreement nor (ii) the
amount of any deferred tax assets shall be deenneel &4n intangible asset for this purpose), orgdioizal expenses, and expenses and m
due from Affiliates (including officers, sharehotdeand directors) on such date, in each case edhect to Borrower and its Subsidiaries,
plus (c) the principal amount of Subordinated Irtddhess of Borrower and its Subsidiaries on sutd da

"UCC" shall mean the Uniform Commercial Code asffiect in the State of California.
"UNIJOH" shall mean Unijoh Sdn. Bhd., a Malaysiamporation and wholly-owned Subsidiary of Borrower.

"VENDOR AGREEMENT" shall mean that certain VendagrAement dated April 6, 2004, by and between Bogramd Creditor, as
amended by that certain Addendum to Vendor Agre¢mued that certain Pay On Scan Addendum, both deted May 8, 2004, pursuant to
which Creditor has agreed to sell to Borrower, Bodrower has agreed to purchase from Creditorasestarter and alternator products,
which starter and alternator products shall immtetiidbecome New POS Product of Borrower held byd@oe, as such Vendor Agreement,
as amended by such Addendum to Vendor AgreemenguidPay On Scan Addendum, is in effect on the offathis Agreement.

SECTION 2. AMOUNT AND TERMS OF CREDIT

2.1 REVOLVING CREDIT COMMITMENT. Subject to the tas and conditions of this Agreement, from the dditihis Agreement to but
excluding the Revolving Credit Commitment TerminatDate, provided that no Event of Default then des=urred and is continuing, Bank
will make one or more revolving loans (collectivellye "Revolving Loans" and individually, a "Revinlg Loan") to Borrower as Borrower
may request from time to time; provided, howeviat the aggregate outstanding principal amounll sigh Revolving Loans at any one
time shall not exceed Fifteen Million Dollars ($280,000) (the "Revolving Credit Commitment"). E&évolving Loan requested and made
hereunder which bears interest at a rate basedthpddase Interest Rate (as such term is definétkiRevolving Note) shall be in a princi
amount of not less than Five Hundred Thousand Bo(8500,000). Each Revolving Loan requested arderhareunder which bears interest
at a rate based upon the Reference Rate (as sutlstdefined in the Revolving Note) shall be iprancipal amount of not less than One
Hundred Thousand Dollars ($100,000). Within thetsnof time and amount set forth in this Sectioh, Borrower may borrow, repay and
reborrow Revolving Loans under the Revolving Cré&titnmitment. All Revolving Loans shall be requedtetbre the Revolving Credit
Commitment Termination Date, on which date all tartding principal of and accrued but unpaid inteoesall Revolving Loans shall be due
and payable. Borrower's obligation to repay thestaunding principal amount of all Revolving Loarmgéther with accrued but unpaid interest
thereon, shall be evidenced

11



by a promissory note issued by Borrower in favoBahk (the "Revolving Note") on the standard forsed by Bank to evidence its
commercial loans. Bank shall enter the amount ofidevolving Loan, and any payments thereof, ibdtsks and records, and such entries
shall be prima facie evidence of the principal anmautstanding under the Revolving Credit Committm&he failure of Bank to make any
notation in its books and records shall not disgad@orrower of its obligation to repay in full withterest all amounts borrowed hereunder.
The proceeds of the Revolving Loans shall be dsdmipursuant to an Authorization to Disburse, onkBastandard form therefor, executed
and delivered by Borrower to Bank, and used by @wer for any of the purposes set forth in

Section 2.3(a) hereinbelow.

2.2 LETTER OF CREDIT SUBLIMIT.

(a) Subject to the terms and conditions of thiselgnent, and as a sublimit of the Revolving Creditn@itment, during the period from the
date of this Agreement to but excluding the Revaj\Credit Commitment Termination Date, provided tih@ Event of Default then has
occurred and is continuing, Bank shall issue, ieraccount of Borrower, one or more irrevocable mencial or standby letters of credit
(collectively, the "Letters of Credit" and individlly, a "Letter of Credit") upon Borrower's requebihe sum of (a) the aggregate amount
available to be drawn under all outstanding LettéiSredit plus (b) the aggregate amount of unpaiithbursement obligations under drawn
Letters of Credit shall not exceed Seven MillionllBxs ($7,000,000) at any one time (the "LetteCoédit Sublimit") and shall reduce, Dollar
for Dollar, the amount available to be borrowedemtthe Revolving Credit Commitment.

(b) In the case of any commercial Letter of Creglich commercial Letter of Credit shall be issumdlie purpose of financing the importai

or purchase of goods in the normal course of basinéBorrower or any of its Subsidiaries or foy ather purpose acceptable to Bank. Each
such commercial Letter of Credit shall provide ti@nsport documents to be presented in a fullssBaink (and, in the case of airway bills,
consigned to Bank) and/or at Bank's option, wigm$port documents presented in less than a fuibdgank and/or consigned to Borrower or
to any Person other than Bank and calling for draftsight covering the importation or purchasgaxfds in the normal course of business. In
the case of any standby Letter of Credit, suchdétar etter of Credit shall be issued for the pugoEproviding credit enhancements with
respect to Borrower's workers' compensation insi@@nrangements or for any other purpose accept@Bank.

(c) Each Letter of Credit shall be drawn on suchteand conditions as are acceptable to Bank aaitilshgoverned by the terms of (and
Borrower agrees to execute) Bank's standard foriteiLef Credit Agreement in connection therewitlo. 8mmercial Letter of Credit shall
have an expiration date more than one (1) year ftonhate of issuance or shall expire after thedReéwg Credit Commitment Termination
Date. No standby Letter of Credit shall have ariratipn date more than one (1) year from its détiesuance or shall expire more than one
(1) year after the Revolving Credit Commitment Teration Date.
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2.3 PURPOSES OF THE REVOLVING LOANS AND LETTERS QREDIT.

(a) The proceeds of each Revolving Loan made bk BaBorrower under the Revolving Credit Commitmehall be used only for the
general working capital and corporate purposesaofd@ver.

(b) Each Letter of Credit to be issued by Banktanaccount of Borrower shall be issued only foeamtted purpose as set forth in Section
2.2(b) hereinabove.

2.4 INTEREST.
(a) Each Revolving Loan shall bear interest atr¢ite or rates provided for in the Revolving Note aelected by Borrower.

(b) Interest on the Revolving Loans shall be coraputn the basis of the actual number of days dwrinigh the principal is outstanding
thereunder divided by 360, which shall, for thegmses of computing interest, be considered ongegd).

(c) Interest shall be payable on the outstandimcral amount of each Revolving Loan as set fartthe Revolving Note in accordance with
Section 2.8 hereof.

(d) There shall be no more than four (4) Revohiogns bearing interest at a rate based upon the IRterest Rate (as such term is define
the Revolving Note) outstanding at any one timeeurtde Revolving Note.

2.5 VOLUNTARY PREPAYMENT. The principal Indebtedrseavidenced by the Revolving Note may, at any tme from time to time,
voluntarily be paid or prepaid in whole or in paithout penalty or premium in accordance with thierts of the Revolving Note, except that,
with respect to any voluntary prepayment under S@stion 2.5, (a) the amount of any partial prepaytnof a Revolving Loan shall not be
less than Five Hundred Thousand Dollars ($500,88@)shall be in an integral multiple of One Hundfédusand Dollars ($100,000) in
excess thereof and (b) any payment or prepaymaeadt of any part of any Base Interest Rate Loareumaid as defined in the Revolving N

on a day, other than the last day of the applichtitrest Period under and as defined in the Ré@wpIMote, shall be subject to the payment of
a prepayment fee as provided for in the RevolviogeNNo prepayment fee shall be payable by Borraweonnection with the prepayment

of any Revolving Loan bearing interest at a ratgeblaupon the Reference Rate (as such term is défirthe Revolving Note).

2.6 DEFAULT RATE OF INTEREST. If all or any portiaf the principal amount of any Revolving Loan ayather payment due under t
Agreement or any of the other Loan Documents stwdlbe paid when due (whether at the stated mgtigtacceleration or otherwise), such
overdue principal amount, and to the extent peeuilty law overdue interest thereon, shall be payabldemand at a rate per annum equal tc
the rate which would otherwise be applicable ptueé percent (3%) (the "Default
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Rate of Interest"), effective from the date thattsamounts become overdue until paid in full.
2.7 FEES.

(a) On or before the date of this Agreement, Boeoshall pay to Bank a fee in connection with tleétving Credit Commitment in the
amount of Thirty-Seven Thousand Five Hundred Dsl(&37,500), which fee shall be nonrefundable.

(b) On the last Business Day of each fiscal quanfterach fiscal year of Borrower and its Subsidisricommencing June 30, 2004, and on the
Revolving Credit Commitment Termination Date, Bavey shall pay to Bank a fee in respect of the RérglCredit Commitment equal to
three-eighths of one percent (3/8 of 1%) per annfithe average daily unutilized amount of the Rewng Credit Commitment during such
fiscal quarter or portion thereof.

(c) Borrower shall pay Bank's standard fees andnaizsions with respect to the issuance, negotiaimhamendment of Letters of Credit, as
such fees and commissions may change at any tich&@m time to time. Bank shall provide written et of any change in such fees or
commissions to Borrower. Bank shall not be obligdaterefund any portion of any commission or fear§ Letter of Credit shall expire or
terminate prior to its stated expiration date.

2.8 BANK'S RIGHT TO CHARGE DEPOSIT ACCOUNT. Borrowauthorizes Bank (irrevocably until the Obligascare paid in full and
Bank's commitments to extend the Revolving Loartsissue the Letters of Credit hereunder are tert@if)drom time to time to charge
against the business checking account bearing atoomber 3030160435 maintained by Borrower withiBany principal and/or interest
due or past due in respect of the Obligations utiderAgreement; provided that Bank shall not hamrg obligation to charge past due
payments against such business checking account.

SECTION 3. COLLATERAL

3.1 COLLATERAL PROVIDED BY BORROWER. Borrower shakecute and deliver a Security Agreement to Bpnksuant to which
Borrower shall grant to Bank a security interestlirof Borrower's present and hereafter acquirr@dgnal property, including but not limited
to all accounts receivable, chattel paper, instnts)econtract rights, general intangibles, goodsjmment, inventory, documents, certificates
of title, deposit accounts, returned or repossegeeds, fixtures, commercial tort claims, insuraoleéms, rights and policies, letter-of-credit
rights, investment property, supporting obligaticensd the proceeds, products, parts, accessott@shiments, accessions, replacements,
substitutions, additions, and improvements of agdoh of the foregoing, as security for the paynaeudtperformance of all Obligations of
Borrower to Bank under this Agreement and the otloen Documents to which Borrower is a party. Teéewsity interest granted to Bank
pursuant to the Security
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Agreement shall be a first priority security intgtreor such lesser priority as may be permittethizyAgreement. Each classification of
personal property used hereinabove shall have #animg given to it in the UCC.

3.2 POWER OF ATTORNEY. Until the Obligations of Bower are paid in full and Bank has no commitmenngke further Revolving
Loans or issue further Letters of Credit hereunBerrower hereby irrevocably makes, constitutes apubints Bank (and any officers,
employees or agents of Bank designated by Ban#)easue and lawful attorney of Borrower, with powe sign the name of Borrower on
any documents or instruments which Bank believesilshbe executed, recorded and/or filed in ordgyeidect, or continue the perfection, of
Bank's security interest in the Collateral or tpuldate or realize value from the Collateral after occurrence of an Event of Default;
provided, however, that such liquidation or redlaais effected in a commercially reasonable manne

SECTION 4. CONDITIONS

4.1 CONDITIONS PRECEDENT TO INITIAL REVOLVING LOANThe obligation of Bank to make its initial Revailgi Loan hereunder is
subject to the fulfillment, to the satisfactionRBdnk and its counsel, of each of the following dtiods:

(a) REVOLVING NOTE. Bank shall have received thes&ging Note, duly executed by Borrower to the ardeBank;

(b) AUTHORIZATION TO OBTAIN CREDIT (BORROWER). Bankhall have received an Authorization to ObtaindB@résrant Security,
Guarantee or Subordinate, on Bank's standard feenefor, duly executed by the secretary or an tasgisecretary of Borrower, attesting to
the resolution of the board of directors of Borrowathorizing the execution and delivery of thisr@gment, the Revolving Note, the Security
Agreement, the Consent Agreements, the Intercredijoeement and all other Loan Documents requiks@imder to which Borrower is a
party and authorizing one or more specific respgalasifficers of Borrower to execute same;

(c) ALTERNATIVE DISPUTE RESOLUTION AGREEMENT. Banghall have received the Alternative Dispute Resmtufgreement, duly
executed by Borrower;

(d) ARTICLES OF INCORPORATION. Bank shall have rizeel articles of incorporation with respect to Bomer and the articles of
incorporation (or their equivalents) with respacetch of its Subsidiaries, and any amendmentstther restatements thereof, certified by
applicable secretary of state or similar officiattee jurisdiction of incorporation of each suchparation;

(e) CERTIFICATE OF GOOD STANDING (BORROWER). Bantkadl have received a certificate of good standovgBorrower, showing
that Borrower is in good standing under the lawthefState of New York;
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() AUTHORIZATION TO DISBURSE. Bank shall have réged an Authorization to Disburse, on Bank's staddarm therefor, duly
executed by Borrower, directing Bank to disburseptoceeds of the Revolving Loans as providedf@ection 2.3(a) hereof;

(g) COLLATERAL DOCUMENTS. Bank shall have receivéek Security Agreement, together with such UCC-ddrches, tax lien and
litigation searches, insurance binders and ceatéis and other similar documents as Bank may regand in such form as Bank may require,
in order to evidence the perfection (in the priporiégquired hereunder) of Bank's security inteneshe Collateral;

(h) AGREEMENT TO FURNISH INSURANCE. Bank shall harezeived an Agreement to Furnish Insurance, orkBatiandard form
therefor, duly executed by Borrower;

() FINANCIAL STATEMENTS. Bank shall have receivél the unaudited consolidated Financial Statenoé®Borrower and its Subsidiari
for the fiscal year ended March 31, 2004, prepaseBorrower (which Bank acknowledges remains suhgaudit adjustments), and (ii) the
audited consolidated Financial Statement of Borraavel its Subsidiaries for the fiscal year endeddd&1, 2003;

()) INTERCREDITOR AGREEMENT. Bank shall have recedivthe Intercreditor Agreement, duly executed bgd@or, and acknowledged
by Borrower;

(k) REVOLVING CREDIT COMMITMENT FEE. Bank shall haweceived the nonrefundable fee in respect oRewlving Credit
Commitment, as provided for in Section 2.7(a) hkreo

() NO MATERIAL ADVERSE CHANGE. No material adverstange shall have occurred in the business, opesatssets, prospects,
earnings or condition (financial or otherwise) afrBower or any of its Subsidiaries; and

(m) OTHER DOCUMENTS. Bank shall have received sottter documents, instruments and agreements asrBaykeasonably require in
order to effect fully the transactions contemplaigdhis Agreement and the other Loan Documents.

4.2 CONDITIONS PRECEDENT TO LETTERS OF CREDIT. T¢tdigation of Bank to issue the initial and eachsmquent Letter of Credit
hereunder is subject to the receipt by Bank, gprior to the date of issuance of such Letter ofd@ref the following, each in form and
substance reasonably satisfactory to Bank:

(2) LETTER OF CREDIT AGREEMENT. A Letter of Credigreement, duly executed by Borrower; and

(b) LETTER OF CREDIT COMMISSION. The commission paje with respect to the issuance of such Lett&@reflit, in the amount
provided for in Section 2.7(c) hereof.
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4.3 CONDITIONS PRECEDENT TO SUBSEQUENT CREDIT. Tatdigation of Bank to make each Revolving Loan beder subsequent
to the initial Revolving Loan and to issue eachté&ietf Credit is subject to the fulfillment, atjrior to the time of the making of such
Revolving Loan or the issuance of such Letter afdir of each of the following further conditions:

(a) REPRESENTATIONS AND WARRANTIES. The represeittas and warranties contained in this Agreemerit bearue, complete and
accurate in all material respects on and as of datd (except to the extent that such representa#ind warranties relate solely to any earlier
date); and

(b) NO EVENT OF DEFAULT. No Event of Default or ewewhich, with the lapse of time or notice, or hottould be an Event of Default
shall have occurred and be continuing on the datigeomaking of such Revolving Loan or the issuasicguch Letter of Credit, nor shall
either result from the making of such Revolving haa the issuance of such Letter of Credit.

4.4 CONDITIONS SUBSEQUENT. The obligation of Bamkdontinue extending credit to Borrower hereundduither subject to the
fulfillment, to the satisfaction of Bank and itsuwctsel, of each of the following conditions subsequeéthin thirty (30) days after the date of
execution of this Agreement:

(2) CREDITOR RESOLUTION. Bank shall have receiva@solution, duly executed by the secretary orssisgant secretary of Creditor,
attesting to the resolution of the board of dirextaf Creditor authorizing the execution and delvef the Intercreditor Agreement and
authorizing one or more specific responsible of§caf Creditor to execute same;

(b) UCC-2 TERMINATION STATEMENTS. Bank shall haveaeived written authorization from Bank of Amerarad such other secured
creditors as may be identified by Bank, in the feequired by Bank, authorizing Bank to file onemmore UCC-2 termination statements with
respect to any UCC-1 financing statements prewdiilsid by Bank of America or such other securegd@ors in connection with the Bank of
America Loan or the applicable secured financingregement;

(c) CONSENT AGREEMENTS. Bank shall have receivesl@onsent Agreements, duly executed by BorrowerSami rust;
(d) SUPPLIER AGREEMENTS. Bank shall have receivea Supplier Agreements, duly executed by Borrower @unTrust;

(e) LANDLORD'S WAIVER. Bank shall have received ardlord's Waiver, on Bank's standard form, dulycexed by Golkar Enterprises
Ltd., the owner of the real property located at2@alifornia Street, Torrance, California 90503;

(f) CERTIFICATES OF GOOD STANDING (SUBSIDIARIES).dhk shall have received a certificate of good standith respect to each
of the Subsidiaries, issued by the
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appropriate official of Malaysia or Singapore, pplecable, verifying that such Subsidiary is actarel in good standing in the jurisdiction of
its incorporation; and

(g) UCC-11 SEARCH REPORTS. Bank shall have recelv€€-11 search reports reflecting the filing ofl€C-1 financing statements and
UCC-1 fixture filings.

SECTION 5. REPRESENTATIONS AND WARRANTIES
Borrower represents and warrants that:

5.1 PRINCIPAL BUSINESS ACTIVITY. The principal bumss of Borrower and its Subsidiaries is the rerf@aturing of alternators and
starters for domestic and imported automobilesligid trucks.

5.2 AUTHORITY TO BORROW. The execution, deliverydaperformance of this Agreement, the Revolving Nwtd all other Loan
Documents to which Borrower or any of its Subsidisiis a party are not in contravention of anyhefterms of any indenture, agreement or
undertaking to which Borrower or any of its Subaits is a party or by which it or any of its prdyes bound or affected.

5.3 FINANCIAL STATEMENTS. The unaudited consoliddtEinancial Statement of Borrower and its Subsiégfor the fiscal year ended
March 31, 2004 has heretofore been furnished t&Bamd is true and complete and fairly represdmdinancial condition of Borrower and
its Subsidiaries for the fiscal year covered thgyg@hbovided, however, that Bank acknowledges thahd-inancial Statement remains subject
to audit adjustments. Since March 31, 2004, thassheen no material adverse change in the busiesstions, assets, prospects, earnings
or condition (financial or otherwise) of Borrowerany of its Subsidiaries.

5.4 TITLE TO PROPERTY. Except for assets which rhaye been disposed of in the ordinary course dhbas, Borrower and its
Subsidiaries have good and marketable title tofate property reflected in the unaudited constéid Financial Statement of Borrower and
its Subsidiaries for the fiscal year ended March28D4 and to all property acquired by them siheg tiate, free and clear of all Liens, except
for (a) Permitted Liens and (b) Liens specificalit forth in such audited consolidated Financiate®hent.

5.5 NO LITIGATION. Except as previously disclosedBank in writing, there is no litigation or prockeg pending or threatened against
Borrower or any of its Subsidiaries, or any of threspective properties, the results of whichgifided adversely, are likely to have a material
adverse effect on the financial condition, propertypusiness of Borrower or any of its Subsidiagesesult in liability (other than

deductibles) in excess of the insurance covera@oobwer or any of its Subsidiaries.
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5.6 NO EVENT OF DEFAULT. Neither Borrower nor anfits Subsidiaries is now in default in the paymehany of its material
obligations, and there exists no event, conditioaad which constitutes an Event of Default andewent, condition or act which with notice,
the lapse of time, or both, would constitute anriEve# Default.

5.7 ORGANIZATION. Each of Borrower and its Subsiits is duly organized and existing under the lafwhe state or other jurisdiction of
its incorporation, without limitation as to its et@nce, and has the power and authority to carth@ibusiness in which it is engaged and
proposes to engage.

5.8 POWER AND AUTHORITY. Borrower has the corporptever and authority to enter into this Agreemert # execute and deliver the
Revolving Note and all of the other Loan Documéat/hich it is a party. To the best of Borrower®lledge, Creditor has the corporate
power and authority to enter into the Intercredkgreement.

5.9 QUALIFICATION. Each of Borrower and its Subsides is duly qualified and in good standing asraifn corporation wherever such
qualification is required, except in those jurigains where the failure to so qualify would not bamaterial adverse effect on the business,
operations, assets, prospects, earnings or condftiancial or otherwise) of Borrower or such Sdizgy.

5.10 ERISA. Each defined benefit pension plan (&h serm is defined in the Employee Retirement ime@ecurity Act of 1974, as amended
("ERISA")) of Borrower, if any, meets, as of theelhereof, the minimum funding standards of secsi0a of ERISA, and no Reportable
Event (as such term is defined in ERISA) or PrdbibiTransaction (as such term is defined in ERIIS#S) occurred with respect to any such
plan.

5.11 REGULATION U. No action has been taken orugently planned by Borrower, or any agent actingts behalf, which would cause
this Agreement or any Revolving Loan to violate Ratjon U or any other regulation of the Board afv@rnors of the Federal Reserve
System or to violate the Securities and ExchangeoAt934, in each case as in effect now or asdmee may hereafter be in effect. Borrower
is not engaged principally, or as one of its mogidrtant activities, in the business of extendireglit for the purpose of purchasing or
carrying "margin stock" as that term is definedRiegulation U and none of the proceeds of any Ré@wplioan hereunder have been or shall
be used for the purpose, directly or indirectlypafchasing or carrying any such margin stock.

SECTION 6. AFFIRMATIVE COVENANTS

Borrower covenants and agrees that, so long ag&\grmement shall be in effect and until paymerfulhof all Obligations, including, without
limitation, any accrued and unpaid interest theram any other amounts due hereunder, Borrowdlrstréorm each and all of the followit
covenants applicable to it, unless Bank otherwisesents in writing:
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6.1 PAYMENT OF OBLIGATIONS. Borrower shall promptpay and discharge, and cause each of its Sulis&liarpromptly pay and
discharge, all taxes, assessments and other gogatahcharges and claims levied or imposed uponits property, or any part thereof;
provided, however, that each of Borrower and itesHliaries shall have the right in good faith totest any such taxes, assessments, charge
or claims and, pending the outcome of such contiesielay or refuse payment thereof, provided sigh reserves as may be required by
GAAP are established by it to pay and dischargesaici taxes, assessments, charges and claims.

6.2 MAINTENANCE OF EXISTENCE. Each of Borrower aitgl Subsidiaries shall maintain and preserve iistemce and assets and all
rights, franchises and other authority materiattigessary for the conduct of its business and sfsilitain and preserve its property,
equipment and facilities in good order, conditiond aepair. Bank may, at reasonable times, visitinsgect any of the properties of Borrower
and its Subsidiaries.

6.3 RECORDS. Each of Borrower and its Subsidiestesll keep and maintain full and accurate accoamdsrecords of its operations in
accordance with GAAP and shall permit Bank to haasonable access thereto, to make examinatioeath@nd to audit same during regt
business hours.

6.4 INFORMATION FURNISHED. Borrower shall furnisii oause to be furnished to Bank:

(&) MONTHLY FINANCIAL STATEMENTS. Within forty-five(45) days after the close of each fiscal montBafrower and its
Subsidiaries, except for the last fiscal monthaiflefiscal year, a copy of the unaudited consaid&tinancial Statement of Borrower and its
Subsidiaries as of the close of such fiscal mgodpared by Borrower in accordance with GAAP (extleat such unaudited consolidated
Financial Statements need not include footnotesodimer informational disclosures);

(b) QUARTERLY FINANCIAL STATEMENTS. Within sixty (6) days after the close of each fiscal quarteramt@ver and its Subsidiaries,
except for the last fiscal quarter of each fis@ary a copy of the unaudited consolidated FinarBtatement of Borrower and its Subsidiaries
(on Form 10Q) as of the close of such fiscal quapeepared by Borrower in accordance with GAARcEpt that such unaudited consolidated
Financial Statements need not include footnotesotimer informational disclosures);

(c) ANNUAL FINANCIAL STATEMENTS. Within one hundretiventy (120) days after the close of each fisearyof Borrower and its
Subsidiaries, a copy of the consolidated Finarigiatement of Borrower and its Subsidiaries (on Fbdid) as of the close of such fiscal year,
prepared in accordance with GAAP and audited byndependent certified public accountant selecteBdmyower and reasonably satisfact

to Bank;
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(d) COMPLIANCE CERTIFICATE. Concurrently with theslivery of the Financial Statements provided fosibsections (a), (b) and (c) of
this

Section 6.4, a certificate of Borrower's chief final officer or other duly authorized officer &gtting forth in reasonable detail the
calculations required to establish that Borrowes iwacompliance with its covenants set forth intbes 6.5, 6.6, 6.7, 6.8, 7.8, 7.9 and 7.11
hereof during the period covered by such Finarigfatement and (ii) stating that, except as expthingeasonable detail in such certificate,
(A) all of the representations, warranties and ocavés of Borrower contained in this Agreement dreddther Loan Documents to which
Borrower is a party are correct and complete dlseatlate of such certificate, except for thoseas@ntations and warranties which relate to a
particular date and (B) no Event of Default thersisxor existed during the period covered by suohrtcial Statement. If such certificate
discloses that a representation or warranty icaoect or complete, that a covenant has not besplied with, or that an Event of Default
exists or existed, such certificate shall set ftinhaction, if any, that Borrower has taken ompposes to take with respect thereto;

(e) CERTAIN REPORTS. Within thirty (30) days aftae filing thereof, copies of any reports filed lwthe Securities and Exchange
Commission or any other governmental authority, @syles of any reports provided to its shareholders

() ANNUAL BUSINESS PLAN. Within thirty (30) daysfter the close of each fiscal year, a copy of #rgutarly-prepared annual business
plan of Borrower, in form and substance reasonabbeptable to Bank; and

(g) OTHER INFORMATION. Such other financial statem&and information concerning Borrower or anytefSubsidiaries as Bank may
reasonably request from time to time.

6.5 TANGIBLE NET WORTH. As of the last day of thisdal year ended March 31, 2004, Borrower andutssliaries shall achieve
Tangible Net Worth of not less than Thirty-Nine ih Dollars ($39,000,000). As of the last day atk fiscal quarter thereatfter,
commencing with the fiscal quarter ending June2B04, Borrower and its Subsidiaries shall achiezrgible Net Worth that increases from
the minimum Tangible Net Worth required hereundeofathe last day of the prior fiscal quarter byaamount not less than seventy-five
percent (75%) of the positive Net Profit After Texa Borrower and its Subsidiaries for such priscdl quarter. Borrower acknowledges and
agrees that there shall be no decrease in the minifangible Net Worth required under this Sectidnib the event that the Net Profit After
Taxes of Borrower and its Subsidiaries for any suabr fiscal quarter is less than Zero Dollars)($0

6.6 EBITDA.

(a) Borrower and its Subsidiaries shall achieveTBA of not less than Three Million Dollars ($3,0000) for each fiscal quarter of each
fiscal year; and
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(b) Borrower and its Subsidiaries shall achieve HBA, as of the last day of each fiscal quartertfar four (4) consecutive fiscal quarters
ended on such date, of not less than Fourteenddilliollars ($14,000,000).

6.7 FIXED CHARGE COVERAGE RATIO. Borrower and itsi$idiaries shall maintain a Fixed Charge CoveRagio of not less than 1.25
to 1.00 as of the last day of each fiscal quarter.

6.8 QUICK RATIO. Borrower and its Subsidiaries s$tmahintain a Quick Ratio of not less than 0.65 1a0las of the close of each fiscal
quarter.

6.9 INSURANCE. Each of Borrower and its Subsidisus@all keep all of its insurable property, whetteal, personal or mixed, insured by
good and responsible companies selected by Borramgbits Subsidiaries and approved by Bank agfinesand such other risks as are
customarily insured against by companies condusimgjar business with respect to like propertieach of Borrower and its Subsidiaries
shall furnish to Bank a statement of its insuracmeerage, shall promptly furnish other or additianaurance deemed reasonably necessary
by and upon the reasonable request of Bank toxtemiethat such insurance may be available andolieassigns to Bank, as security for the
payment of its Obligations, the proceeds of anjhsnsurance. Bank will be named loss payee onddities insuring the Collateral. Each of
Borrower and its Subsidiaries shall maintain adéguarker's compensation insurance or self-inswwamangements and adequate insurance
against liability for damage to persons or propdegch policy shall require ten (10) days' writteniice to Bank before such policy may be
altered or cancelled.

6.10 BANK EXPENSES. Borrower shall pay or reimbuBsmk, and shall cause each of its Subsidiariggyoand reimburse Bank, for all
Bank Expenses as and when such Bank Expenses bec@me

6.11 BROKERAGE FEES. Except as disclosed to Barde po the date of this Agreement, neither Borrower any of its Subsidiaries shall
pay, directly or indirectly, any fee, commissioncompensation of any kind to any Person for anyises in connection with this Agreement.

6.12 NOTICE OF DEFAULT; NOTICE OF CERTAIN EVENTS oBower shall promptly notify Bank in writing of grEvent of Default
under this Agreement and of any default under ahgrd_.oan Document, and shall give prompt writtetiae to Bank of any change in
management, change in name, liquidation and ofodimgr matter which has resulted in a material asb/ehange in the business, operations,
assets, prospects, earnings or condition (finaciatherwise) of Borrower or any of its Subsidsri

6.13 NOTICES TO BANK. Borrower shall promptly ngtiBank in writing of

(a) any lawsuit or other proceeding involving ardlaf more than One Million Dollars ($1,000,000)drcess of any insurance coverage
against Borrower, (b) any substantial dispute betworrower and any governmental authority, (c) Bugnt of Default under this
Agreement or any other Loan Document, or any ewth, with notice or
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the lapse of time, or both, would constitute anrive Default, (d) any material adverse changeanr@ver's business condition (financial or
otherwise), operations, properties or prospects) Borrower's ability to repay the Obligations) émy change in Borrower's legal structure,
principal place of business or chief executiveaaffiand (f) any actual contingent liabilities ofrBawer, and any contingent liabilities which
are reasonably foreseeable, if such contingeniitiab are in excess of Five Hundred Thousand &sl($500,000) in the aggregate in excess
of any insurance coverage.

6.14 EXECUTION OF OTHER DOCUMENTS. Upon the demah@ank, Borrower shall promptly execute, and caeeseh of its
Subsidiaries to execute, all such additional ageses) contracts, documents and instruments in @bionewith this Agreement as Bank may
reasonably request in order to effect fully thes@ctions contemplated herein.

6.15 REPORTS UNDER PENSION PLANS. Borrower shathish to Bank, as soon as possible and in any evighin fifteen (15) days aft
Borrower knows or has reason to know that any esenbndition described in Section 5.10 hereofdmsurred, a statement of a responsible
officer of Borrower describing such event or coimditand the action, if any, which Borrower proposetake with respect thereto.

6.16 DEPOSITORY RELATIONSHIP. Borrower shall maintés principal operating and money market accswvith Bank during the term
of this Agreement.

6.17 CREDITS FOR NEW POS PRODUCT CREDIT AMOUNT. Buwver shall insure that the aggregate amount ahahithly credits for
the New POS Product Credit Amount taken by Credit@my single month as provided for in the Vendigreement (including any credits
carried over from any previous month as permittedhle Intercreditor Agreement) shall not exceedathgregate amount of accounts
receivable of Borrower arising from the sale of Ne@S Product during such month and during the t8emonth period preceding such
month.

6.18 TO INFORMATION REGARDING NEW POS PRODUCT. Bower hereby agrees that upon Borrower's receiphgfinformation
from Creditor regarding the New POS Product purstathe Vendor Agreement, Borrower shall prompbigwvard such information to Bank.

SECTION 7. NEGATIVE COVENANTS

Borrower covenants and agrees that, so long ag&\grmement shall be in effect and until paymerfulhof all Obligations, including, without
limitation, any accrued and unpaid interest theram any other amounts due hereunder, Borrowdlrstréorm each and all of the followit
covenants applicable to it, unless Bank otherwisesents in writing:

7.1 LIENS. Borrower shall not create, incur, assumpermit to exist, or permit any of its Subsitkarto create, incur, assume or permit to
exist, directly or indirectly, any
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Lien on or with respect to any of its property, Wies real, personal or mixed, and whether now ovardtereafter acquired, or upon the
income or profits therefrom, except for Permittedris.

7.2 DISPOSITIONS. Borrower shall not make, or permiy of its Subsidiaries to make, any Dispositwbits property, whether now owned
or hereafter acquired. Nothing in this Sectionshall be deemed to prohibit or in any manner retstinie discount arrangement or other
transactions contemplated by the Supplier Agreesnent

7.3 INDEBTEDNESS. Borrower shall not create, inouassume, or permit any of its Subsidiaries tatereincur or assume, any
Indebtedness, other than Permitted Indebtedness.

7.4 GUARANTY OBLIGATIONS. Borrower shall not creat@acur or assume, or permit any of its Subsidstecreate, incur or assume, any
Guaranty Obligations, other than Permitted Guar@filigations.

7.5 LIQUIDATION OR MERGER. Borrower shall not ankdadl not permit any of its Subsidiaries to liquigatlissolve or enter into any
consolidation, merger, partnership or other comtimnaor purchase or lease all or the greater gfattie assets or business of another Person.

7.6 LOANS AND ADVANCES. Borrower shall not make, permit any of its Subsidiaries to make, any loanadvances or otherwise extt
credit to any other Person, other than (a) loananiaggregate principal amount at any one timgstaoding not to exceed Two Hundred Fifty
Thousand Dollars ($250,000), to any of Borrowexiscaitives, officers, directors or shareholdersafor relatives of any of the foregoing), or
to any Affiliates, and (b) extensions of creditle nature of accounts receivable or notes recki\aising from the sale or lease of goods or
the rendition of services in the ordinary courséudiness to non-Affiliates.

7.7 INVESTMENTS. Borrower shall not purchase thbtd® equity of another Person except for (a) ibwests in its Subsidiaries, so long as
no Event of Default has occurred and is contin@inthe time of the proposed investment, and no EvkeDefault results from the making
thereof, (b) savings accounts and certificatesepiodit of Bank and (c) direct U.S. Government dadilans and commercial paper issued by
corporations with the top ratings of Moody's IneestService, Inc. or the Standard & Poor's RatDigssion of McGraw-Hill, Inc., provided
that all such permitted investments shall matuttbiwione (1) year of purchase.

7.8 RESTRICTED PAYMENTS. Borrower shall not makepermit any of its Subsidiaries to make, direathyindirectly, any Restricted
Payment, other than

(a) dividends payable in the capital stock of Bar@oand (b) so long as no Event of Default has weduand is continuing at the time thereof
and no Event of Default results from the makingébé& redemptions or retirement of shares of Boasvcapital stock, in one or more
transactions, in an aggregate amount not to exoeedMillion Dollars ($1,000,000) during the termtbfs Agreement.
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7.9 CAPITAL EXPENDITURES. Borrower and its Subsiiés shall not in any fiscal year make or incur &apital Expenditure if after
giving effect thereto, the aggregate amount o€albital Expenditures made or incurred by Borrowet iéss Subsidiaries in such fiscal year
would exceed Two Million Five Hundred Thousand Rdl ($2,500,000).

7.10 TRANSACTIONS WITH AFFILIATES. Borrower shalbimdirectly or indirectly enter into or permit taist any transaction (including,
without limitation, the purchase, sale, lease @hexge of any property or the rendering of anyisejwvith any holder of ten percent (10%)
or more of any class of equity securities of Boreowr with any Affiliate of Borrower on terms thaate less favorable to Borrower or its
Affiliates, as the case may be, than those ternmishwinight be obtained at the time from third patier otherwise not obtained through good
faith negotiation on an arm's length basis.

7.11 OPERATING LEASE OBLIGATIONS. Borrower and Bsibsidiaries shall not permit their lease paymexrgdessees, under existing
future operating leases to exceed Two Million Dallgh2,000,000) in the aggregate in any one figeal. Each of such operating leases shall
be of equipment or real property needed by Borrawemy of its Subsidiaries in the ordinary courbés business.

SECTION 8. EVENTS OF DEFAULT

8.1 EVENTS OF DEFAULT. The occurrence of any onenarre of the following events, acts or occurrerstl constitute an event of
default (collectively, "Events of Default" and inddually, an "Event of Default") hereunder:

(a) FAILURE TO MAKE PAYMENTS WHEN DUE. Borrower shdail to pay any amount owing under this Agreemenunder any other
Loan Document (including principal, interest, feesl Bank Expenses) when such amount is due, whetlséxted maturity, as a result of any
mandatory repayment or prepayment requirementcbglaration, by notice of prepayment or otherwise;

(b) BREACH OF REPRESENTATION OR WARRANTY. Any regentation or warranty made by Borrower under thgse@ment or any
other Loan Document, or in any certificate or fio@hor other statement heretofore or hereafteriéitned by Borrower, shall prove to have
been false, incorrect or incomplete in any mategapect when made, effective or reaffirmed, ac#se may be; or

(c) VIOLATION OF COVENANTS. Borrower shall fail aneglect to perform, keep or observe any term, giomj condition, covenant,
agreement, warranty or representation containdtisnAgreement or any other Loan Document; or

(d) INSOLVENCY PROCEEDING. Borrower or any of itsitSsidiaries shall become insolvent or shall faigrally to pay its Indebtedness
such Indebtedness becomes due; or an Insolvencg@&iimg shall be commenced by or against Borrower
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or any of its Subsidiaries and, in the case ofapluntary petition against Borrower or any of$sbsidiaries, such petition shall not be
dismissed or discharged within ninety (90) daysamhmencement; or

(e) DISSOLUTION OR LIQUIDATION. Borrower or any d@fs Subsidiaries shall voluntarily dissolve, liqaid or suspend its business in
whole or in part; or there shall be commenced ag@orrower or any of its Subsidiaries any procegdor the dissolution or liquidation of
Borrower or such Subsidiary and such proceedinlj shabe dismissed or discharged within sixty (6&ys of commencement; or

() APPOINTMENT OF RECEIVER. Borrower or any of i&ibsidiaries shall apply for or consent to thecament, or commence any
proceeding for the appointment, of a receiver témiscustodian or similar official for all or suastially all of its property; or any proceeding
for the appointment of a receiver, trustee, custodir similar official for all or substantially aif the property of Borrower or such Subsidiary
shall be commenced against Borrower or such Swbgidind shall not be dismissed or discharged withity (60) days of commencement;

(g) JUDGMENTS AND ATTACHMENTS. Borrower or any dkiSubsidiaries, or any of their respective pragsrshall suffer any money
judgment, writ, warrant of attachment or similaogess involving the payment of money in excessra Million Dollars ($1,000,000) i
excess of any insurance coverage (provided, howthagrBorrower shall furnish Bank with written dence that the applicable insurance
company has paid or will pay the related claim) anch judgment, writ, warrant of attachment or Emprocess shall remain undischarge
accordance with its terms and the enforcement éfisreall be unstayed and either (i) an enforcementeeding shall have been commenced
and be pending by any creditor thereon or (ii)ét&hall have been a period of ninety (90) conseewutalendar days during which stays of
such judgment, writ, warrant of attachment or simprocess, by reason of pending appeals or otkerwiere not in effect; or

(h) FAILURE TO COMPLY. Borrower or any of its Suldgries shall fail to comply with any material ordeon-monetary judgment,
injunction, decree, writ or demand of any courbtirer public authority, and such order, non-mongiiadgment, injunction, decree, writ or
demand shall continue unsatisfied and in effectfperiod of thirty (30) days without being vacatéidcharged, satisfied or stayed or bonded
pending appeal; or

() NOTICE REGARDING TAXES. A notice of levy, noticto withhold or other legal process for taxesgothan property taxes) shall be
filed or recorded against Borrower or any of itdSidiaries, or any of their respective propertss] such notice or other legal process shall
not be released, stayed, vacated, bonded or ofedismissed within sixty (60) days after the d¥itiés filing or recording; or

(k) MANAGEMENT CHANGE. Selwyn H. Joffe shall at atiyne cease to be the chief executive officer ofrBaer; or
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() BREACH OF ANY LOAN DOCUMENT. Any Loan Documeirfincluding, without limitation, the Intercreditorgkeement) shall be
breached or become ineffective, or Borrower or @oedhall disavow or attempt to revoke or term@nahy Loan Document to which it is a
party; or

(m) DEFAULT UNDER OTHER AGREEMENTS. Borrower or anyits Subsidiaries shall (i) fail under any agnemt, document or
instrument to pay the principal, or any principadtallment, of any present or future Indebtednes®drrowed money of Five Hundred
Thousand Dollars ($500,000) or more, or any gugrahpresent or future Indebtedness for borrowedeymof Five Hundred Thousand
Dollars ($500,000) or more, when due (or within atgted grace period), whether at the stated nigtupon acceleration, by reason of
required prepayment or otherwise or (ii) fail tafpem or observe any other term, covenant or ofinevision of any agreement, document or
instrument binding upon Borrower if, as a resulsoth failure, any Person has the right to acceléhe& indebtedness of Borrower or such
Subsidiary in an amount in excess of Five HundreduBand Dollars ($500,000) or otherwise requireptisement of any amount in excess of
Five Hundred Thousand Dollars ($500,000) to be paiat to the date when such amount would otherlvesome due; or

(n) DEFAULT UNDER VENDOR AGREEMENT. A breach or @efit by Borrower under the Vendor Agreement shatiun and be
continuing; or

(o) CREDITOR'S DEBT RATING. Creditor shall fail tnaintain at all times a debt rating of at least BBBbetter from Standard & Poor's
Ratings Division of McGraw-Hill, Inc.; or

(p) CHANGE OF CONTROL. There shall occur a Chanfy€antrol.

8.2 REMEDIES. Upon the occurrence of an Event dbbDk, unless such Event of Default shall have breemedied or waived in writing by
Bank, Bank may, at its option, without presentmdetnand, protest or notice of any kind, all of vih&re hereby expressly waived, do one or
more of the following at any time or times and nyarder: (a) reduce the amount of or refuse toaraaky Revolving Loan under this
Agreement; (b) declare any and all Obligations tamtding under this Agreement to be immediately ahe payable, notwithstanding anyth
contained herein or in the Revolving Note or othean Document to the contrary (provided, howeueat tipon the occurrence of any Event
of Default described in Section 8.1(d), (e) ordreof, all Obligations shall automatically becotue and payable); and (c) enforce payment
of all Obligations of Borrower under this Agreemeand the other Loan Documents. Notwithstandingfingtto the contrary contained
herein, Bank shall have no obligation to make amydiing Loan to, or issue any Letter of Credittba account of, Borrower during any
cure period provided for in Section 8.1 hereof.

SECTION 9. MISCELLANEOUS PROVISIONS
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9.1 ADDITIONAL REMEDIES. The rights, powers and redies given to Bank hereunder shall be cumulativermt alternative and shall be
in addition to all rights, powers and remedies gite Bank by law against Borrower or any other Beyincluding but not limited to Bank's
rights of setoff or banker's lien.

9.2 NONWAIVER. Any forbearance or failure or delay Bank in exercising any right, power or remedseln@der shall not be deemed a
waiver thereof and any single or partial exercisany right, power or remedy shall not precludeftirther exercise thereof. No waiver shall
be effective unless it is in writing and signedawyofficer of Bank.

9.3 INUREMENT. The benefits of this Agreement shialire to the successors and assigns of Bank &npeitmitted successors and assigns
of Borrower. Borrower shall not assign any of itts or obligations under this Agreement to anysBe without Bank's prior written
consent, and any assignment attempted without Bgmidr written consent shall be void.

9.4 APPLICABLE LAW; JURISDICTION. This Agreement@mll other Loan Documents shall be governed amdtcoed in accordance
with the laws of the State of California. Borrovagrd Bank hereby submit to the jurisdiction of apynt having jurisdiction in the matter in
accordance with the Alternative Dispute Resolufi@neement.

9.5 SEVERABILITY. Should any one or more provisiafghis Agreement be determined to be illegal menforceable, all other provisions
nevertheless shall be effective.

9.6 INTEGRATION CLAUSE. Except for the other Loam&uments to which Borrower is a party, this Agreetrm®nstitutes the entire
agreement between Bank and Borrower, and all pagormunications, whether verbal or written, betwBerrower and Bank shall be of no
further effect or evidentiary value.

9.7 CONSTRUCTION. The Section and subsection hegdierein are for convenience of reference onlystuadl not limit or otherwise
affect the meaning hereof.

9.8 AMENDMENTS. This Agreement may be amended dmhyriting signed by all parties hereto.

9.9 DOCUMENTATION. All documentation evidencing pertaining to the Obligations under this Agreemad the other Loan Documents
shall be on Bank's standard forms or otherwis@imfand content reasonably acceptable to Bankh&extent that the terms or conditions of
this Agreement are inconsistent with the termsomditions of such documentation, the terms and itiond of this Agreement shall prevail.

9.10 COUNTERPARTS. This Agreement may be executesimany counterparts as may be deemed necesganmyvenient, and by the
different parties hereto on separate counterpads ef which, when so executed, shall be deemextigimal but all such counterparts shall
constitute but one and the same agreement. This
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Agreement shall become effective upon the recsif@dnk and Borrower of executed counterparts sidneeach of them.

9.11 SETOFF. Borrower hereby acknowledges and Bpay grants Bank a security interest in, bank&en upon, and right of recoupment
and setoff respecting any and all deposit or atltepunts maintained by Borrower with Bank, whetiedd in a general or special account or
deposited for safekeeping or otherwise, and regasdbf how such account may be titled, and any piteperty of Borrower held in the
possession or custody of Bank or its agents. Bardurther acknowledges that the exercise of seifadfy, shall require, and only be
deemed to occur upon, the affirmative action of iB&8ank agrees to notify Borrower promptly aftey @uch setoff and application; provid
however, that the failure to give such notice shatlaffect the validity of such setoff and apptioa.

9.12 HAZARDOUS SUBSTANCES. Borrower will indemnind hold harmless Bank from any loss or liabilitgttBank may incur in
connection with or as a result of this Agreemerticlv directly or indirectly arises out of the ugeneration, manufacture, production, stor
release, threatened release, discharge, dispopegggnce of a hazardous substance. This indemitlitgpply whether the hazardous
substance is on, under or about Borrower's promgroperations or property leased by Borrower. Tidemnity includes, but is not limited
to, attorneys' fees (including the reasonable edtirof the allocated cost of in-house counsel &aiff) sThis indemnity extends to Bank, its
parent, subsidiaries and all of their director§icefs, employees, agents, successors, attornelyasaigns. As used in this Section 9.12, the
term "hazardous substance" means any substanajahat waste that is or becomes designated adaitgd as "toxic," "hazardous,"
"pollutant,” or "contaminant" or a similar desigioat or regulation under any federal, state or I¢é@al (whether under common law, statute,
regulation or otherwise) or judicial or adminisivatinterpretation of such, including without limiton petroleum or natural gas. This
indemnity will survive the repayment of the Obliigats of Borrower to Bank.

SECTION 10. NOTICES

10.1 NOTICES. Any notice or other communicationyided for or allowed hereunder shall be consideéoduhve been validly given if
delivered personally, and evidenced by a recegptesi by an authorized agent or addressee, or #2 héter being deposited in the United
States mail, registered or certified, postage pdepaturn receipt requested, or 48 hours aftendpeent by Federal Express or other courier
service, or, in the case of telecopied notice, wietatopied, receipt acknowledged, and addressprbailed below.

If to Borrower: Mot orcar Parts of America, Inc.
2929 California Street
Torrance, California 90503
Attention: Selwn H Joffe
Chai rman, President and Chief Executive Oficer
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Tel ephone No.: (310) 972-4006
Facsimle No.: (310) 212-7459

Wth a copy to: M chael M Unmansky
Vi ce President & General Counsel
Mot orcar Parts of America, Inc.
2929 California Street
Torrance, California 90503
Tel ephone No.: (310) 972-4015
Facsimle No.: (310) 224-5128

If to Bank: Uni on Bank of California, N A
Commer ci al Banki ng Group--Geater Los Angel es Division
445 South Figueroa Street, 10th Fl oor
Los Angel es, California 90071
Attention: Philip M Roesner
Vi ce President
Tel ephone No.: (213) 236-6456
Facsimle No.: (213) 236-7637

10.2 CHANGE OF ADDRESS. The addresses to whictcastor demands are to be given may be changedifr@o time by notice served
as provided above.
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THIS AGREEMENT is duly executed on behalf of thetigs hereto as of the date first above written.
"Borrower"
MOTORCAR PARTS OF AMERICA, INC.

By: /s/ SELWN H. JOFFE

Sel wn H. Joffe
Chai rman, President and
Chi ef Executive Oficer

"Bank"
UNION BANK OF CALIFORNIA, N.A.

By: /s/ ROBERT W TIETJEN

Robert W Tietjen
Vi ce President
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EXHIBIT 10.15
ADDENDUM TO VENDOR AGREEMENT

This Addendum to Vendor Agreement (the "Addenduis’gntered into by AutoZone Parts, Inc. ("AutoZgreeid Motorcar Parts of Americ
Inc. ("MPA") as of the 8th day of May, 2004, andattached to and made a part of the Vendor Agree(tten"Agreement") dated April 6,
2004, between AutoZone and MPA. All capitalizedrtemot defined herein shall have the meaningskastito them in the Agreement.

NOW, THEREFORE, in consideration of the premises thie mutual agreements of the parties set fontbineand other good and valua
consideration, the receipt, adequacy and suffigiefavhich are hereby acknowledged, the partieslhengree as follows:

1. On May 8, 2004, AutoZone will sell approximat&®4,000,000 of product to MPA, which product viitimediately thereafter become P
inventory (the "New POS Product") under the terinthe POS Addendum dated May 8, 2004, betweendhigep (the "POS Addendum").
The New POS Product is identified as such in th& R@dendum. The title to the New POS Product walhsfer to MPA on May 8, 2004.
The final value of the New POS Product will be naliyiagreed to by the parties no later than May2®4 ("New POS Product Credit
Amount").

2. AutoZone will take monthly credits for the Ne®@8 Product Credit Amount over a 24 month periotbhsws:

Dat e Credit Anmount Dat e Credit Anmpunt
May 7, 2004 100, 000 June 1, 2005 $1, 090, 000
June 1, 2004 200, 000 July 1, 2005 $1, 090, 000
July 1, 2004 300, 000 August 1, 2005 $1, 090, 000

August 1, 2004
Sept enber 1, 2004

500, 000 Sept ember 1, 2005 $1, 090, 000
700, 000 Cct ober 1, 2005 $1, 090, 000

R R e ]
(o]
o
o
o
o
o

Cct ober 1, 2004 , Novenber 1, 2005 $1, 090, 000
Novenber 1, 2004 900, 000 Decenber 1, 2005 $1, 090, 000
Decenber 1, 2004 900, 000 January 1, 2006 $1, 090, 000
January 1, 2005 900, 000 February 1, 2006 $1, 090, 000
February 1, 2005 900, 000 March 1, 2006 $1, 090, 000
March 1, 2005 900, 000 April 1, 2006 $3, 910, 000
April 1, 2005 $ 1, 000, 000

May 1, 2005 $ 1,090, 000 Tot al $24, 000, 000

Any adjustment necessary to reflect the actual arnoiuithe New POS Product Credit Amount shall feeoted in the April 1, 2006 Credit
Amount. These credits memos shall be credited agMPA invoices for purchases by AutoZone, its glibsies and affiliates. These credits
shall not be considered receivables when comptiiagholdback" amount for future AutoZone paymehtsugh any Suppliers Confirmed
Receivables Program. Also, there will be no "hotksd for POS transactions.

3. MPA grants to AutoZone a first lien purchase mosecurity interest in all of the New POS Prodarad the proceeds therefrom (the
"Security Interest"). The Security Interest shaltgre the payment of the New POS Product Credituxmby MPA. MPA hereby warrants
and covenants: (a) MPA hereby authorizes (andexgicute upon request) any financing statementhar atlocument or procure any docun
in all public offices wherever filing is deemed BytoZone to be necessary to create, evidence,qiexfel/or protect AutoZone's Security
Interest in the New POS Product, and (b) if AutoZpiays any taxes, liens, or other encumbrances/dtrae levied or placed on the New
POS Product or the filing of any such financingestzent, MPA agrees to reimburse AutoZone on denfanany such payment made.
AutoZone and MPA agree that the aggregate valideaf POS Product shall at all times equal or ex¢bedNew POS Product Credit
Amount then outstanding. MPA represents and wasrdnatt, during the prior five (5) years, it has loffices and business operations only in
the states of New York, Tennessee, North CarolimhGalifornia.

4. During the term of this Addendum, AutoZone hgrappoints MPA, and MPA hereby accepts such appant, as the exclusive supplier
for the following starters and alternators in thdicated Distribution Centers ("DC"):

Page 1 of 4



AUTOZONE DC | TEMS MPA W LL SUPPLY EXCLUSI VELY

AutoZone segments its offerings of its private lattarters and alternators as good, better and AegiZone and MPA agree that MPA shall
be the exclusive supplier of AutoZone's privateelatarters and alternators in each of the segnaentsategories in the DCs to the extent as
described above, throughout the term of this Addemd-urther, MPA shall have the right of first redlito meet an offer to supply AutoZone
with any additional starter or alternator produrcés$ introduced in the segments and categoridsilDC's to the extent described above du
the term of this Addendum.

5. In addition to any other rights it may have unttdés Addendum, AutoZone shall have the optiofijtterminate MPA's rights to be the
exclusive supplier of the parts set forth in Setdoof this Addendum and/or (ii) terminate this
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Addendum in the event any of the following everdsurs and MPA does not fully cure such failure werg within thirty (30) days after
receipt of written notice thereof from AutoZone:

(a) MPA fails to maintain a running fill rate of letast [ 1% on a rolling [ ] day basis. In calcitatthe running fill rate for purposes of the
preceding sentence, the parties will not take ammount (i) FOG, (i) the addition of new part nierdadded during such [ ] day period, (iii)
VDP orders, and (iv) cross-dock orders. The fitershall be calculated as follows:

Actual product delivered during relevant [ ] dayipd * 100% Product ordered during relevant [ ] qegyiod

(b) The rolling [ ] day damaged return rate for &mtire product line manufactured and supplied B3AMo AutoZone under the Agreement
exceeds the damaged return rate for the same partbd preceding year for the entire product ligeat least [ ]%. These return rates will be
generated by AutoZone's systems. This excludes gledn@turn rate increases caused by (i) seasan@itglecreases in sales volume, or (iii)
material changes in AutoZone's business practices.

©I
]

(d) The Pay On Scan Addendum dated May 8, 200degst the parties is terminated by MPA.

6. In the event that MPA breaches the terms ofAkidendum and fails to cure such breach in accamlarith the terms of this Addendum,
then, if AutoZone elects to terminate MPA's rigtitde the exclusive supplier of the parts set fortBection 4 (“Termination"), AutoZone
shall [

] In the event of a Termination, MPA will issue dittmemos equal to the purchases by AutoZoneultsidiaries and affiliates, of New POS
Product and other products offered under the PO&Adum until the balance of the New POS Produati€Cfenmount is equal to zero.
Thereafter, all purchases of such product willrbmiced by and paid to MPA in accordance with #rens of the Agreement and the POS
Addendum. If AutoZone ceases to purchase a prdohecirom MPA, core and warranty returns relatiogstich product line will transition to
the new vendor(s) of record for such product lindtee same date that the new vendor(s) of recostréiceives orders from AutoZone for
such product lines.

7. The term of this Addendum shall begin on Mag@)4, and shall terminate on May 7, 2008.

8. MPA agrees to support AutoZone's merchandisiit@giives, including, but not limited to, fundiqyice shopping, product testing
programs, and catalog efforts. MPA will cooperatthviutoZone to expand or contract then-current BayScan ("POS") products into or
out of AutoZone retail locations as AutoZone, msble opinion, deems necessary for its businemstipns. AutoZone and MPA agree to
reasonable commercial efforts to convert all prasigold by MPA to AutoZone to POS under the Agreetnaad POS Addendum no later
than April 30, 2006. If the parties are unabledbiave the conversion of all product sold by MPAAtoZone to POS by April 30, 2006,
AutoZone and MPA shall amend this Addendum, in tesmbstantially similar to those set forth, to jded that effective May 1, 2006, MPA
will provide AutoZone with an additional $24,0000t be credited against POS product sales thragh8, 2008, in 24 monthly
installments of $1,000,000 each and the term sfAlgreement shall be extended through May 7, 2010.

9. Each of MPA and AutoZone agrees that it shalhtain the existence of this Addendum and any disitns relating hereto, as well as all
of the terms and conditions hereof, strictly coefitial and that each will use the same degreerefinanaintaining such confidence as it uses
to hold its own confidential information confideaitiexcept as ordered by a court or as requiregblgrnmental regulation, including the
rules and regulations of the Securities and Exce&@gmmission. This Addendum shall be consideredi@amtial Information under the
Confidentiality Agreement existing between MPA axtoZone.
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10. The undersigned confirm that the Agreementthad®OS Addendum remains in full force and effeith@ut amendment or modification
of any kind, except as set forth in this Addendimthe event of a conflict between the terms antld@ns of this Addendum and those
appearing in the Agreement or the POS Addenduntgetines and conditions of this Addendum shall prevai

11. Each of MPA and AutoZone warrants that this émitlim has been duly authorized by it and executedduly authorized officer thereof
and that this Addendum does not violate or conflith any existing agreements or laws applicabli¢. to

12. This Addendum is the first step in a long-ténitiative whereby AutoZone and MPA agree to useammercially reasonable efforts to
convert all products sold by MPA to AutoZone to P&us under the terms of the Agreement and PQfeddlm. The parties mutually
agree to continue to work to execute a long terrs B@ntract that encompasses the entire businessdrethe parties.

IN WITNESS WHEREOF, the parties have signed thisidatium on the date first above written.

MOTORCAR PARTS OF AMERICA, INC. AUTOZONE PARTS, INC .

By: /sl SELWYN JOFFE By: /'s/ M CHAEL LONGO
Narre: Sel wn Joffe Nare: M chael Longo
Title: Chai rman, President & CEO Title: Seni or Vice President
Dat e: May 7, 2004 Dat e: May 7, 2004
By /'s/ STEVE ODLAND
Nane Steve dl and
Title: Chai rman, President & CEO
Dat e: May 7, 2004
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EXHIBIT 10.16
EMPLOYMENT AGREEMENT

This employment agreement (this "AGREEMENT") daésdbf November 1, 2003 (the "EFFECTIVE DATE"), igered into by and betwe
MOTORCAR PARTS & ACCESSORIES, INC., a New York coration currently having an address at 2929 CalifoStreet, Torrance,
California 90503 (together with its subsidiaries affiliates, the "COMPANY"), and Bill Laughlin, andividual residing at 8709 Man of W
Drive, Waxhaw, North Carolina 28173 ("EXECUTIVE").

WITNESSETH:

WHEREAS, the COMPANY desires to employ EXECUTIVEi@sVice President Sales, Traditional Aftermar&ebup (or such other
position as shall be determined by the Board oé&ors of the COMPANY, or any duly authorized antirg committee thereof, the
"BOARD OF DIRECTORS") and EXECUTIVE desires to lmeesnployed by the COMPANY, all upon the terms amjesct to the conditior
contained herein.

NOW, THEREFORE, in consideration of the mutual ctavets and agreements contained herein, and otbdragal valuable consideratic
the receipt and sufficiency of which are herebyraeidedged, the parties hereto agree as follows:

1. EMPLOYMENT. Subject to and upon the terms analdétions contained in this AGREEMENT, the COMPAN¥rhby agrees to employ
EXECUTIVE and EXECUTIVE agrees to continue in teptoy of the COMPANY, for the period set forth iafagraph 2 hereof, to render
the services to the COMPANY, its Affiliates andsubsidiaries.

2. TERM. EXECUTIVE'S term of employment under tASREEMENT shall commence on the EFFECTIVE DATE ahdll continue for a
period through and including October 31, 2005 (BRIPLOYMENT TERM") unless extended in writing by thoparties or earlier terminat
pursuant to the terms and conditions set forthihere

3. DUTIES.

(&) Unless otherwise determined by the BOARD OFEIRORS, EXECUTIVE shall be employed as the COMPABIVice President
Sales, Traditional Aftermarket Group and shall repmthe COMPANY'S Chairman, President and Chieddutive Officer. In this connecti
EXECUTIVE will serve as a member of the COMPANY'gc€Eutive Committee, which is made up of its semixecutives. It is agreed that
EXECUTIVE shall perform his service from the COMPXI$ facility to be established by it in the ChargtNorth Carolina vicinity, or any
other facility mutually agreeable to the parties.

(b) EXECUTIVE agrees to abide by all By-Laws anglagable policies of the Company, including but fhotited to the Company's Code of
Business Conduct and Ethics, promulgated at ang éind from time to time by the BOARD OF DIRECTORSd the directions of the
COMPANY'S Chairman, President and Chief Executiicer.



4. EXCLUSIVE SERVICES AND BEST EFFORTS. EXECUTIVEadl devote all of his working time, attention, befforts and ability to
the service of the COMPANY during the term of tAKREEMENT.

5. COMPENSATION. As compensation for his serviced eovenants hereunder, the COMPANY shall pay EXEME the following:

(a) Base Salary and Signing Bonus. The COMPANYIgiegl EXECUTIVE a base salary ("SALARY") of One Himed Eighty Five
Thousand Dollars ($185,000) per year. In additian|ater than November 30, 2003, COMPANY shall BECUTIVE a one-time "signing
bonus" of $18,000.

(b) Bonus. In addition to the Sales Bonus Planrilest in Schedule A hereto, EXECUTIVE shall papate in the COMPANY'S Executive
Bonus Program as and when adopted and amendedifneo time by the BOARD OF DIRECTORS. In the elvehany part-year service
by the EXECUTIVE, any Bonus shall be prorated @sonably determined by the BOARD OF DIRECTORS)for part year service by
EXECUTIVE.

6. BUSINESS EXPENSES. EXECUTIVE shall be reimburk®dand entitled to advances if permitted by aatile law (subject to
repayment to the COMPANY if not actually incurred BXECUTIVE) with respect to, only those businegpenses incurred by him which
are reasonable and necessary for EXECUTIVE to parfas duties under this AGREEMENT in accordancthwblicies established from
time to time by the COMPANY. All expenditures ardlvances in excess of Five Hundred Dollars ($50000@5t be approved by the
President and Chief Executive Officer of the COMPAptior to being incurred or advanced.

7. EMPLOYMENT BENEFITS AND OTHER ARRANGEMENTS.

(2) EXECUTIVE shall be entitled to three (3) wegksd vacation each year during the EMPLOYMENT TERNsuch times as do not, in the
opinion of the Chairman, President and Chief ExgeuDfficer, interfere with EXECUTIVE'S performanoé his duties hereunder.

(b) EXECUTIVE shall be entitled to those benefitec{uding equity participation plan opportunitiagually provided from time-to-time to
Vice President level employees of the COMPANY. Dgrthe term of this AGREEMENT, if EXECUTIVE doestradect or receive medical
insurance coverage for himself and his eligibleifathrough the COMPANY, he shall receive as aowhnce for such medical insurance an
amount equal to the then cost which would be ireniby the COMPANY in supplying such coverage folHEOUTIVE and his eligible

family. The COMPANY may withhold from any beneffiayable to EXECUTIVE all federal, state, local aider taxes and amounts as shall
be permitted or required pursuant to law, ruleegutation. All of the benefits to which EXECUTIVEay be entitled may be changed from
time to time or withdrawn at any time in the soiscdetion of the COMPANY.
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(c) During the EMPLOYMENT TERM the COMPANY shallquide to executive an automobile allowance in tm@ant of Five Hundred
Dollars ($500.00) per month.

(d) EXECUTIVE shall have the benefit of at least sionths notice of the termination of his employmemder this Agreement, including at
the end of the EMPLOYMENT TERM, provided the for@ggpshall not apply in the event of a termination dause pursuant to Paragraph 9.

(e) This AGREEMENT may be terminated by the COMPANithout Cause. In such event, EXECUTIVE shall aun to receive payments
of SALARY and benefits as set forth in this AGREENE provided, however, that EXECUTIVE shall be glalied to mitigate his damages
as a result of the COMPANY'S termination of this REEMENT without Cause by seeking appropriate a#téve paid employment, which
employment shall be consistent with his expertigg @mployment history, and any SALARY otherwisegdag to him thereafter shall be
reduced by an amount equal to any amounts earnEXBZUTIVE from any person or entity during the ipdrEXECUTIVE is to receive
SALARY. In connection with EXECUTIVE'S obligatiow imitigate his damages, EXECUTIVE shall use hid bésrts to seek appropriate
alternative employment and shall submit to COMPAMN¥nthly reports as the COMPANY may reasonably regarplaining Employee's
efforts in connection therewith.

8. DEATH AND DISABILITY.

(&) The EMPLOYMENT TERM shall terminate on the dat&EXECUTIVE'S death, in which event EXECUTIVE'Scaued SALARY and
BONUS, reimbursable expenses and benefits, inajudatrued but unused vacation time, owing to EXEGAETthrough the date of
EXECUTIVE'S death shall be paid to the EXECUTIVE'Sate. EXECUTIVE'S estate will not be entitleditty other compensation upon
termination of this AGREEMENT pursuant to this Raeph 8 (a)

(b) If, during the EMPLOYMENT TERM, EXECUTIVE, beaae of physical or mental illness or incapacitylshecome substantially
unable to perform the duties and services requiféddm under this AGREEMENT for a period of thr&) ¢onsecutive months, the
COMPANY may, upon at least ten (10) days' priortien notice given at any time after the expiratidsuch three (3) month period to
EXECUTIVE of its intention to do so, terminate t&REEMENT as of such date as may be set forthémbtice. In any case of such
termination, EXECUTIVE shall be entitled to recehis accrued SALARY and BONUS, if any, reimbursaépenses and benefits owing to
EXECUTIVE through the date of termination. EXECUBWvill not be entitled to any other compensatioomupermination of this
AGREEMENT.

9. TERMINATION FOR CAUSE.

(2) The COMPANY may terminate the employment of EXHIVE for Cause (as hereinafter defined) withotibpnotice. Upon any such
termination, the COMPANY shall be released from ang all further obligations under this AGREEMENKcept that the COMPANY shall
be obligated to pay



EXECUTIVE his SALARY, reimbursable expenses anddfigs owing to EXECUTIVE through the day on whicKIEECUTIVE is
terminated. EXECUTIVE will not be entitled to anther compensation upon termination of this AGREEMENIrsuant to this Paragraph 9

(@).

(b) As used herein, the term "Cause" shall meamhéi willful failure of EXECUTIVE to perform hiswuties pursuant to Paragraph 3 hereof,
which failure is not cured by EXECUTIVE within t€h0) days following notice thereof from the COMPANHY) any other material breach
of this AGREEMENT by EXECUTIVE, including any oféimaterial representations or warranties made bly@XTIVE; (iii) any act, or
failure to act by EXECUTIVE in bad faith or to thetriment or to the detriment of the COMPANY:; (e commission by EXECUTIVE of
an act involving moral turpitude, dishonesty, thaftethical business conduct, or any other comdhath significantly impairs the reputation
of, or harms, the COMPANY, its subsidiaries orlafes; (v) any misrepresentation, concealmentaission by EXECUTIVE of any
material fact in seeking or continuing employmeatdunder, or (vi) any other occurrence or circuntagenerally recognized a "cause" for
employment termination under applicable law.

10. DISCLOSURE OF INFORMATION AND RESTRICTIVE COVENNT. EXECUTIVE acknowledges that, by his employmére has
been and will be in a confidential relationshipiwiie COMPANY and will have access to confidentifdrmation and trade secrets of the
COMPANY, its subsidiaries and affiliates. Confidahtnformation and trade secrets include, butrerlimited to, customer, supplier, and
client lists, marketing, distribution and salesstgies and procedures, operational and equipreemiigques, business plans and system,
quality control procedures and systems, specigépt®and technological research, including prsjeetsearch and reports for any entity or
client or any project, research, report or the tikacerning sales or manufacturing or new technglBXECUTIVE compensation plans and
any other information relating thereto, and anyeottecords, files, drawings, inventions, discovgrapplications, processes, data, and
information concerning the business of the COMPANMNch are not in the public domain. EXECUTIVE ag¢leat in consideration of the
execution of this AGREEMENT by the COMPANY::

(a) EXECUTIVE will not, during the term of this AGEEMENT or at any time thereafter, use, or disclosany third party, trade secrets or
confidential information of the COMPANY, includirgut not limited to, confidential information or tta secrets belonging or relating to the
COMPANY, its subsidiaries, affiliates, customers @tients or proprietary processes or procedureésedCOMPANY, its subsidiaries,
affiliates, customers and clients. Proprietary peses and procedures shall include, but shallebirited to, all information which is known
or intended to be known only to executives of tl@MIPANY, its respective subsidiaries and affiliateothers in a confidential relationship
with the COMPANY or its respective subsidiaries afiliates which relates to business matters.

(b) EXECUTIVE will not, during the term of the AGREMENT, directly or indirectly, under any circumstanother than at the direction and
for the benefit of the



COMPANY, engage in or participate in any business/ay, including, but not limit to, acting as #@elctor, franchisor or franchisee,
proprietor, syndicate member, shareholder or aedit with a person having any other relationshiihany other business, company, firm
occupation or business activity, in any geograpinéa within the United States that is, directlynalirectly, competitive with any business
completed by the COMPANY or any of its subsidiadesffiliates during the term of this AGREEMENT thvereafter. Should EXECUTIVE
own 5% or less of the issued and outstanding sludr@€lass of securities of a corporation the sgea of which are traded on a national
securities exchange or in the over-the-counter etagkich ownership shall not cause EXECUTIVE tabéemed a shareholder under this
Paragraph 10 (b).

(c) EXECUTIVE will not, during the term of this AGEEMENT and for a period of two (2) years thereafteris behalf or on behalf of any
other business enterprise, directly or indireailyder any circumstance other than at the direaimhfor the benefit of the COMPANY, soli

or induce any creditor, customer, supplier, offic&ECUTIVE or agent of the COMPANY or any of itstsidiaries or affiliates to sever its
relationship with or leave the employ of any suntities.

(d) This Paragraph 10 and Paragraphs 11, 12 aherg®f shall survive the expiration or terminatidrthis AGREEMENT for any reason.

(e) It is expressly agreed by EXECUTIVE that theunaand scope of each of the provisions set faothve in this Paragraph 10 are
reasonable and necessary. If, for any reason, gpgchof the above provisions as it applies to EXEIVE is determined by a court of
competent jurisdiction to be unreasonable, or wreefble, the provision shall only be modifiedhe minimum extent required to make the
provisions reasonable and/or enforceable, as thermay be. EXECUTIVE acknowledges and agrees thaehvices are of a unique
character and expressly grants to the COMPANY grsaibsidiary, successor or assignee of the COMPAN right to enforce the
provisions above through the use of all remediesi@ve at law or in equity, including, but not Ited to, injunctive relief.

11. COMPANY PROPERTY.

(a) Any patents, inventions, discoveries, appl@aior process, designs, devised, planned, appliedted, discovered or invented by
EXECUTIVE in the course of EXECUTIVE'S employmemtder this AGREEMENT and which pertain to any aspéthe COMPANY'S or
its respective subsidiaries' or affiliates' businglsall be the sole and absolute property of thIEANY, and EXECUTIVE shall make
prompt report thereof to the COMPANY and prompthgeute any and all documents reasonably requestasstire the COMPANY the full
and complete ownership thereof.

(b) All records, files, lists, including computegrmerated lists, drawings, documents, equipmensanitar items relating to the COMPANY'S
business which EXECUTIVE shall prepare or recereenfthe COMPANY shall remain the COMPANY'S sole axdlusive property. Upon
termination of this



AGREEMENT, EXECUTIVE shall promptly return to theDQMPANY all property of the COMPANY in his possessi&XECUTIVE furthe
represents that he will not copy or cause to béechprint out or cause to be printed out any saftswdocuments or other materials
originating with or belonging to the COMPANY. EXECQUW/E additionally represents that, upon terminatafrinis employment with the
COMPANY, he will not retain in his possession angls software, documents or other materials.

12. REMEDY. It is mutually understood and agreeat EXECUTIVE'S services are special, unique, uniigxdraordinary and of an
intellectual character giving them a peculiar vathe loss of which cannot be reasonably or adetjuabmpensated in damages in an action
at law. Accordingly, in the event of any breachtoé AGREEMENT by EXECUTIVE, including but not liteid to, the breach of the non-
disclosure, non-solicitation and non-compete claugd®aragraph 10 hereof, the COMPANY shall betledtto equitable relief by way of
injunction or otherwise in addition to damages@@MPANY may be entitled to recover.

13. REPRESENTATIONS AND WARRANTIES OF EXECUTIVE. brder to induce the COMPANY to enter into this ABRMENT,
EXECUTIVE hereby represents and warrants to the ®AMY as follows: (i) EXECUTIVE hereby has the legalpacity to unrestricted
right to execute and deliver this AGREEMENT angbésform all of his obligations hereunder; (ii) tveecution and delivery of this
AGREEMENT by EXECUTIVE and the performance of hidigations hereunder will not will not violate oe lin conflict with any fiduciary
or other duty, instrument, agreement, documerrgngement or other understanding to which EMPOLOY&& party or by which he is or
may be bound or subject; and (iii) EXECUTIVE is lagparty to any instrument, agreement, documerggngement or other understanding
with any person (other than the COMPANY) requirargestricting the use or disclosure of any conftag information or the provision of
any employment, consulting or other services.

14. NOTICES. All notices given hereunder shallbevriting and shall be deemed effectively given whand-delivered or mailed, if sent by
registered or certified mail, return receipt reqadsaddressed to EXECUTIVE at his address sdt fartthe first page of this AGREEMENT
or to the COMPANY at its address set forth on ir& page of this AGREEMENT or to such changed adslias may be properly noticed
hereunder.

15. ENTIRE AGREEMENT. Other than any separate ageses which supplement and are cumulative to papdgr 10, 11 and 12 hereof,
this AGREEMENT constitutes the entire understandihthe parties with respect to its subject madted no change, alteration or
modification hereof may be made except in writilgned by the parties hereto. Any prior or otheragnents, promises, negotiations or
representations not expressly set forth in this EERIENT are of no force or effect.

16. SEVERABILITY. If any provision of this AGREEMENSshall be unenforceable under any applicable taen notwithstanding such
unenforceability, the remainder of this AGREEMENTahB continue in full force and effect.
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17. WAIVERS, MODIFICATIONS, ETC. No amendment, mficktion or waiver of any provision of this AGREEME shall be effective
unless the same shall be in writing and signedday ®f the parties hereto, and then such waiveonsent shall be effective only in the
specific instance and for the specific purposenfbich given.

18. INDEMNIFICATION. COMPANY shall indemnify EXECUIVE against any and all claims of third partiesing out of the lawful and
authorized performance of his duties pursuantiABREEMENT by EXECUTIVE to the fullest extent peitted by law.

19. ASSIGNMENT. Neither this AGREEMENT, nor anyE®XECUTIVE'S rights, powers, duties or obligatiorrdnender, may be assigned
EXECUTIVE. This AGREEMENT shall be binding upon aindre to the benefit of EXECUTIVE and his heirgldegal representatives and
the COMPANY and its successors and assigns.

20. APPLICABLE LAW. This AGREEMENT shall be deemedhave been made, drafted, negotiated and thsactions contemplated
hereby consummated and fully performed in the Sth€alifornia, without regard to the conflictslafv rules thereof. Nothing contained in
this AGREEMENT shall be construed so as to reqghieecommission of any act contrary to law, and vetven there is any conflict between
any provision of this AGREEMENT and any statue, lawdinance, order or regulation, contrary to whtiod parties hereto have no legal ri
to contract, the latter shall prevail, but in sesfent any provision of this AGREEMENT so affectéalsbe curtailed and limited only to the
extent necessary to bring it within applicable legguirements.

21. ARBITRATION; JURISDICTION AND VENUE; PREVAILINGPARTY It is hereby irrevocably agreed that allpdites or controversie
between COMPANY and EXECUTIVE arising out of, imo@ction with or relating to this AGREEMENT shadl bxclusively heard, settled
and determined by arbitration before a retired Fald® California judge to be held in the City add Angeles, County of Los Angeles. The
arbitration shall be administered by JAMS pursuarits Comprehensive Arbitration Rules and Procesluthe parties also agree that
judgment may be entered on the arbitrator's awprahly court having jurisdiction thereof and thetigarconsent to the jurisdiction of a
court located in the City of Los Angeles, CountyLos Angeles, for this purpose. The arbitrator lsalédcate all of the costs of the arbitrati
including the fees of the arbitrator and the reabbmattorneys' fees and expenses of the prevaiinly, against the party who did not prev

22. FULL UNDERSTANDING. EXECUTIVE represents andegs that he fully understands his rights to dis@lisaspects of this
AGREEMENT with his private attorney, that to theex, if any, that he desires, he availed himsethis right, that he has carefully read ¢
fully understands all of the provisions of this ABRMENT, that he is competent to execute this AGRERM, that his agreement to exec
this AGREEMENT has not been obtained by any duaessthat he freely and voluntarily enters int@itd that he has read this document in
its entirety and fully understands the meaningrband consequences of this document.

23. COUNTERPARTS. This AGREEMENT may be executedrig number of counterparts, each of which shatldesmed an original and
all of which taken together shall constitute ond ttre same agreement.
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24. LEGAL REPRESENTATION. The parties hereto acklemge that each has been represented by indepecwlergel of such party's own
choice throughout all of the negotiations whichgeded the execution of this AGREEMENT and in cotineowith the preparation and
execution of this AGREEMENT or has had the oppatyuto do so and has not availed himself or iteglit.

IN WITNESS WHEREOF, the parties have executedAI@REEMENT as of the date first above written.
MOTORCAR PARTS & ACCESSORIES, INC.

By: /sl SELWYN JOFFE

Name/ Dat e: Sel wn Joffe

Title: Chai rman of the Board, President and Chief
Executive Oficer

/'S Bl LL LAUGHLI N

Bil | Laughlin/Cctober 2, 2003
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SCHEDULE A
SALES BONUS PLAN

[EXECUTIVE SHALL BE ELIGIBLE FOR AN ANNUAL SALES BO NUS PLAN BONUS OF UP TO 25%
OF HIS SALARY, THE TERMS OF WHICH ARE TO BE AGREEDO BY DECEMBER 31, 2003 THROUGH NEGOTIATION
BETWEEN EXECUTIVE AND THE COMPANY'S CHAIRMAN OF THBBOARD, PRESIDENT AND CHIEF EXECUTIVE OFFICER.]
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Exhibit 10.1°

Orbian Discount Service

rading on

ORBIAN better terms

Supplier Service Activation Package
Orbian System Release 4.5
Document Version 1.3

This document forms part of Orbian’s policies amdcedures. All defined terms used in this docunséatl have the meanings given to them
in the Service Agreement, except where they adefied in this document or where their meaningstimecessarily, be varied by the
context in which they arise in this document. la dvent of conflict between this document and thwiSe Agreement, the Service Agreen
shall control.

Except as permitted by the Service Agreement,dbéziment must not be disclosed outside of yourrdrgéion and you are not authorized to
duplicate or distribute it (whether electronicadlyotherwise) in whole or in part.

Orbian Policies & Procedures R4.5V1.:
© Orbian 2000 Confidential and Proprietary. All righieserved Page 1 of




ORBIAN DISCOUNT AGREEMENT

Dated as of June 18, 2004, between Motorcar PhAmerica, Inc., a New York corporation, whose adris 2929 California Street,
Torrance, California 90503 Supplier ”), and Orbian Corp., a Delaware companyfbian "), (collectively, the “Parties”).

Background

A. From time to time, Supplier enters into commertriatle transactions with various buyers (eachBayer ") for the sale of goods and/or
services, resulting in accounts receivable owethbyrespective Buyers to Supplier. Such accougtsvable represent the Buyers’
payment obligations as specified in the Paymenitfisation (* Receivables’).

B. To facilitate the processing of such Receivablegpp8er and Buyers intend to utilize a certain comepized settlement system, including
related services, equipment and software (collebtjthe* Orbian System™).

C. From time to time, Supplier wishes to sell to Orbiand Orbian wishes to purchase from SupplierRibeeivables

NOW, THEREFORE, in consideration of the mutual cwvs, terms, conditions, representations and wdesacontained herein, and otl
good and valuable consideration the receipt anficgricy of which is hereby acknowledged, Suppéied Orbian agree as follows:

1. Definitions.

In this Agreement:

“ Agreement” means this Discount Agreement, as such may bendetefrom time to time in accordance with its terms
“Business Day” means a day on which The Federal Reserve Baiheuwf York is open for business.

“ Discount” means the non-recourse purchase by Orbian ansiftihdtaneous irrevocable sale by Supplier of Rexd#es at a price that is
equal to the Discount Proceeds and is calculatsgtagut in this agreement.

“ Discount Proceeds means the amount of the Receivable less the egigié fees and charges specified in the attache®Eleedule.

“ Equipment " means all equipment provided by or on behalf dbi@n for the purpose of accessing or using thea@rBystem, including all
authentication products.

“ Licensed Resources means the Equipment, Software and Orbian’s Redieind Procedures.

“ Payment Notification” means, with respect to a Receivable, the notificasent to the Supplier through the Orbian Systewtifying the
Supplier that Buyer has instructed Orbian to makgent from Buyer’s account of a specified amouma@pecified date in full payment of
such Receivable.

“ Policies & Procedures’ means all tangible printed information (includiagy in electronic form) provided by or on behdlfOrbian in
connection with use of the Orbian System.

“ Software” means all software, programming or object codw®sjoted by Orbian to Buyer for utilizing a computerlike device to use the
Orbian System.

2. License Grant.Orbian grants Supplier a non-exclusive, nontraasfierlicense for the duration of this Agreemeratoess and use the
Orbian System and the Licensed Resources solethégourposes contemplated by this Agreement abjgaiLto the terms and conditions of
this Agreement. Such license shall terminate upomination of this Agreement. Orbian, its parenhsidiaries, affiliated companies, assigns
and licensors retain title to, and ownership opatiprietary rights in the Licensed Resources (diclg but not limited to copyright, patent ¢
trademark rights as well as revisions, upgradedaigs, derivative works and other improvementi@oQrbian System). All such rights are
reserved, except that Supplier may use the Orbyate8), including the Licensed Resources, only asessly granted in this Agreement.
Supplier agrees that in the event a claim is asddor infringement of the proprietary rights afird party, it will cooperate with Orbian in
connection with defending against that claim.

3. UsageSupplier agrees to comply with all instructions tiee Licensed Resources and all updates/upgrade&lpd by Orbian. Supplier is
permitted to print copies of reasonable extraamfthe Licensed Resources and to save reasonghtsam their hard drive solely for the
purpose of exercising their respective rights aiifiliing their obligations under this Agreementll Ather copying, distribution or commerc
use of any of the Licensed Resources is strictlyiflllen. Supplier agrees that it will not altemaoodify any Licensed Resources or attemg



reverse compile, reverse engineer, reverse ass@mbisassemble the Software.

4. Security. The parties agree to use the Orbian System toaeodmmunications under this Agreement. Suppliedartakes to implement
appropriate security relating to use by SuppliethefOrbian System. Orbian shall be entitled tg vglon a communication by Supplier
irrespective of any error or fraud contained in ¢tbenxmunication or the identity of the individual veent the communication. Supplier
knowingly and voluntarily waives the right to cosit¢he validity or enforceability of such commurtioa.

5. System Availability. Supplier acknowledges and agrees that: (i) thelidoeidowntime from time to time when the Orbiarsf&mn cannot
be accessed; and (ii) Supplier is responsible rfoviging and maintaining, and Orbian has no ligjpitir responsibility in respect of,
equipment not supplied by or on behalf of Orbianytiity services that Supplier utilizes as a fesdiits participation in the Orbian System
and maintaining a link to the Orbian System.

6. Offer for Discount . Supplier may either at its option, or automaticgdepending on the option selected) offer td teeOrbian the
Receivables (a Discount Offer ) at a price equal to the Discount Proceeds.

7. Acceptance of Discount Offer Orbian, at its option, may accept Supplier's Distt Offer by executing a Discount and deposithmey t
Discount Proceeds in Supplier’s designated ban&uwatc If Orbian has not deposited the Discount eds with respect to a Receivable
before the close of business on the second Busieg$ollowing its receipt of the Discount Offem(ess otherwise notified in writing by
Orbian of an extension, not to exceed 2 BusinegsDthe Discount Offer shall be deemed not accepyeOrbian and rescinded by Supplier.

8. Net Settlement Unless Orbian has executed a Discount, Orbiahnvaike payment to Supplier's designated bank actfless applicable
fees and charges as specified in the attached ¢heiGle) on the payment date specified in the Payietification solely from funds
deposited therein by the relevant Buyer.

9. Purchase of ReceivablesSupplier hereby agrees that, simultaneously thighDiscount, Supplier will be deemed to haverépsferred to
Orbian all of Supplier’s present and future righte and interest in, to and under the Receivatdashich such Discount Offer relates, and

(i) provided notice to Buyer, through the Orbiaysm, of Supplier's designation of Orbian as thsibess entity to receive payment of the
amount specified in Buyer's Payment Notificatiorttwiespect to such Receivables. No further writihgll be necessary to evidence such
transfer of ownership. Notwithstanding the foregpiS8upplier agrees to sign all such other documents take all such further actions, as
Orbian may reasonably request from time to timeuvidence this transfer of ownership. Supplier hem@drees that its obligations under this
Agreement and any Discount Offers issued by itlstalbe affected by the invalidity, unenforceabiliexistence, performance or non-
performance of the relevant underlying transactigmch (and any liability for which) shall be betare Supplier and the relevant Buyer only.
It is the intention of Supplier and Orbian thatle@archase and sale of Receivables shall constittrige sale, which sale will be absolute and
irrevocable and provide Orbian with the full bete®f ownership of such Receivables. The Discooesdot constitute and is not intended to
result in an assumption by Orbian of any obligatiésupplier or any other person arising in conioectvith the Receivables or any other
obligations of Supplier.
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10. Representations and Warranties Supplier hereby agrees that, by issuing a DiscOfier, Supplier will be deemed to have made each
of the following representations and warrantieshlas of the date of the Discount Offer and asefdate such offer is accepted by Orbian:
Each such Receivable (i) is the exclusive propeftgupplier, free and clear of all security intése$iens or claims of any kind; (ii) is basec

a sale of goods and/or services that have beevedeti to and accepted by the relevant Buyer, antplies with all applicable legal
requirements; (iii) to the best of Supplier’s kneddje, constitutes a valid, binding and uncondiliobdigation of the relevant Buyer to pay
the full amount of such Receivable, free of anyedsg, set-off or counterclaim; and (iv) to the wéSuppliers knowledge, is not disputed
Buyer or any other person, and is not the subjeahy legal or arbitral proceeding. Supplier agriwed Orbian, at its discretion, may submit
UCC filings to secure a perfected ownership obakny part of the Receivables purchased by Orbian.

11. Representations, Warranties and Covenants of $plier. Supplier warrants to Orbian that the underlying$eections to each
Receivable are genuine and lawful commercial tteatgsactions arising in the ordinary course of ess, for the sale and purchase of goods
and/or services. Supplier shall not use the OrBigstem for investment or arbitrage functions oppses, or for any money laundering
purpose, or in contravention of any law or regolatiSupplier shall comply with all relevant lawslaegulations applicable to this Agreem
and transactions conducted using the Orbian Systeloding, without limitation, all applicable samms and export control laws. Supplier
agrees that its name or other identifiers may béenaaailable to clients or prospects of Orbiantiier purpose of furthering the transaction of
business through the Orbian System.

12. Mutual Representations, Warranties and Covenaistof the Parties Except as expressly provided in this Agreementegpoesentation,
warranty, term or condition, express or implie@tstory or otherwise, is given or assumed by Orbiarespect of (i) the Licensed Resources,
(i) Supplier's underlying commercial transactions (iii) the goods or services to which such uhdeg transactions relate (regardless of any
assistance that Orbian may, in its sole discrepooyide to Supplier). All such representationsrramties, terms and conditions are excluded,
except to the extent that this exclusion is prakibby law. Without limiting the foregoing, Supplienderstands that Orbian is not giving any
representation or warranty as to condition, perforoe, fitness for purpose, suitability, mercharitgbquality or otherwise, or of non-
infringement, except as expressly provided herein.

13. Fees and ChargesSupplier shall pay Orbian such fees, commissiodsatiner amounts with respect to the services ofddrhs detailed
in the attached Fee Schedule.

14. Information, Data and AccessSupplier shall maintain and implement administ&twnd operating procedures, and keep and mairtain a
documents, books, records and other informatiosareably necessary or advisable for the collectfamildReceivables hereunder, and with
respect to compliance of the underlying commeitcsisactions with applicable laws and regulati@upplier shall retain each record
required to be maintained under this clause 1dufie term of this Agreement and, if applicabde,duch longer period as may be required
by law or regulation. Supplier shall make such pthaoes, documents, books, records and other infmmavailable to Orbian and its agents,
representatives and relevant authorities upon stgaed shall allow copies or extracts thereofgartade as Orbian deems necessary. To the
extent that Orbian has purchased Receivables ptrsualause 9, Supplier (i) will mark its masteital processing records relating to such
Receivables with a legend properly evidencing @witian has purchased such Receivables as providbisiAgreement, and (ii) at Orbian’s
request, will transfer possession to Orbian ofedkipts, order slips, acceptances, and otherds@rdocumentation in Supplier's possession
pertaining to the sale of goods and/or servicesghizch such Receivables relate. Supplier shaltsatxpense, timely and fully perform and
comply with all material provisions required to ddeserved by it under the contracts related to teeRables.

15. Waivers; Severability.No failure or delay in exercising any right or refgeinder this Agreement will constitute a waivethwdt right. If
any provision of this Agreement is or becomes dlegvalid or unenforceable under any applicabig, lthe remaining provisions of this
Agreement will remain in full force and effect.

16. Limitation on Liability. In the absence of gross negligence or willful mastnce on its part in the performance of its dite¥sunder,
Orbian shall not be liable for any action takerffesed, or omitted, or in accordance with any dii@t or request of the Supplier. Neither
Supplier nor Orbian shall be liable to the otherdoy indirect, exemplary, special, punitive, iraital, or consequential damages or loss, ever
if advised of the possibility of such loss or damalgeither Orbian nor Supplier shall be liableday claims, liabilities, or expenses due to
forces beyond their respective reasonable contrdlding without limitation strikes, work stoppagects of war or terrorism, insurrection,
revolution, nuclear or natural catastrophes or atod, and interruptions, loss or malfunctionsitiities, communications or computer
(software and hardware) services.

17. No Implied Duties, No Third Party Beneficiaries Orbian owes no duties or obligations other thartHerpurpose stated in this
agreement, and owes no duties or obligations tgoangon or entity that is not a Party to this Agneat. Nothing herein, express or implied,
shall give to any Person, other than the Supphidr@rbian, as well as their respective successaraasigns to the extent permitted under
Agreement, any benefit of any legal or equitaldéti remedy or claim hereunder.

18. No AssignmentNeither Supplier nor Orbian may assign any ofights or obligations under this Agreement withdwé prior written
consent of the other Party; provided, however, @rdian may assign its rights and obligations urkisr Agreement in whole or in part to €
of its subsidiaries or affiliates, or to any cor@tion into which Orbian may be merged or convededith which it may be consolidated, or
any corporation resulting from any merger, con@rsir consolidation to which Orbian shall be aypapon written notice to Supplier.

19. Termination. Either party may terminate this Agreement uponrpsidtten notice to the other with immediate effagion 30 day written



notice. However, any party may terminate this Agreet immediately upon notice of material breacthcf Agreement by such other party.
Upon notice of termination of this Agreement, Sugpshall no longer issue Discount Offers to Ortaad Orbian will no longer accept
Discount Offers from the Supplier.

20. Survival. If this Agreement is terminated in accordance wlduse 19, then this Agreement shall become ndlvaid and of no further
force and effect, except that all confidentialgggcurity, indemnity, payment and reimbursemenigaltions and all limitation of liability
provisions contained in this Agreement shall sugsvand remain in full force and effect notwithstargdgsuch termination and the payment of
all amounts owing hereunder.

21. Governing Law; Jurisdiction, Waiver of Jury Trial This Agreement is governed by the laws of the Sthiéew York, United States of
America. The courts of New York have non-exclugiwésdiction to hear any dispute arising out ofroconjunction with this Agreement and
all parties irrevocably submit to the jurisdictiohsuch courts. The Parties waive any rights thay have to a jury trial of any claim or cause
of action based on or arising from this Agreement.

22. Notices Any notice to be given under this Agreement shalkent to the address specified below. This Agreémeay not be modified
except in writing and signed by the Parties. Thigeement may be executed in counterparts, eaclichwhall be an original and all of
which shall constitute the same instrument.

IN WITNESS WHEREOF, each of the Parties heretoehasuted this Agreement as of the date and yesrafrove written.

For Motorcar Parts of America, In For Orbian Corporatiol

By: /s/ CHARLES YEAGLEY By: /s/ BILL FOLLINI

Name: Charles Yeagley Name: Bill Follini

Title:  Chief Financial Officer Title:  Senior Vice President, Strategic Marketi
Address Address 200 Connecticut Avenue, Norwalk, CT 06
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PRICING SCHEDULE

This Pricing Schedule shall be incorporated byregfee and made a part of the Orbian Discount Agea¢nThe following fees and charges
are valid for a period of 36 months from the ddtthis Agreement. Orbian reserves the right to ryottis Pricing Schedule upon 30 days
written notice.

“Payment Fee”is $10for each payment credited to the Supplier's desaghbank account. Payment of each Usage Fee sheffdcted by
Orbian transferring to Supplier's designated bacdoant the amount indicated in the Payment Notifice net of the Payment Fee. Orbian
will waive the Payment Fee for any Discount Offer accepte@tyan.

“Discount Transaction Fee” of $5will be charged for each Discount. The DiscountriBeaction Fee will bevaived for all Discounts resultin
from automatically generated Discount Offers

“Discount Charge” for each Discount is defined as the Payment Amauuiitiplied by the Discount Rate, where:

“Payment Amount” means the face amount of the Receivables in theoDig Offer that is due from a Buyer on the spedifilate, as
contained in the Payment Notification.

“Discount Rate” means the rate percent per annum calculated asithef the Spread and the LIBOR rate prevailinghat day
multiplied by the Discount Period and divided by36

Spread —The Spread is 1.50 % per annum.

LIBOR — “LIBOR?” refers to the London Inter Bank Off ered Rate as published daily by the British BankingAssociation. The
LIBOR rate(s) applied will correspond to the periodequivalent to the Payment Due Date(s) of the Paymielnstruction(s)
discounted.

Discount Periodmeans the period starting from (and including)date two (2) Business Days after the Discount (¥fate until (and
excluding) the Payment Due Date.

Discount Offer Date means the day that the Orbian System accepts acdgses each Discount Offer.

Payment Due Datemeans the later of: (i) the date of payment by geBwf the Payment Amount as specified in the Payyme
Notification, or (ii) the date two (2) Business Bagfter receipt of the Payment Notification.

Examples:

Indicative Discount Rate( for example purposes only- At a 6 month LIBOR rate of 1.16% per annum, as guasted by the Britis
Banking Association on October 1, 2003 and pubtshehe Wall Street Journal on October 2, 2008,@scount Rate was 2.66 %
per annum.

Indicative Discount Charge( for example purposes onjy- Assuming a Discount Rate of 2.66% per annuBisaount Period of
178 days and a Payment Amount of $100,000.00, tbeobnt Charge would be $1,315.22 (1.32%) and tkeddint Proceeds would
be $98,684.78 (98.68%).

$100,000 x (1.16% + 1.50%) x 178 / 360 = $1,315.22

$100,000 - $1,315.22 = $98,684.78

Orbian Discount Agreeme- Fee Schedule R4.5 V1 Page 1 of



EXHIBIT 10.18
STANDARD INDUSTRIAL/COMMERCIAL MULTI-TENANT LEASE - GROSS
AIR COMMERCIAL REAL ESTATE ASSOCIATION
1. BASIC PROVISIONS ("BASIC PROVISIONS").

1.1 PARTIES: This Lease ("Lease"), dated for rafeespurposes only May 25, 2004 , is made by anddst GOLKAR ENTERPRISES,
LTD

("Lessor") and MOTORCAR PARTS OF AMERICA, INC.
("Lessee"), (collectively the "Parties", or indivally a "Party"),

1.2(a) PREMISES: That certain portion of the Pro{as defined below). Including all improvementsr#in or to be provided by Lessor ur
the terms of this Lease, commonly known by theestaeldress of 530 Maple Ave located in the Citfafrance, County of Los Angeles State
of California, with zip Code 90503 , as outlinedethibit A attached hereto ("Premises") and gehedascribed as (describe briefly the
nature of the Promises): an approximately 4,005usgtoot free standing building, part of a largeftistrial complex comprised of
approximately 359,911 square feet

In addition to Lessee's rights to use and occupyPtiemises as hereinafter specified, Lessen siadl hon-exclusive rights to the Common
Areas (as defined in Paragraph 2.7 below) as heteinspecified, but shall not have any rightshi® toof, exterior walls or utility raceways of
the building containing the Promises ("Buildingtf)to any other buildings in the Project. The Prasjshe Building, the Common Areas, the
land upon which they are located, along with allestbuildings and Improvements thereon, are he@iectively referred to as the

"Project." (See also Paragraph 2.)

1.2(b) PARKING: as available unreserved vehiclkipay spaces ("Unreserved Parking Spaces-); antesfaved vehicle parking spaces
("Reserved Parking Spacer"). (See also Paragré&ph 2.

1.3 TERM: two (2) years and nine (9) months ("QraiTerm") commencing July 01, 2004 ("Commencenigie") and ending, March 31,
2007 ("Expiration Date").
(See also paragraphs 3.2 and 3.3)

1.4 EARLY POSSESSION: n/a ("Early Possession Da{&8e also Paragraphs 3.2 and 3.3,)

1.5 BASE RENT $3,400.00 per month ("Base Rent"yap¢e an the first day of each month commencing JuR004. (See also Paragrapt

[ ]1If this box is checked there are provisionghiis Lease for the Base Rent to be adjusted.

1.6 LESSEE'S SHARE OF COMMON AREA OPERATING EXPENSHuly 01, 2004 percent
(1.11 %) ("Lessee's Share"), 1.7 Base Rent andr®baies Paid Upon Execution:



(a) BASE RENT: $3, 400.00 for the period July 0002, through July 31, 2004

(b) ESTIMATED COMMON AREA OPERATING EXPENSES: $18.2or the period July 01-31, 2004

(c) SECURITY DEPOSIT: $ 3,400.00 ("Security Dep9sifSee also Paragraph 5.)

(d) OTHER: $n/a for n/a

(e) TOTAL DUE UPON EXECUTION OF THIS LEASE: $6,874.

1.8 AGREED USE; general office and related actegitior auto parts manufacturing and distributiose(8lso Paragraph 6.)
1.9 INSURING PARTY. Lessor is the -insuring Pafi$ee also Paragraph 8.)

1.10 REAL ESTATE BROKERS: (See also Paragraph 15.)

(2) REPRESENTATION: The following real estate bnakéhe "Brokers") and brokerage relationshipstarishis transaction (check
applicable boxes):

[ 1 n/a represents Lessor exclusively ("LessorskBr"):

[ 1 n/a represents Lessee exclusively ("Lesseakdt); or

[ ] n/a represents both Lessor and Lessee ("Duahay’).

(b) PAYMENT TO BROKERS: Upon execution and delivefithis Lease by both Parties, Lessor shall pah¢drokers the brokerage fee
agreed to in a separate written agreement (oeiet5 no such agreement, the sum of per agreempet agmt % of the total Base Rent for
the brokerage services rendered by the Brokers),

1.11 GUARANTOR. The obligations of the Lessee uritiex Lease are to be guaranteed by n/a ("Guartan(8ee also Paragraph 37)

1.12 ADDENDA AND EXHIBITS. Attached hereto is an dendum or Addenda consisting of Paragraphs 50 glré6 and Exhibits A
through A, all of which constitute a part of thisdse.

2. PREMISES.

2.1 LETTING. Lessor hereby leases to Lessee, asdde=hereby leases from Lessor, the Premise$igfoetm, at the rental, and upon all of
the terms, covenants and conditions set forthikltbase. Unless otherwise provided herein, artgrstant of size set forth in this Lease, or
that may have been used in calculating Rent, Eppnoximation which the Parties agree Is reasoratdeany payments based thereon are
subject to revision whether or not the actual tszmore or less

2.2 CONDITION. Lessor shall deliver that portiontbé Premises contained within the Building ("Unity Lessee broom dean and free of
debris on the Commencement Date or the Early PsisseBate, Whichever first occurs ("Start Datefjdaso long as the required service
contracts described In Paragraph 7.1(b) below lat@rted by Lessee and In effect within thirty dégiwing the Start Date, warrants that
existing electrical, plumbing, fire sprinkler, ligihg, heating, ventilating and air conditioning ras ("HVAC"), loading doors, if any, and



all other such elements In the Unit, other thars¢hoonstructed by Lessee, shall be in good opgratindition on sold date and that the
structural elements of the roof, bearing walls tmahdation of the Unit shall be free of materiafedgs. If a non-compliance with such
warranty exists as of the Start Date, or If oneuath systems or elements should malfunction omfiiilin the appropriate warranty period,
Lessor shall, as Lessors sole obligation with resfmesuch matter, except as Initials otherwisevigled in this Lease, promptly after receip!
written notice from Lessee setting forth with sjfiettly, the nature and extent of such non-compl@amalfunction or failure, rectify same at
Lessor's expense. The warranty periods shall falag/s: (i) 6 months as to the HVAC systems, aii)}d30 days as to the remaining systems
and other elements of the Unit. If Lessee doegivet Lessor the required notice within the appratgrivarranty period. Correction of any
such non-compliance, malfunction or failure shallthe obligation of Lessee at Lessee's sole caségmense (except for the repairs to the fro
sprinkler systems. roof, foundations, and/or begvialls see Paragraph 7).

2.3 COMPLIANCE. Lessor warrants that the improveta@m the Premises and the Common Areas complythétibuilding codes that were
In effect at the time that each such Improvemenpoation thereof, was constructed, and also withgplicable laws, Covenants or
restrictions of record, regulations, and ordinarinesffect on the Start pate (Applicable Requirete§nSaid warranty does not apply to the
use to which Lessee will put the Premises or toAdigrations or Utility Installations (as defined Paragraph 7.3(a).) made or to be made by
Lessee. NOTE: Lessee Is responsible for determiwimgther or not the zoning is appropriate for Lessitended use, and acknowledges
past uses of the Premises may no longer be allofvékiek Premises do not Comply with said warrahggssor shall, except as otherwise
provided, promptly after receipt of written notitem Lessee setting forth with specificity the natand extent of such non-compliance,
rectify the same at Lessor's expense. If Lesseg woiegive Lessor written notice of a non-compl@amdth this warranty within 6 months
following the Start Data, correction of that noompliance shall be the obligation of Lessee asee's sole cost and expanse. If the Applic
Requirements are hereafter changed so as to redjuirgy the term of this Lease the constructioamfddition to or an alteration of the Unit,
Premises and/or Building, the remediation of angafidous Substance. or the reinforcement or othgsigdl modification of the Unit.
Premises and/or Building ("Capital Expenditure-@skor and Lessee shall allocate the cost of sudk agdfollows:

(a) Subject to Paragraph 2.3(c) below, if such @hfixpenditures are required as a result of tieeifip and unique use of the Promises by
Lessee as compared With uses by tenants in gehessles shall be fully responsible for the costabg provided, however, that if such
Capital Expenditure is required during the lasearg of this Lease and the cost thereof exceeds@si Base Rent, Lessee may Instead
terminate this Lease unless Lessor notifies Lesse®riting, within 10 days after receipt of Lessegrmination notice that Lessor has elected
to pay the difference between the actual cost ttiened the amount equal to 6 months' Base Rehedéee elects termination, Lessee shall
immediately cease the use of the Premises whiakiresjsuch Capital Expenditure and deliver to Lessdten notice specifying a

termination date at least 90 days thereafter. $erchination date shall, however, In no event béexahan the last day that Lessee could
legally utilize the Premises without commencingts@apital Expenditure.



(b) If such Capital Expenditure Is not the restilthe@ specific and unique use of the Premises Isgée (such as, governmentally mandated
seismic modifications), then Lessor and Lessed aliatate the obligation to pay for the portionsofch costs reasonably attributable to the
Premises pursuant to the formula sat out in Papagral(d): provided, however, that if such Cafi&penditure Is required during the last 2
years of this Lease or if Lessor reasonably detegmihat it is not economically feasible to payshare thereof, Lessor shall have the og

to terminate this Lease upon 90 days prior writtetice to Lessee unless Lessee notifies Lesseovriting, within 10 days after receipt of
Lessor's termination notice that Lessee will paysfoech Capital Expenditure. If Lessor dogs nottaieterminate, and fails to tender Its share
of any such Capital Expenditure, Lessee may advancle funds and deduct same, with Interest, fromt Retil Lessor's share of such costs
have been fully paid. If Lessee Is unable to fimabessor's share. or If the balance of the Rentddepayable for the remainder of this Lease
Is not sufficient to fully reimburse Lessee on éfiset basis, Lessee shall have the right to tertaittds Lease upon 30 days written notice to
Lessor.

(c) Notwithstanding the above, the provisions conicgy Capital Expenditures are intended to apply tmnon-voluntary, unexpected, and
new Applicable Requirements. If the Capital Expéundis are Instead triggered by Lessee as a rdsaft @ctual or proposed change in use,
change in Intensity of use, or modification to Bremises then, and in that event, Lessee shallllyerésponsible for the cost thereof, and
Lessee shall not have any right to terminate tieiase.

2.4 ACKNOWLEDGEMENTS. Lessee acknowledges thatit(hs been advised by Lessor and/or Brokerstisfgdtself with respect to the
condition of the Promises (including but not lindite the electrical, HYAC and fire sprinkler systemecurity, environmental aspects, and
compliance with Applicable Requirements and the Acams with Disabilities Act), and their suitabjlifor Lessee's Intended use, (b) Lessee
has made such investigation as it deems necesdaryefierence to such matters and assumes all me#plity therefor as the same relate to
Its occupancy of the Premises, and (c) neitherdreg®ssor's agents, nor Brokers have made anyorafitten representations or warranties
with respect to said matters other than as sdt forthis Lease. In addition, Lessor acknowledges (1) Brokers have made no
representations, promises or warranties conceltriggee's ability to honor the Lease or suitabititpccupy the Premises, and (ii) It is
Lessor's sole responsibility to Investigate tharficial capability and/or suitability of all propasenants.

2.5 Intentionally blank.

2.6 VEHICLE PARKING. Lessee shall be entitled t@ tise number of Unreserved Parking Spaces and\ResBarking Spaces specified in
Paragraph 1.2(b) on those portions of the Commaa#\designated from time to time by Lessor for ipgtid_essee shall not use more
parking spaces than said number. Said parking sp@dl be used for parking by vehicles no largantfull-size passenger automobiles or
pick-up trucks, herein called Permitted Size VedstiLessor may regulate the loading and unloadingloicles by adopting Rules and
Regulations as provided In Paragraph 2.9. No vesigther than Permitted Size Vehicles may be parkéte Common Area without the
prior written permission of Lessor.



(a) Losses shall not permit or allow any vehiclest belong to or are controlled by Lessee or Lesssrployees, suppliers, shippers,
customers, contractors or invitees to be loadelbagied, or parked In areas other than those ddeidjiy Lessor for such activities.

(b) Lessee shall not service or store any vehiolése Common Areas

(c) If Lessee permits or allows any of the prolgtiactivities described in this Paragraph 2.6, ttessor shall have the right, without notice,
In addition to such other rights and remedies itvaty have, to remove or tow away the vehicle lmed and charge the cost to Lessee, w
cost shall be immediately payable upon demand Isgdre

2.7 COMMON AREAS DEFINITION. The term Common Areas'defined as all areas and facilities outsideRfmmises and within the
exterior boundary line of the Project and interitility raceways and installations within the Utfiat are provided and designated by the
Lessor from time to time for the general non-exisleisise of Lessor. Lessee and other tenants dfibject and their respective employees,
suppliers, shippers, customers, contractors aritt@s; including parking areas, loading and unlogdireas, trash areas, roadways, walkw
driveways and landscaped areas.

2.8 COMMON AREAS - Lessee's Rights. Lessor gramisassee, for the benefit of Lessee and Its empgysuppliers, shippers, contractors,
customers and Invitees, during the term of thisseethe non-exclusive right to use, in common witiers entitled to such case, the Common
Areas as they exist from time to time, subjectrtp aghts, powers, and privileges reserved by Leasder the terms hereof or under the te

of any rules and regulations or restrictions goweynthe use of the Project. Under no circumstasbed the right herein granted to use the
Common Areas be deemed to Include the right tesiay property, temporarily or permanently, in @@mmon Areas Any such storage s

be permitted only by the prior written consent eSkor or Lessor's designated agent, which consnbmrevoked at any time. In the event
that any unauthorized storage shall occur, thesdreshall have the right, without notice, In adutitto such other rights and remedies that it
may have, to remove the property and charge thet@d®ssee, which cost shall be immediately pagyalplon demand by Lessor.

2.9 COMMON AREAS - Rules and Regulations. Lessasuah other person(s) as Lessor may appoint saed the exclusive control and
management of the Common Areas and shall haveght from time to time, to establish, modify, ardeand enforce reasonable rules and
regulations ("Rules and Regulations") for the mamagnt, safety, care, and cleanliness of the grouhdgarking and unloading of vehicles
and the preservation of good order, as well agh®iconvenience of other occupants or tenantseoBthilding and the Project and their
invitees. Lessee agrees to abide by and confoal snich Rules and Regulations, and to cause Idames, suppliers, shippers, customers,
contractors and invitees to so abide and confomssbr shall not be responsible to Lessee for thecompliance with said Rules and
Regulations by other tenants of the Project.

2.10 COMMON AREAS - CHANGES. Lessor shall have tight, In Lessor's sole discretion, from time toéi

(a) To make changes to the Common Areas, Includithout limitation, changes In the



location, size, shape and number of drivewaysaengs, perking spaces, parking areas, loading rlodding areas, ingress, egress, direction
of traffic, landscaped areas. walkways and utiitgeways;

(b) To dose temporarily any of the Common Areasiiaintenance purposes so long as reasonable dodessPromises remains available;
(c) To designate other land outside the boundafiéise Project to be a part of the Common Areas;
(d) To add additional buildings and improvementthiwCommon Areas;

(e) To use the Common Areas white engaged in makdidgtions(improvements, repairs or alterationgh&oProject, or any portion thereof;
and

(f) To do and perform such other acts and make stltér changes In, to or with respect to the Com#@as and Project as Lessor may. In
the exercise of sound business judgment, deem ap@priate.

3. TERM.
3.1 TERM. The Commencement Data, Expiration Date@riginal Term of this Lease are as specifiedarelgraph 1.3.

3.2 EARLY POSSESSION. If Lessee totally or paryi@tcupies the Premises prior to the Commencematd, Ehe obligation to pay Base
Rent shall be abated for the period of such earfspssion. All other terms of this tease (Includiognot limited to the obligations to pay
Lessee's Share of Common Area Operating Expengses PRoperty Taxes and insurance premiums and ititarathe Premises) shall,
however, be In effect during such period. Any seaHy possession shall not affect the ExpiratioteDa

3.3 DELAY IN POSSESSION. Lessor agrees to usedst bommercially reasonable efforts to deliver pes®n of the Premises to Lessee by
the Commencement Date. If, despite said effortssaris unable to deliver possession as agreedoptshall not be subject to any liability
therefor, nor shall such failure affect the vajidif this Lease. Lessee shall not, however; begatdid to pay Rent or perform its other
obligations until It receives possession of thenfises. If possession Is not delivered within 60sdafyer the Commencement Data, Lessee
may, at Its option, by notice In writing within Hays after the end of such 60 day period, canceLtase, in which event the Parties shall be
discharged from all obligations hereunder. If suchten notice is not received by Lessor withindsa0 day period. Lessee's right to cancel
shall terminate. Except as otherwise providedp#gession is not tendered to Lessee by the Sttetddd Lessee does not terminate this
Lease, as aforesaid, any period of rent abaterhaht essee would otherwise have enjoyed shallnam the date of delivery of possession
and continue for a period equal to what Lessee avotillerwise have enjoyed under the terms herebininus any days of delay caused by
the acts or omissions of Lessee. If possessioneoPtemises is not delivered within 4 months @fterCommencement Date, this Lease shall
terminate unless other agreements are reacheddretvessor and Lessee in writing.

3.4 LESSEE COMPLIANCE. Lessor shall not be requietender possession of the Premises to Lessééd essee complies with Its
obligation to provide evidence of insurance (Paapfr8.5). Pending delivery of such evidence. Lesba# be required to perform all of Its
obligations



under this Lease from and after the Start Datdutliicg the payment of Rent, notwithstanding Lesselection to withhold possession
pending receipt of such evidence of Insurance heuyif Lessee Is required to perform any otherdd@ons prior to or concurrent with the
Start Date, the Start Date shall occur but Lessay atect to withhold possession until such condgiare satisfied.

4. RENT.

4.1. RENT DEFINED. All monetary obligations of Lessto Lessor under the terms of this Lease (eXoejtthe Security Deposit) are deen
to be rent ("Rent").

4.2 Common Area Operating Expenses Lessee shatbdagssor during the term hereof, in additionhie Base Rent, Lessee's Share (as
specified In Paragraph 1.6.) of all Common Arear@fieg Expenses, as hereinafter defined, durinf eatendar year of the term of this
Lease, in accordance with the following provisions:

(a) "Common Area Operating Expenses" are defimadpdirposes of this Lease, as all costs incurreldesgor rotating to the ownership and
operation of the Project, including, but not lindt®, the following:

(i) The operation, repair and maintenance, in rdagn, good order and condition, but not the i@pizent (see subparagraph (e)), of the
following:

(aa) The Common Areas and Common Area improvemigrdsiding parking areas, loading and unloadingsférash areas, roadways,
parkways, walkways, driveways, landscaped areaspbts, irrigation systems, Common Area lightinglfiaes, fences and gates, elevators,
roofs, and roof drainage systems.

(bb) Exterior signs and any tenant directories.

(cc) Any fire sprinkler systems.

(i) The cost of water, gas, electricity and teleph to service the Common Areas and any utilit@sseparately metered.

(iii) Trash disposal, pest Control services, properanagement, security services, and the costey€nvironmental inspections.
(iv) Reserves set aside for maintenance and rep@iommon Areas.

(v) Any Increase above the Base Real Property Té@sdefined In Paragraph 10).

(vi) Any "Insurance Cost Increase" (as defined émagraph 8).

(vii) Any deductible portion of an insured loss ceming the Building or the Common Areas,

(viii) The coat of any Capital Expenditure to theilBing or the Project not covered under the priovis of Paragraph 2.3 provided; however,
that Lessor shall allocate the cost of any sucht@liadpxpenditure over a 12 year period and Leshad sot be required to pay more than
Lessee's Share of 1/144th of the Cost of such &dpipenditure In any given month.

(ix) Any other services to be provided by Lessat tre stated elsewhere in this Lease to be a Condtrea Operating Expense.

(b) Any Common Area Operating Expenses and Reald?ty Taxes that are specifically attributablett® Unit, the Building or to any other
building in the Project or to the operation, re@aid maintenance thereof, shall be allocated éntivesuch Unit, Building, or other



building. However, any Common Area Operating Expsrend Real Property Taxes that are not specifia#iiibutable to the Building or to
any other building or to the operation, repair amintenance thereof, shall be equitably allocatetéssor to all buildings in the Project.

(c) The inclusion of the Improvements, facilitieslaservices set forth in Subparagraph 4.2(e) sioalbe deemed to Impose an obligation
upon Lessor to either have said Improvements dlitfas or to provide those services unless thgdetalready has the same. Lessor already
provides the services, or Lessor has agreed elsevin¢his Lease to provide the same or some ofithe

(d) Lessee's Share of Common Area Operating Expestsl be payable by Lessee within 10 days afteasonably detailed statement of
actual expenses Is presented to Lessee. At Lesguics, however, an amount may be estimated bgdrefsom time to time of Lessee's St
of annual Common Area Operating Expenses and the shall be payable monthly or quarterly, as Lesball designate, during each 12
month period of the Lease term, on the same d#élyeaBase Rent is due hereunder. Lessor shall détideessee within 60 days after the
expiration of each calendar year a reasonablylddtatatement showing Lessee's Share of the &caramon Area Operating Expenses
Incurred during the preceding year. If Lessee'srayts under this Paragraph 4.2(d) during the piegeatar exceed Lessee's Share as
indicated an such statement, Lessor shall cregiathount of such overpayment against Lessee's Sh@ammon Area Operating Expenses
next becoming due. If Lessee's payments undePtniagraph 4.2(d) during the preceding year weretlem Lessee's Share as Indicated on
such statement, Lessee shall pay to Lessor therstrmbthe deficiency within 10 days after delivdry Lessor to Lessee of the statement.

(e) When a Capital component such as the roof,dations, exterior walls or a Common Area capitgbiovement, such as the parking lot
paving, elevators, fences, ate. requires replacemaher than repair or maintenance. Lessor shllessor's expense, be responsible for
replacement. Such expenses and/or costs are nanGoirea Operating Expanses.

4.3 Payment. Lessee shall cause payment of Réat teceived by Lessor In lawful money of the UniBtdtes, Without offset or deduction
(except as specifically permitted in this Leas@)pobefore the day on Which It is due. Rent for pariod during the term hereof which Is
less than one full calendar month shall be prorbtesid upon the actual number of days of said m&atyment of Rent shall be made to
Lessor at its address stated herein or to such ptieons or place as Lessor may from time to tiemgnate in writing. Acceptance of a
payment which is less than the amount then dué sbebe a waiver of Lessor's rights to the balasfceuch Rent, regardless of Lessor's
endorsement of any check so stating. In the ebtany check, draft, or other Instrument of payngéren by Lessee to Lessor is dishonc
for any reason, Lessee agrees to pay to Lesssutheof $25.

5. SECURITY DEPOSIT. Lessee shall deposit with besgon execution hereof the Security Deposit aarity for Lessee's faithful
performance of Its obligations under this Leastelsee falls to pay Rent, or otherwise Defaultdenthis Lease, Lessor may use, apply or
retain all or any portion of said Security Depdsitthe payment of any amount due Lessor or tolbeise or compensate Lessor for any
liability. expense, loss or damage which Lessor suw#fer or Incur by reason thereof. If Lessor useapplies all or any portion of the
Security



Deposit. Lessee shall within 10 days after writequest therefor deposit monies with Lessor sefficto restore said Security Deposit to the
full amount required by this Lease. If the Base tRecreases during the term of this Lease, Lessalt sipon written request from Lessor,
deposit additional monies with Lessor so that thaltamount of the Security Deposit shall at alids bear the same proportion to the
increased Base Rent as the initial Security Defasi to the Initial Base Rent. Should the Agresd be amended to accommodate a ma
change in the business of Lessee or to accommadaiblessee or assignee, Lessor shall have thdaigiitrease the Security Deposit to the
extent necessary, in Lessor's reasonable judgtoeatcount for any increased wear and tear tha®tbmises may suffer as a result therec

a change in control of Lessee occurs during thesseeand following such change the financial coonlitf Lassos Is, in Lessor's reasonable
judgment, significantly reduced. Lessee shell deposh additional monies with Lessor as shall iiffigent to cause the Security Deposit
be et a commercially reasonable level based on chahge in financial condition. Lessor shall notéguired to keep the Security Deposit
separate from its general accounts. Within 14 ddtgs the expiration or termination of this Leal$é,essor elects to apply the Security
Deposit only to unpaid Rent, and otherwise witHindays after the Premises have been vacated pttsudaragraph 7.4(c) below. Lessor
shall return that portion of the Security Deposit nsed or applied by Lessor. No part of the Seclréposit -Shall be considered to be held
In trust, to bear interest or to be prepaymentfor monies to be paid by Lessee under this Lease.

6. USE.

6.1 USE. Lessee shall use and occupy the Premidgd@ the Agreed Use, or any other legal use Wligcreasonably comparable thereto,
and for no other purpose. Lessee shall not useronipthe use of the Premises in a manner thatlaadul, creates damage. Waste or a
nuisance, or that disturbs occupants of or causesmde to neighboring premises or properties. Lesslt not unreasonably withhold or
delay its consent to any written request for a riiation of the Agreed Use, so tong as the samlenatlimpair the structural integrity of the
improvements on the Premises or the mechanicdéotrieal systems therein, and/or is not signifitamore burdensome to the Premises. If
Lessor elects to withhold consent, Lessor shatiwi? days after such request give written notif@aof same. which notice shall Include an
explanation of Lessors objections to the changbdmgreed Use.

6.2 HAZARDOUS SUBSTANCES

(a) REPORTABLE USES REQUIRE CONSENT. The term "Hdras Substance" as used In this Lease shall mmsapraduct, substance,
waste whose presence, use, manufacture, disp@sapbrtation, or release, either by Itself orambination with other materials expected to
be on the Premises, Is either: (i) potentially iiigus to the public health, safety or welfare, ém@ironment or the Premises, (ii) regulated or
monitored by any governmental authority, or

(iii) a basis for potential liability of Lessor By governmental agency or third party under ampficgble statute or Common law theory.
Hazardous Substances shall include, but not béeléhto, hydrocarbons, petroleum, gasoline, andiodecoil or any products, by-products or
fractions thereof. Lessee shall not engage In atiyity In or on the Promises which constitutesepBrtable Use of Hazardous Substances
without the express prior written consent of Lessmd timely compliance (at Lessee's expense) Withpplicable Requirements. "Reportal
Use" shall moan (i) the installation or use of atwpve or below ground storage tank, (ii) the



generation, possession, storage, use, transpaortatiaisposal of a Hazardous Substance that regjaipermit from, or with respect to whic
report, notice, registration or business plan égaired to be tiled with, any governmental authqritgd/or (iii) the presence at the Premises
Hazardous Substance with respect to which any Aablé Requirements requires that a notice be divpersons entering or occupying the
Premises or neighboring properties. Notwithstandiegforegoing. Lessee may use any ordinary anbcissy materials reasonably required
to be used In the normal course of the Agreed Eségng as such use is in compliance with all Agaidle Requirements, is not a Reportable
Use, and does not expose the Premises or neigigbnaperty to any meaningful risk of contaminat@rdamage or expose Lessor to any
liability therefor. In addition, Lessor may conditi its consent to any Reportable Use upon recestirety additional assurances as Lessor
reasonably deems necessary to protect itself,ubhkcpthe Premises and/or the environment agaiastage, contamination. Injury and/or
liability, including, but not limited to. the indtation (and removal on or before Lease expiratiotermination) of protective modifications
(such as concrete encasements) and/or increasrigetturity Deposit.

(b) DUTY TO INFORM LESSOR. If Lessee knows. or maasonable cause to believe, that a Hazardousdhgleshas come to be located in,
on, under or about the Premises. other than asously consented to by Lessor. Lessee shall imnggigive written notice of such fact to
Lessor, and provide Lessor with a copy of any repatice, claim or other documentation which I$ liencerning the presence of such
Hazardous Substance.

(c) LESSEE REMEDIATION. Lessee shall not causeamyt any Hazardous Substance to be spilled oasel# In, on, under, or about the
Premises (including through the plumbing or sapismwer system) and shall promptly, at Lessee'sresq) take all investigatory and/or
remedial action reasonably recommended, whetheotoiormally ordered or required, for the cleantipumy contamination of, and for the
maintenance, security and/or monitoring of the Rsemor neighboring properties, that was causedaterially contributed to by Lessee, or
pertaining to or Involving any Hazardous Substdmoeight onto the Premises during the term of tieiade, by or for Lessee, or any third

party.

(d) LOSSES INDEMNIFICATION. Lessee shall indemnitiefend and hold Lessor, Its agents, employeedeterand ground lessor, if any,
harmless from and against any and 211 loss of eantt#5or damages, liabilities, judgments, claimpemses, penalties, and attorneys' and
consultants' fees arising out of or involving argzidrdous Substance brought onto the Premisesfoy bessee, or any third party (provided,
however, that Lessee shall have no liability urtder Lease with respect to underground migratioaryf Hazardous Substance under the
Promises from areas outside of the Project). Lessddigations shall include, but not be limitedttoe effects of any contamination or injury
to person, property or the environment creatediffesed by Lessee, and the cost of investigatiemaval, remediation, restoration and/or
abatement, and shall survive the expiration or iteation of this Lease. No termination, cancellatisirelease agreement entered into by
Lessor and Lessee shall release Lessee from itgatibhs under this Lease with respect to Hazar@uisstances, unless specifically so
agreed by Lessor in writing at the time of sucteagrent.

(e) LESSOR INDEMNIFICATION. Lessor and Its succassand assigns shall indemnify, defend,



reimburse and hold Lessee, its employees and lendammless from and against any and all envirotahelamages, Including the cost of
remediation, which existed as a result of Hazar®ulsstances on the Premises prior to the Start@atdich are caused by the gross
negligence or willful misconduct of Lessor, its atgeor employees. Lessors obligations, as and wdaurired by the Applicable
Requirements, shall include, but not be limitedthe, cost of investigation, removal, remediati@storation and/or abatement, and shall
survive the expiration or termination of this Lease

(f) INVESTIGATIONS AND REMEDIATIONS. Lessor shalktain the responsibility and pay for any invesimat or remediation measures
required by governmental entities having jurisdictwith respect to the existence of Hazardous @nbst on the Premises prior to the Start
Data, unless such remediation measure is requiredasult of Lessee's use (including "Alteratipas'defined in paragraph 7.3(a) below) of
the Premises. in which event Lessee shall be referfor such payment. Lessee shall cooperatg falany such activities at the request of
Lessor, including allowing Lessor and Lessor's éggmhave reasonable access to the Premisessahedde times in order to carry out
Lessor's investigative and remedial responsilslitie

(g) LESSOR TERMINATION OPTION. If a Hazardous Subyste Condition (see Paragraph 9.1(e)) occurs dtimmgerm of this Lease,
unless Lessee Is legally responsible therefor fiickvcase Lessee shall make the Investigation emédiation thereof required by the
Applicable Requirements and this Lease shall caetin full force and effect, but subject to Lessoights under Paragraph 6.2(d) and
Paragraph 13), Lessor may, at Lessor's optiorgrefthinvestigate and remediate such Hazardoust8obe Condition, if required, as soon as
reasonably possible at Lessor's expense, in whviehtehis Lease shall continue In fun force aneédffor (ii) If the estimated cost to
remediate such condition exceeds 12 times therti@rthly Base Rent or $100,000, whichever Is greatee written notice to Lessee, within
30 days after receipt by Lessor of knowledge ofabeurrence of such Hazardous Substance Conddfdressor's desire to terminate this
Lease as of the date 60 days following the datiolh notice. In 'the event Lessor elects to giterrmination notice, Lessee may, within 10
days thereafter, give written notice to Lessor e$see's commitment to pay the amount by whichdbkeaf the remediation of such
Hazardous Substance Condition exceeds an amoualtteql? times the then monthly Base Rent or $X@0),Whichever is greater. Lessee
shall provide Lessor with said funds or satisfacessurance thereof within 30 days following sustmmitment. In Such event, this Lease
shall continue In full force and effect, and Lessball proceed to make such remediation as soogaasnably possible after the required
funds are available, If Lessee does not give soticenand provide the required funds or assurameeof within the time provided, this Le:
shall terminate as of the date specified in Lessuatice of termination, 6.3 Lessee's Compliandh wpplicable Requirements. Except as
otherwise provided In this Lease. Lessee shalleasee's sole expense, fully, diligently and imeelty manner, materially comply with all
Applicable Requirements, the requirements of ampfiegble fire Insurance underwriter or rating bureand the recommendations of Lessor's
engineers and/or consultants which relate In anymaato the Promises, without regard to whethet ssquirements are now in effect or
become effective after the Start Data_ Lessee,shiglin 10 days after receipt of Lessor's writtequest. provide Lessor with copies of all
permits and other documents, and other informatiodencing Lessee's compliance with any Applic&t#guirements specified by Lessor,
and shall immediately upon receipt, notify Lessowriting (with copies of any



documents involved) of any threatened or actuahglaotice, citation, warning. complaint or reppértaining to or Involving the failure of
Lessee or the Promises to comply with any Applieadquirements.

6.4 INSPECTION; COMPLIANCE. Lessor and Lessor'&riter” (as defined In Paragraph 30) and consul&at have the right to enter
into Promises at any time, in the case of an enmesgeand otherwise at reasonable times, for thpgag of inspecting the condition of the
Premises and for verifying compliance by Lesseé wiis Lease. The cost of any such Inspectiond bhglaid by Lessor, unless a violation
of Applicable Requirements, or a contaminatiorolsnd to exist or be imminent, or the Inspectiorelguested or ordered by a governmental
authority. In such case, Lessee shall upon regagsburse Lessor for the Cost of such Inspectiodpsg as such Inspection is reasonably
related to the violation or contamination.

7. MAINTENANCE; REPAIRS; UTILITY INSTALLATIONS; TRADE FIXTURES AND ALTERATIONS,
7.1 LESSEE'S OBLIGATIONS.

(a) IN GENERAL. Subject to the provisions of Pagggr 2.2 (Condition), 2.3 (Compliance). 6.3 (Less€dmpliance with Applicable
Requirements), 7.2 (Lessor's Obligations), 9 (DamagDestruction), and 14 (Condemnation), Lessa#, gl Lessee's sole expense, keep the
Premises, Utility Installations (intended for Les'seexclusive use, no matter where located), atetalons In good order, condition and
repair (whether or not the portion of the Premisegiiring repairs, or the means of repairing thaesaare reasonably or readily accessible to
Lessee, and whether or not the need for such sepagurs as a result of Lessee's use, any priptheselements or the age of such portion of
the Premises), including, but not limited to, augment or facilities, such as plumbing, HVAC quuent, electrical, lighting facilities,

boilers, pressure vessels, fixtures, interior watiterior surfaces of exterior walls, ceilinggdts, windows, doors, plate glass, and skylights
but excluding any Items which are the responsibditLessor pursuant to Paragraph 7.2 Lessee,dpikg the Promises In good order,
condition and repair, shall exercise and performdgmaintenance practices, specifically Including phocurement and maintenance of the
service contracts required by Paragraph 7.1(bMbdlessee's obligations shall Include restoratiogslacements or renewals when necessary
to keep the Premises and all Improvements therearpart thereof in good order, condition and stéitespair.

(b) SERVICE CONTRACTS. Lessee shall, at Lessedésesqpense, procure and maintain contracts, wigliesato Lessor, In customary form
and substance for, and with contractors specigliaimd experienced in the maintenance of the foligwiquipment and improvements, If any,
if and when installed on the Premises: (i) HVAC ipquent, (ii) boiler and pressure vessels, (iiiyiflars. and (iv) any other equipment. if
reasonably required by Lessor. However, Lessorvesdhe right, upon notice to Lessee, to procaceraaintain any or all of such service
contracts, and if Lessor so elects, Lessee shalbrgse Lessor, upon demand, for the cost thereof.

(c) FAILURE TO PERFORM. If Lessee fails to perfotrassee's obligations under this Paragraph 7.1pk@say enter upon the Premises
after 10 days' prior written notice to Losses (g@tde the case of an emergency, in which case tiosshall be required). perform such
obligations on



Lessee's behalf, and put the Promises In good ,ardedition and repair, and Lessee shall promgiimburse Lessor for the cost thereof.

(d) REPLACEMENT. Subject to Lessee's indemnificatid Lessor as set forth in Paragraph 8.7 below vaithout relieving Lessee of

liability resulting from Lessee's failure to exeeiand perform good maintenance practices. Ifean tescribed In Paragraph 7.1(b) cannot be
repaired other than at a cost which Is in exce$9&6 Of the cost of replacing such item. then dtmin shall be replaced by Lessor, and the
cost thereof shall be prorated between the Paatidd essee shall only be obligated to pay, eachhrauring the remainder of the term of
Lease, on the date on which Base Rent is due, anm@requal to the product of multiplying the cosoch replacement by a fraction, the
numerator of which Is one, and the denominator tutivis 144 (i.e. 1/144th of the cost per monttessee shall pay Interest on the
unamortized balance at a rate that is commeraialigonable in the judgment of Lessor's accounthassee may, however, prepay its
obligation et any time.

7.2 LESSOR'S OBLIGATIONS. Subject to the provisiafi$?aragraphs 2.2 (Condition), 2.3 (Complianced),(€ommon Area Operating
Expenses), 6 (Use).

7.1 (Lessee's Obligations), 9 (Damage or Destmrtod 14 (Condemnation), Lessor, subject to remsdraent pursuant to Paragraph 4.2,
shall keep in good order, condition and repairftmdations, exterior walls, structural conditidnrderior bearing walls, exterior roof, fire
sprinkler system, Common Area fire alarm and/or leengetection systems, fire hydrants, parking tkways, parkways, driveways,
landscaping, fences, signs and utility systemsisgithe Common Areas and all parts thereof, as agefiroviding the services for which th
is a Common Area Operating Expense pursuant tagRaph 42 Lessor shall not be obligated to paingttterior or interior surfaces of
exterior walls nor shall Lessor be obligated tomtain. repair or replace windows, doors or plassglof the Premises. Lessee expressly
waives the benefit of any statute now or heredftaffect to the extent it is inconsistent with tkems of this Lease.

7.3 UTILITY INSTALLATIONS; TRADE FIXTURES; ALTERATIONS.

(a) DEFINITIONS. The term "Utility Installations'efers to all floor and window coverings, air linpswer panels, electrical distribution,
security and fire protection systems, communicasipstems, lighting fixtures, HYAC equipment, plumdj and fencing In or on the
Premises. The term "Trade Fixtures" shall meande&ssnachinery and equipment that can be remowbdutidoing material damage to the
Promises. The term 'Alterations" shall mean anyifraadion of the improvements, other than Utilitystallations or Trade Fixtures, whether
by addition or deletion. "Lasses Owned Alteratiang/or Utility Installations” are defined as Altéoms and/or Utility Installations made by
Lessee that are not yet owned by Lessor pursuddragraph 7.4(a).

(b) CONSENT. Lessee shall not make any Alteratmmitility Installations to the Promises withoutdser's prior written consent. Lessee
may, however, make non-structural Utility Instatias to the Interior of the Promises (excluding ithef) without such consent but upon
notice to Lessor, as long as they are riot visitden the outside, do not Involve puncturing, relireg or removing the roof or any existing
walls, and the cumulative cost thereof during ttéase as extended does not exceed a sum equaldotB's Base Rent in the aggregate or a
sum



equal to one month's Base Rent in any one yeawiltstanding the foregoing, Lessee shall not makgeomit any roof penetrations and/or
install anything on the roof without the prior vieih approval of Lessor. Lessor may, as a precamditi granting such approval, require
Lessee to utilize a contractor chosen and/or agorty Lessor. Any Alterations or Utility Installatis that Lessee shall desire to make and
which require the consent of the Lessor shall lesgmted to Lessor In written form with detailedhglaConsent shall be deemed conditioned
upon Lessee's: (i) acquiring all applicable govezntal permits,

(i) furnishing Lessor with copies of both the pésrand the plans and specifications prior to comreenent of the work, and (iii) compliance
with all conditions of said permits and other Applble Requirements In a prompt and expeditious eramy Alterations or Utility
Installations shall be performed in a workmanlikermer with good and sufficient materials. Lessed giInomptly upon completion furnish
Lessor with as-built plans and specifications_ Work which costs an amount in excess of one moBidse Rent, Lessor may condition its
consent upon Lessee providing a [(on and compléttond in an amount equal to 150% of the estimatstiaf such Alteration or Utility
Installation and/or upon Lessee's posting an adtitiSecurity Deposit with Lessor.

(c) INDEMNIFICATION. Lessee shall pay, when dud.cims for labor or materials furnished or alldge have been furnished to or for
Lessee at or for use on the Premises, which clamnsr may be secured by any mechanic's or matestés lien against the Premises or any
Interest therein. Lessee shall give Lessor nottlees 10 days notice prior to the commencemenhgfnork in, on or about the Premises, and
Lessor shall have the right to post notices of responsibility. If Lessee shall contest the vajidif any such lien, claim or demand, then
Lessee shall, at its sole expense defend and pitself, Lessor and the Premises against the gardeshall pay and satisfy any such adverse
judgment that may be rendered thereon before tforeament thereof. If Lessor shall require, Lessieall furnish a surety bond in an amo
equal to 150% of the amount of such contested tilim or demand, indemnifying Lessor against ligbfor the same. If Lessor elects to
participate in any such action, Lessee shall pastes attorneys' fees and coats.

7.4 OWNERSHIP; REMOVAL; SURRENDER; AND RESTORATION,

(a) OWNERSHIP. Subject to Lessor's right to requér@oval or elect ownership as hereinafter provi@édAlterations and Utility
Installations made by Lasses shall be the promdrtyessee, but considered a part of the Premisessdr may, at any time, alert in writing to
be the owner of all or any specified part of thedee Owned Alterations and Utility Installationsiléss otherwise Instructed per paragraph
7.4(b) hereof, all Lessee Owned Alterations anditytinstallations shall, at the expiration or temation of this Lease, become the propert
Lessor and be surrendered by Lessee with the peemis

(b) REMOVAL. By delivery to Lessee of written nadiédrom Lessor not earlier than 90 and not laten 8@ days prior to the end of the term
of this Lease, Lessor may require that any or efidee Owned Alterations or Utility Installationsrbenoved by the expiration or termination
of this Lease. Lessor may require the removal wtiame of all or any part of any Lessee Owned Altems or Utility Installations made
without the required consent.

(c) SURRENDER, RESTORATION. Lessee shall surretlderPremises by the Expiration Date or



any earlier termination date, with all of the impements, parts and surfaces thereof broom cleafreaaf debris, and in good operating
order, condition and state of repair, ordinary wezaat tear excepted. Ordinary wear and tear" sloglinclude any damage or deterioration
would have been prevented by good maintenanceiggabtotwithstanding the foregoing, if this Leasddr 12 months or less, then Lessee
shall surrender the Premises In the same condiSatelivered to Lessee on the Start Date with N@vahce for ordinary wear and tear.
Lessee shall repair any damage occasioned by stalation, maintenance or removal of Trade Fixduteessee owned Alterations and/or
Utility Installations, furnishings, and equipmesstwaall as the removal of any storage tank Instaiedr for Lessee. Lessee shall also
completely remove from the Promises any and alldrf#aus Substances brought onto the Premises loy be§see, or any third party (except
Hazardous Substances which were deposited via grmierd migration from areas outside of the Projee8n if such removal would require
Lessee to perform or pay for work that exceedsi&igt requirements. Trade Fixtures shall remainpitoperty of Lessen and shall be
removed by Lessee. The failure by Lessee to timatate the Premises pursuant to this Paragrapt) without the express written consent
of Lessor shall constitute a holdover under thevigions of Paragraph 26 below.

8. INSURANCE; INDEMNITY.
8.1 PAYMENT OF PREMIUM INCREASES

(a) As used herein, the term 'insurance Cost Isefels defined as any increase In the actual dasiednsurance applicable to the Building
and/or the Project and required to be carried kssbe pursuant to Paragraphs 6.2(b). 8.3(a) arfd)8(3Required Insurance"), over and
above the Base Premium, as hereinafter definedylea¢d on an annual basis. Insurance Cost Incefagkinclude, but not be limited to,
requirements of the holder of a mortgage or deddust covering the Premises, Building and/or Ripjmcreased valuation of the Premises.
Building and/or Project, and/or a general premiate increase. The term Insurance Cost Increasenstiahowever, Include any premium
increases resulting from the nature of the occupafany other tenant of the Building. If the pastiinsert a dollar amount in Paragraph 1.9,
such amount shall be considered the "Base Premiline'Base Premium shall be the annual premium egipb to the 12 month period
Immediately preceding the Start Date. If, howetss, Project was not insured for the entirety otstiz2 month period, then the Base Prem
shall be the lowest annual premium reasonably oabédé for the Required Insurance as of the Stae,Re&suming the most nominal use
possible of the Building. In no event, however,lkhassee be responsible for any portion of thenpuen cost attributable to liability
insurance coverage in excess of $2,000,000 proeurddr Paragraph 8.2(b).

(b) Losses shall pay any Insurance Cost Increakedsor pursuant to Paragraph
4.2. Premiums for policy periods commencing prardr extending beyond, the term of this Leasel sleaprorated to coincide with the
corresponding Start Date or Expiration Date.

8.2 LIABILITY INSURANCE.

(a) CARRIED BY LESSEE. Lessee shall obtain and Keeprce a Commercial General Liability policy iosurance protecting Lessee and
Lessor as an additional Insured against claimbddily Injury, personal injury and property damdogesed upon or arising out of the



ownership, use, occupancy or maintenance of thmiBes and all areas appurtenant thereto. Suchanseiishall be on an occurrence basis
providing single limit coverage in an amount natsi¢han $1,000,000 per occurrence with an annggeggte of not less than $2,000,000, an
"Additional Insured-Managers or Lessors of PromiEedorsement' and contain the "Amendment of thtutfah Exclusion Endorsement” for
damage caused by heat, smoke or fumes from adéistil The policy shall not contain any intra-irsdl exclusions as between insured
persons or organizations, but shall Include covefagliability assumed under this Lease as anufies contract” for the performance of
Lessee's indemnity obligations under this Lease.lifhits of said insurance shall not, however, tithe liability of Lessee nor relieve Lessee
of any obligation hereunder. All Insurance Cariigd_essee shall be primary to and not contributeitit any similar Insurance carried by
Lessor. whose insurance shall be considered ektassmance only.

(b) CARRIED BY LESSOR. Lessor shall maintain lidtgillnsurance as described in Paragraph 8.2(a)ddition to, and not In lieu of, the
Insurance required to be maintained by Losses.deesisell not be named as an additional Insuredither

8.3 PROPERTY INSURANCE - BUILDING, IMPROVEMENTS ANBENTAL VALUE.

(a) BUILDING AND IMPROVEMENTS. Lessor shall obtaand keep in force a policy or policies of Insuraimcéhe name of Lesser. with
loss payable to Lessor, any ground-lessor, andytd_ander Insuring loss or damage to the PremiBas.amount of such Insurance shall be
equal to the full replacement cost of the Promiasghe same shall exist from time to time, oratmunt required by any Lender, but In no
event more than the commercially reasonable anidbéla Insurable value thereof. Lessee Owned Afigna and Utility Installations, Trade
Fixtures, and Lessee's personal property shalhsgréd by Losses under Paragraph 8.4. If the cgeésaavailable and Commercially
appropriate, such policy or policies shall insugaiast all risks of direct physical loss or damégecept the perils of flood and/or earthquake
unless required by a Lander), including coveragealébris removal and the enforcement of any Applie&equirements requiring the
upgrading, demolition, reconstruction or replacetrdrany portion of the Promises as the result obeered loss. Said policy or policies shall
also contain an agreed valuation provision In 6&éany coinsurance clause, waiver of subrogatiod,iaflation guard protection causing an
Increase In the annual property insurance covexagrint by a factor of not lass than the adjust&l Department of Labor Consumer Price
Index for All Urban Consumers for the city neatesivhere the Premises are located. If such inseraacerage has a deductible clause, the
deductible amount shall not exceed $1,000 per oecae.

(b) RENTAL VALUE. Lessor shall also obtain and keegorce a policy or policies In the name of Lasaith loss payable to Lessor and
Lender, Insuring the loss of the full Rent for grear with an extended period of indemnity for adidnal 180 days ("Rental Value
Insurance"). Said insurance shall contain an agvakdtion provision In lieu of any coinsuranceuda. and the amount of coverage shall be
adjusted annually to reflect the projected Ren¢wtiise payable by Lessee, for the next 12 montiogher

(c) ADJACENT PROMISES. Lessee shall pay for anydase in the premiums for the property insurandeeBuilding and for the
Common Areas or other buildings In the Projectitls



increase is caused by Lesses's acts, omissionsr oseupancy of the Premises.

(d) LESSEE'S IMPROVEMENTS. Since Lessor Is the timguParty, Lessor shall not be required to Indiessee Owned Alterations and
Utility Installations unless the item in questioastbecome the property of Lessor under the terrttif ease.

8.4 LESSEE'S PROPERTY; BUSINESS INTERRUPTION INSWNRZE.

(a) PROPERTY DAMAGE Lessee shall obtain and mamiasurance coverage on all of Lessee's persoopepy, Trade Fixtures, and
Lessee Owned Alterations and Utility InstallatioSsich insurance shall be full replacement costremeewith a deductible of not to exceed
$1,000 per occurrence. The proceeds firm any sumlr&nce shall be used by Lessee for the replaceshparsonal property, Trade Fixtures
and Lessee Owned Alterations and Utility Instatlasi. Lessee shall provide Lessor with written evagethat such Insurance Is In force.

(b) BUSINESS INTERRUPTION. Lessee shall obtain arantain loss of Income and extra expense insuramamounts as will reimburse
Lessee for direct or indirect loss of earningsiaitable to ell perils commonly insured againsipbydent lessees in the business of Lessee or
attributable to prevention of access to the Presmasea result of such perils.

(c) NO REPRESENTATION OF ADEQUATE COVERAGE. Lessonakes no representation that the limits or formsoserage of insurance
specified herein are adequate to cover Lesseg&ryo business operations or obligations underltbase.

8.5 INSURANCE POLICIES. Insurance required herdiallsbe by companies duly licensed or admitteddagact business in the state wt
the Premises are located, and maintaining duriegtticy term a "General Policyholders Rating" bleast G-, V. as set forth in the most
current issue of Beat's Insurance Guide', or stiobraating as may be required by a Lender. Leskak not do or permit to be done anything
which invalidates the required insurance policiesssee shall, prior to the Start Date, deliverégdor certified copies of policies of such
insurance or certificates evidencing the existeammtamounts of the required insurance. No sucleyshall be Cancelable or subject to
modification except after 30 days prior writteninetto Lessor. Lessee shall, at least 30 days fwitite expiration of such policies, furnish
Lessor with evidence of renewals or "insurance distevidencing renewal thereof, or Lessor mayrosdeh insurance and charge the cost
thereof to Lessee, which amount shall be payabledsgee to Lessor upon demand. Such policiesIsbddr a term of at least one year, or
length of the remaining term of this Lease, whiadg less. If either Party shall fail to procurelanaintain the Insurance required to be
carried by It, the other Party may, but shall neréquired to, procure and maintain the same.

8.6 WAIVER OF SUBROGATION. Without affecting anyhatr rights or remedies. Lessee and Lessor eachyheskease and relieve the
other, and waive their entire right to recover dgasaagainst the other, for loss of or damage tpréiperty arising out of or Incident to the
perils required to be Insured against herein. Tfextof such releases and waivers Is not limitgdHg amount of Insurance carried or
required, or by any deductibles applicable herEh® Parties agree to have their respective proparyage Insurance carriers Waive any
to subrogation



that such companies may have against Lessor oeégas the case may be, so long as the Insuranog Iisvalidated thereby.

8.7 INDEMNITY. Except for Lessor's gross negligemceavillful misconduct, Lessee shall indemnify, f@et, defend and hold harmless the
Premises, Lessor and its agents, Lessor's masteownd lessor, partners and Lenders, from anchagany and all claims, loss of rents
and/or damages, liens, judgments, penalties, &ystand consultants' fees, expenses and/or fiabilirising out of, involving, or in
connection with, the use and/or occupancy of tleeries by Lessee. If any action or proceedingasdit against Lessor by reason of any of
the foregoing matters, Losses shall upon noticerdbthe same at Lessee's expense by counsel rbssaidgsfactory to Lessor and Lessor
shall cooperate with Lessee In such defense. Lessmt not have first paid any such claim in orddre defended or indemnified.

8.8 EXEMPTION OF LESSOR FROM LIABILITY. Lessor shaibt be liable for injury or damage to the persmrgoods, wares,
merchandise or other property of Lessee, Lessegfogees, contractors, invitees, customers, oratingr person In or about the Premises,
whether such damage or Injury is caused by or tefuam fire, steam, electricity, gas, water onrair from the breakage, leakage, obstruc
or other defects of pipes, fire sprinklers, wirggpliances, plumbing, HVAC or lighting fixtures, foom any other cause. whether the said
Injury or damage results from conditions arisingmphe Premises or upon other portions of the Bhgldor from other sources or places.
Lessor shall not be liable for any damages arifiimigp any act or neglect of any other tenant of bes®r from the failure of Lessor to enfo
the provisions of any other lease In the Projedinitbstanding Lessor's negligence or breach oflte&se, Lessor shall under no
circumstances be liable for Injury to Lessee'stess or for any loss of income or profit therefrom.

9. DAMAGE OR DESTRUCTION.
9.1 DEFINITIONS,

(&) "Premises Partial Damage" shall mean damagesiruction to the Improvements on the Promisé®rahan Lessee Owned Alterations
and Utility Installations, which can reasonablyrbpaired In 3 months or less from the data of dmaabe or destruction, and the cost thereof
does not exceed a sum equal to 6 month's BaselLRsstr shall notify Lessee In writing within 30 ddyom the date of the damage or
destruction as to whether or not the damage isdPartTotal.

(b) "Premises Total Destruction" shall mean danmaggestruction to the improvements on the Premistber than Lessee Owned Alterations
and Utility Installations and Trade Fixtures, whizdmnot reasonably be repaired In 3 months orftessthe date of the damage or destruc
and/or the cost thereof exceeds a sum equal tonBh'sBase Rent Lessor shall notify Lessee In mgitvithin 30 days from the date 'of the
damage or destruction as to whether or not the dansaPartial or Total.

(c) "Insured Loss" shall mean damage or destrucidmprovements on the Premises, other than Le3saed Alterations and Utility
Installations and Trade Fixtures, which was caumsedn event required to be covered by the insurdeseribed In Paragraph 8.3(a),
irrespective of



any deductible amounts or coverage limits Involved.

(d) "Replacement Cost" shall mean the cost to repaiebuild the Improvements owned by Lessor attitme of the occurrence to their
condition existing Immediately prior thereto, inding demolition, debris removal and upgrading regpliby the operation of Applicable
Requirements, and without deduction for depreaigatio

(e) "Hazardous Substance Condition" shall meamdticerrrence or discovery of a condition Involving tfiresence of, or a contamination by, a
Hazardous Substance as defined In Paragraph 8r(a), or under the Premises.

9.2 PARTIAL DAMAGE - Insured Loss. If a Premisesffad Damage that is an Insured Loss occurs, thessar shall, at Lessor's' expense.
repair such damage (but not Lessee's Trade Fixturesssee Owned Alterations and Utility Instathas) as soon as reasonably possible and
this Lease shall continue In full force and effgmyvided, however, that Lessee shall, at Lassleeti@n, make the repair of any damage or
destruction the total cost to repair of which isSOE® or less, and, in such event, Lessor shall raakeapplicable Insurance proceeds available
to Lessee an a reasonable basis for that purpadeitNstanding the foregoing, if the required Iresure was not In force or the Insurance
proceeds are not sufficient to effect such repae Insuring Party shall promptly contribute thersage In proceeds as and when required to
complete said repairs. In the event, however, shdntage was due to the fact that, by reason dinitgie nature of the improvements, full
replacement coat insurance coverage was not corathgreasonable and available, Lessor shall havebiigation to pay for the shortage in
Insurance proceeds or to fully restore the uniqeeets of the Promises unless Lessee providesibwibhahe funds to cover same, or
adequate assurance thereof, within 10 days follgwaéceipt of Written notice of such shortage amgliest therefor. If Lessor receives said
funds or adequate assurance thereof within saithy(eriod, the party responsible for making thmaie shall complete them as soon as
reasonably possible and this Lease shall remdiliforce and effect. If such funds or assuranaeret received, Lessor may nevertheless
elect by written notice to Lessee within 10 paysrdafter to: (i) make such restoration and repmis @ommercially reasonable with Lessor
paying any shortage in proceeds, In which casd #dse shall remain In full force and effect, or

(il) have this Lease terminate 30 days thereaftessee shall not be entitled to reimbursement pffands contributed by Lessee to repair any
such damage or destruction. Promises Partial Damhagi¢o flood or earthquake shall be subject tagraph 9.3, notwithstanding that there
may be some Insurance coverage, but the net precdechy ouch insurance shall be made availablehtorepairs if made by either Party.

9.3 PARTIAL DAMAGE - UNINSURED LOSS__ If a Premis@srtial Damage that Is not an Insured Loss occuniess caused by a
negligent or willful act of Lessee (in which evémssee shall make the repairs at Lessee's expéesspr may either ()) repair such damage
as soon as reasonably possible at Lessors expemngeich event this Lease shall continue In fulide and effect, or (li) terminate this Lease
by giving written notice to Lessee within 30 dajteareceipt by Lessor of knowledge of the occucesnf such damage. Such termination
shall be effective 60 days following the date aftsaotice. In the event Lessor elects to termitfdteLease, Lessee shall have the right wi
10 days after receipt of the termination noticgit@ written notice to Lessor or Lessee's commitnb@ipay for the repair of such damage
without



reimbursement from Lessor. Lessee shall providsdewith said funds or satisfactory assurance tiaigthin 30 days after making such
commitment. In such event this Lease shell contindell force and effect, and Lessor shall procéethake such repairs as soon as
reasonably possible after the required funds aadable. If Lessee does not make the required camenit, this Lease shall terminate as of
the date specified in the termination notice.

9.4 Total Destruction. Notwithstanding any otheyision hereof, if a Premises Total Destructionwscthis Lease shall terminate 60 days
following such Destruction. If the damage or dedinn was caused by the gross negligence or witifisiconduct of Lessee, Lessor shall r
the right to recover Lessor's damages from Lessae®pt as provided in Paragraph 8.6.

9.5 Damage Near End of Term. If at any time duthrglast B months of this Lease there Is damage/ffiich the cost to repair exceeds one
month's Base Rent, whether or not an Insured LLeesssor may terminate this Lease effective 60 dalyswing the date of occurrence of such
damage by giving a written termination notice tesee within 30 days after the date of occurrencaiclfi damage. Notwithstanding the
foregoing. if Lessee at that time has an exeraisaption to extend this Lease or to purchase tbmRes, then Lessee may preserve this
Lease by, (a) exercising such option and (b) piagidlessor with any shortage in Insurance procé@dsadequate assurance thereof) needed
to make the repairs on or before the earlier ah@)date which is 10 days after Lessee's recéiptgsor's written notice purporting to
terminate this Lease, or (Il) the day prior to ttaee upon which such option expires. If Lessee dubrcises such option during such period
and provides Lessor with funds (or adequate asserdmereof) to cover any shortage in insurancegads, Lessor shall, at Lessors
commercially reasonable expense, repair such daasmgeon as reasonably possible and this Leadecehtihue In full force and affect. If
Losses fails to exercise such option and providé $unds or assurance during such period, therL#ase shall terminate on the date
specified In the termination notice and Lessest®oshall be extinguished.

9.6 ABATEMENT OF RENT; LESSEE'S REMEDIES.

(2) ABATEMENT In the event of Premises Partial Dgmar Premises Total Destruction or a Hazardoust@abe Condition for which
Lessee is not responsible under this Lease, thegRenable by Lessee for the period required forrdpair, remediation or restoration of such
damage shall be abated in proportion to the detgrednich Lessee's use of the Premises is impdingichot to exceed the proceeds received
from the Rental Value Insurance. All other obligas of Lessee hereunder shall be performed by eease Lessor shall have no liability for
any such damage, destruction, remediation. repa@storation except as provided herein.

(b) REMEDIES. If Lessor shall be obligated to regairestore the Premises and does not commenassubstantial and meaningful way,
such repair or restoration within 90 days afterhsoigligation shall accrue. Lessee may, at any pn@ to the commencement of such repair
or restoration, give written notice to Lessor am@my Lenders of which Lessee has actual notickeséee's election to terminate this Lease
on a date not less than 60 days following the givihsuch notice. If Lessee gives such notice aioth gepair or restoration Is not commenced
within 30 days thereafter, this Lease shall tertairzes of the date specified In said notice. Itrépir or restoration is commenced within s

30 days, this Lease shall continue in full forcd affect. "Commence' shall mean either the uncadit authorization of the preparation of
the required plans, or the beginning Of the aotw@k on the Premises,



whichever first occurs.

9.7 TERMINATION; ADVANCE PAYMENTS. Upon terminatioof this Lease pursuant to Paragraph 6.2(g) OrdPaph 9, an equitable
adjustment shall be made concerning advance BastaRd any other advance payments made by Less@ssor. Lessor shall, In addition,
return to Lessee so much of Lessee's Security [teggwhas not been, or is not than required taibed by Lessor.

9.8 WAIVE STATUTES. Lessor and Lessee agree thatehms of this Lease shall govern the effect gf@gamage to or destruction of the
Premises with respect to the termination of thiadeeand hereby waive the provisions of any presefuture statute to the extent inconsistent
herewith.

10. REAL PROPERTY TAXES
10.1 DEFINITIONS.

(a) "Read Property Taxes." As used herein, the t&eal Property Taxes" shall include any form cfessment; real estate, general, special,
ordinary or extraordinary, or rental levy or taxtti@r than inheritance, personal income or estagsjaimprovement bond; and/or license fee
Imposed upon or levied against any legal or eglétatierest of Lessor in the Project. Lessors rigtdther income therefrom, and/or Lessor's
business of leasing, by any authority having tlmedior Indirect power to tax and where the fun@sgenerated with reference to the Project
address and where the proceeds so generatedl@@applied by the city, county or other local taxauthority of a jurisdiction within which
the Project is located. The term "Real PropertyeBashall also include any tax, fee, levy, assesswmrecharge, or any Increase therein.
Imposed by reason of events occurring during tha t& this Lease, including but not limited to, lzange In the ownership of the Project or
any portion thereof ore change In the improvemtrdseon.

(b) "Bass Real Property Taxes." As used hereintetira "Base Real Property Taxes" shall be the amafuReal Property Taxes, which are
assessed against the Premises, Building, Projg&@bmmon Areas in the calendar year during whichLe#mse is executed. In Calculating F
Property Taxes for any calendar year, the Reald?tpd axes for any real estate tax year shall bkitied in the calculation of Real Property
Taxes for such calendar year based upon the nunfilgerys which such calendar year and tax year hmgemmon.

10.2 PAYMENT OF TAXES Lessor shall pay the Realgemy Taxes applicable to the Project, and exceptlaerwise provided In
Paragraph 10.3, any increases in such amountdtevy®ase Real Property Taxes shall be includetidrcalculation of Common Area
Operating Expenses In accordance with the provisadriParagraph 4.2.

10.3 ADDITIONAL IMPROVEMENTS Common Area Operatifigxpenses shall not Include Real Property Taxesfsgadm the tax
assessors records and work sheets as being cauaddibional Improvements placed upon the Projgatther lessees or by Lessor for the
exclusive enjoyment of such other lessees. Nottatiting Paragraph 10.2 hereof, Lessee shall, hawpag to Lessor at the time Common
Area Operating Expenses are payable under



Paragraph 4.2, the entirety of any increase In Regberty Taxes If assessed solely by reason ef#ibns, Trade Fixtures or Utility
Installations placed upon the Premises by Lesseglogssee's request.

10.4 JOINT ASSESSMENT, If the Building Is not segtety assessed, Real Property Taxes allocatee Buhding shall be an equitable
proportion of the Real Property Taxes for all af thnd and improvements Included within the taxebassessed, such proportion to be
determined by Lessor from the respective valuatamssgned In the assessors work sheets or suchioftienation as may be reasonably
available. Lessor's reasonable determination tfieiregood faith, shall be conclusive.

10.5 PERSONAL PROPERTY TAXES. Lessee shall payrgdalelinquency all taxes assessed against amebleypon Lessee Owned
Alterations and Utility Installations, Trade Fixéas, furnishings, equipment and all personal prgpErt essee contained in the Premises.
When possible. Lessee shall cause its Lessee OMterdtions and Utility Installations. Trade Fixas, furnishings, equipment and all other
personal property to be assessed and billed sepafiaim the real property of Lessor. If any of kee's said property shall be assessed with
Lessor's real property. Lass" shall pay Lessotdkes attributable to Lessee's property within dgsdafter receipt of a written statement
setting forth the taxes applicable to Lessee'sqitgp

11. UTILITIES. Lessee shall pay for all water, dasat, light, power, telephone, trash disposalathdr utilities and services supplied to the
Premises, together with any taxes thereon. Notteitfting the provisions of Paragraph 4.2, if at timg In Lessor's sole judgment, Lessor
determines that Lessee is using a disproporticenateunt of water, electricity or other commonly metkutilities, or that Lessee Is general
such a large volume of trash as to require an @serén the size of the dumpster and/or an Incrieabe number of times per month that the
dumpster is emptied, then Lessor may Increase eissBase Rent by an amount equal to such increastsl

12. ASSIGNMENT AND SUBLETTING.
12.1 LESSOR'S CONSENT REQUIRED.

(a) Lessee shall not voluntarily or by operatiotasi assign, transfer, mortgage or encumber (cibliely. "assign or assignment”) or suble!
or any part of Lessee's Interest in this Leas@ dhé Premises without Lessors prior written cohsen

(b) A change In the control of Lessee shall contgin assignment requiring consent. The transifiea, cumulative basis, of 25% or more of
the voting control of Lessee shall constitute angiealn control for this purpose.

(c) The Involvement of Lessee or Its assets Intearysaction, or series of transactions (by way efgar, sale, acquisition, financing, transfer,
leveraged buy-out or otherwise). whether or nairenfil assignment or hypothecation of this Leadeessee's assets occurs, which results or
will result in a reduction of the Not Worth of Lessby an amount greater than 25% of such Net Wasrthwas represented at the time of the
execution Of this Lease or at the time of the most



recent assignment to which Lessor has consentex ibexists Immediately prior to-said transactonransactions constituting such
reduction, whichever was or is greater, shall besmtered an assignment of this Lease to which lraasg withhold Its consent. "Net Worth
of Lessee" shall mean the net worth of Lessee (ekalj any guarantors) established under genereflg@ed accounting principles.

(d) An assignment or subletting without consentlshaiLessor's option, be a Default curable afitatice per Paragraph 13.1(c). or a
noncurable Breach without the necessity of anyceatind grace period. If Lessor elects to treat smetpproved assignment or subletting as a
noncurable Breach. Lessor may either. (i) termitiaieLease, or (ii) upon 30 days written noticerease the monthly Be" Rent to 110% of
the Base Rent then in effect. Further, in the eeéstich Breach and rental adjustment, (i) the Ipase price of any option to purchase the
Premises held by Lessee shall be subject to simdastment to 110% of the price previously in efifand (ii) all fixed and non-fixed rental
adjustments scheduled during the remainder of dasé term shall be increased to 110% of the sobadwljusted rent

(e) Lessee's remedy for any breach of Paragrapghby2._essor shall be limited to compensatory daraamgel/or Injunctive relief.
12.2 TERMS AND CONDITIONS APPLICABLE TO ASSIGNMENAND SUBLETTING.

(a) Regardless of Lessor's consent, any assignonaabletting shall not (1) be effective withouethxpress written assumption by such
assignee or sublessee of the obligations of Laaséer this Lease, (ii) release Losses of any ofiiga hereunder, or (iii) alter the primary
liability of Lessee for the payment of Rent or fbe performance of any other obligations to begreréd by Lessee.

(b) Lessor may accept Rent or performance of Léssbéigations from any person other than Lessedipg approval or disapproval of an
assignment Neither a delay In the approval or ¢isagal of such assignment nor the acceptance of &grerformance shall constitute a
waiver or estoppel of Lessor's right to exercisedémedies for Lessee's Default or Breach.

(c) Lessor's consent to any assignment or suldestiall not constitute a consent to any subseqssignment or subletting.

(d) in the event of any Default or Breach by Les&®&ssor may proceed directly against Lessee, amardditors or anyone else responsible for
the performance of Lessee's obligations undelLi#dse, Including any assignee or subleases. Wifitstiexhausting Lessor's remedies
against any other person or entity responsiblestbez to Lessor, or any security held by Lessor.

(e) Each request for consent to an assignmentietsing shall be In writing, accompanied by Infation relevant to Lessor's determination
as to the financial and operational responsibditg appropriateness of the proposed assignee l@ssab, including but not limited to the
intended use and/or required modification of thenfiises, if any, together with a fee of $1.000 c¥ldf the current monthly Base Rent
applicable to the portion of the Premises whicthésubject of the proposed assignment or subledsehever Is greater, as



consideration for Lessor's considering and proogssiid request. Lessee agrees to provide Lesfosuch other or additional information
and/or documentation as may be reasonably requested

(f) Any assignee of, or subleases under, this Leha#, by reason of accepting such assignmentteriag Into such sublease, be deemed to
have assumed and agreed to conform and complyeaith and every term, covenant, condition and dfidigdnerein to be observed or
performed by Lessee during the term of Sold assagriror sublease, other than such obligations ascanteary to or Inconsistent with
provisions of an assignment or sublease to whigsbehas specifically consented to in writing.

12.3 ADDITIONAL TERM AND CONDITIONS APPLICABLE TO §BLETTING. The following terms and conditions shafiply to any
subletting by Lessee of all or any part of the Rseand shall be deemed Included in all sublaasdsr this Lease whether or not expressly
Incorporated therein:

(a) Lessee hereby assigns and transfers to Lelsedlassee's Interest In all Rent payable on sulylease, and Lessor may collect such Rent
and apply same toward Lessee's obligations undetéase; provided, however, that until a Breadllgitcur In the performance of Lessee's
obligations. Lessee may collect said Rent, Ledsall saot, by reason of the foregoing or any assigminof such sublease, nor by reason of the
collection of Rent, be deemed liable to the suldleder any failure of Lessee to perform and comyith any of Lessee's obligations to such
subleases. Lessee hereby irrevocably authorizedisatts any such subleases, upon receipt of déewnitotice from Lessor stating that a
Breach exists In the performance of Lessee's diiggunder this Lease, to pay to Lessor all Reetahd to become due under the sublease_
Subleases shall rely upon any such notice fromdremsd shall pay all Rents to Lessor without anjgaltion or right to Inquire as to whether
such Breach exists, notwithstanding any claim ftaasee to the contrary.

(b) In the event of a Breach by Lessee. Lessor @tays option, require subleases to attorn to dess which event Lessor shall undertake
the obligations Of the sublessor under such sublam the time of the exercise of said optionht® éxpiration of such sublease: provided.
however, Lessor shall not be liable for any prepaits or security deposit paid by such subleassadh sublessor or for any prior Defaults
or Breaches of such sublessor.

(c) Any matter requiring the consent of the sullesmder a sublease shall also require the conédmssor.
(d) No subleases shall further assign or sublairadiny part of the Promises without Lessors psiotten consent

(e) Lessor shall deliver a copy of any notice ofddét or Breach by Lessee to the sublessee, wHblshae the right to cure the Default of
Lessee within the grace period. if any, specifieduch notice. The sublessee shall have a rigigimbursement and offset from and against
Lessee for any such Defaults cured by the sublease.



13. DEFAULT,; BREACH; REMEDIES.

13.1 DEFAULT; BREACH. A "Default" Is defined as ailfire by the Lessee to comply with or perform ahyhe terms, covenants,
conditions or Rules and Regulations under this €eAs'Breach Is defined as the occurrence of onaare of the following Defaults, and the
failure of Lessee to cure such Default within applaable grace period:

(a) The abandonment of the Promises; or the vagafithe Premises without providing a commerciadigsonable level of security, or where
the coverage of the property insurance describé&hhagraph 8.3 is jeopardized as a result theoegfjthout providing reasonable assurances
to minimize potential vandalism.

(b) The failure of Lessee to make any payment aftiRe any Security Deposit required to be made égskee hereunder, whether to Lessor or
to a third party, when due, to provide reasonabidemce of insurance or surety bond, or to fuHilly obligation under this Lease which
endangers or threatens life or property, where faitiire continues for a period of 3 business dallewing written notice to Lessee.

(c) The failure by Lessee to provide () reasonatriigten evidence of compliance with Applicable Regments. (ii) the service Contracts,
(iii) the rescission of an unauthorized assignnoergubletting. (iv) an Estoppel Certificate, (Wemuested subordination, (vi) evidence
concerning any guaranty and/or Guarantor. (vii) dogument requested under Paragraph 41 (easenmmg)i) any other documentation or
information which Lessor may reasonably requiree$see under the terms of this Lease, where artyfailare continues for a period of 10
days following written notice to Lessee.

(d) A Default by Lessee as to the terms, covenaotsditions or provisions of this Lease, or of thkes adopted under Paragraph 2.9 hereof,
other than those described In subparagraphs 13(bjar (c), above, where such Default continwgsafperiod of 30 days after written noti

provided, however, that if the nature of Lesse&faDit Is such that more than 3D days are reaspmabuired for Its cure, then it shall not be
deemed to be a Breach If Lessee commences suchkvithie said 30 day period and thereafter diliggmttosecutes such cure to completion.

(e) The occurrence of any of the following evefijsthe making of any general arrangement or asségt for the benefit of creditors; (ii)
becoming a "debtor" as defined in 11 U.S.C. $10anyr successor statute thereto (unless, in theofaspetition filed against Lessee, the
same is dismissed within 60 days);

(iii) the appointment of a trustee or receiverake possession of substantially all of Lesseetta$scated at the Premises or of Lessee's
interest in this Lease, where possession is ntinebto Lessee within 30 days; or (iv) the attaehtnexecution or other judicial seizure of
substantially all of Lessee's assets located d@Ptamises or of Lessee's Interest in this Leas&revsuch seizure Is not discharged within 30
days; provided, however, in the event that any igiom of this subparagraph (a) Is contrary to apgliaable law, such provision shall be of
no force or effect, and not affect the validitytioé remaining provisions.

(f) The discovery that any financial statement estee or of any Guarantor given to Lessor was ralydalse.



(9) If the performance of Lessee's obligations wrthlis Lease Is guaranteed:

(i) the death of a Guarantor, (ii) the terminatadra Guarantors liability with respect to this Leaher than in accordance with the terms of
such guaranty, (iii) a Guarantor's becoming Insaax the subject of a bankruptcy filing, (iv) a@antor's refusal to honor the guaranty, or
(v) a Guarantor's breach of Its guaranty obligatiaran anticipatory basis, and Lessee's failurthim60 days following written notice of any
such event, to provide written alternative assugascsecurity, which, when coupled with the theistixg resources of Lessee, equals or
exceeds the combined financial resources of Lemséd¢he Guarantors that existed at the time ofwdi@t of this Lease,

13.2 REMEDIES. If Lessee fails to perform any sfaffirmative duties or obligations, within 10 dafter written notice (or in case of an
emergency, without notice). Lessor may, at itsaptperform such duty or obligation on Lessee'salfemcluding but not limited to the
obtaining of reasonably required bonds, Insuramtieips, or governmental licensee, permits or apgi The costs and expenses of any !
performance by Lessor shall be due and payablesbgde upon receipt of invoice therefor. If any khggeen to Lessor by Lessee shall not
honored by the bank upon which it Is drawn. Lesabits option, may require all future paymentbéomade by Lessee to be by cashier's
check. In the event of a Breach, Lessor may, witlvithout further notice or demand, and withoutiting Lessor in the exercise of any right
or remedy which Lessor may have by reason of suehd:

(a) Terminate Lease's right to possession of teenRes by any lawful means, in which case this ¢ shsill terminate and Lessee shall
immediately surrender possession to Lessor. In sueht Lessor shall be entitled to recover fromskees (1) the unpaid Rent which had been
earned at the time of termination;

(i) the worth at the time of award of the amouwptvthich the unpaid rent which would have been ehafter termination until the time of
award exceeds the amount of such rental losshikdt@ssee proves could have been reasonably ay¢itilethe worth at the time of award
the amount by which the unpaid rent for the balasfabe term after the time of award exceeds theuarhof such rental loss that the Lessee
proves could be reasonably avoided; and (iv) ahgraamount necessary to compensate Lessor fdreatldtriment proximately caused by the
Lessee's failure to perform its obligations undiés Lease or which in the ordinary course of thingsild be likely to result therefrom.
Including but not limited to the coat of recoveripgssession of the Promises, expenses of releltialgiding necessary renovation and
alteration of the Premises, reasonable attornegs, fand that portion of any leasing commissiod pgiLessor In connection with this Lease
applicable to the unexpired term of this Lease. Wheth at the time of award of the amount refetieeth provision (iii) of the immediately
preceding sentence shall be computed by discoustioly amount at the discount rate of the FederséiRe Bank of the District within whic
the Promises are located at the time of award @lespercent. Efforts by Lessor to mitigate damagesed by Lessee's Breach of this Lease
shall not waive Lessor's right to recover damageieuParagraph 12. If termination of this Leasebisined through the provisional remedy
of unlawful detainer. Lessor shall have the rightegcover in such proceeding any unpaid Rent anthdas as are recoverable therein, or
Lessor may reserve the right to recover all or geny thereof In a separate suit. If a notice artgiperiod required under Paragraph 13.1 was
not previously given, a notice to pay rent or goitto perform or quit given to Lessee under thiawful



detainer statute shall also constitute the noggelired by Paragraph 13.1. In such case, the appdigrace period required by Paragraph 13.1
and the unlawful detainer statute shall run coretly, and the failure of Lessee to cure the Defaithin the greater of the two such grace
periods shall constitute both an unlawful detasradt a Breach of this Lease entitling Lessor tar¢éimeedies provided for in this Lease and/or
by said statute.

(b) Continue the Lease and Lessee's right to psisseand recover the Rent as it becomes due, iohadient Lessee may sublet or assign,
subject only to reasonable limitations. Acts of m@nance, efforts to relet, and/or the appointroéatreceiver to protect the Lessor's
Interests, shall not Constitute a termination ef ltessee's right to possession,

(c) Pursue any other remedy now or hereafter edailander the laws or Judicial decisions of thé&esigherein the Premises are located. The
expiration or termination of this Lease and/or tirenination of Lessee's right to possession slutltelieve Lessee from liability under any
Indemnity provisions of this Lease as to mattexuatng or accruing during the term hereof or bgsen of Lessee's occupancy of the
Premises.

13.3 INDUCEMENT RECAPTURE. Any agreement for fraeabated rent or other charges, or for the givingaying by Lessor to or for
Lessee of any cash or other bonus. Inducementrmideration for Lessee's entering Into this LeaB&f which concessions are hereinafter
referred to as "Inducement Provisions", shall bentked conditioned upon Lessee's full and faithfulggenance of all of the terms, covenants
and conditions of this Lease. Upon Breach of tlaade by Lessee, any such Inducement Provisionaltalinatically be deemed deleted fr
this Lease and of no further force or effect, ang r@nt, other charge, bonus, inducement or coraide theretofore abated, given or paid by
Lessor under such an Inducement Provision shdtbeediately due and payable by Lessee to Lesstwithstanding any subsequent cure
said Breach by Lessen. The acceptance by Lessenobr the cure of the Breach which Initiated diperation of this paragraph shall not be
deemed a waiver by Lessor of the provisions of paisgraph unless specifically so stated In writigd essor at the time of such acceptance.

13.4 LATE CHARGES. Lessee hereby acknowledgesldtatpayment by Lessee of Rent will cause Lessordar costs not contemplated by
this Lease, the exact amount of which will be exiedy difficult to ascertain, Such Costs includet &e not limited to, processing and
accounting charges, and late charges which mampesed upon Lessor by any Lender. Accordinglynif Rent shall not be received by
Lessor within 5 days after such amount shall be then, without any requirement for notice to Lesdeasses shall pay to Lessor a one-time
late Charge equal to 10% of each such Overdue anoo$i00, whichever is greater. The parties heegrge that such late charge represents
a fair and reasonable estimate of the costs Legidncur by reason of such late payment. Acceptar such late charge by Lessor shall in
no event constitute a waiver of Lessee's Defaulireach with respect to such overdue amount, rergut the exercise of any of the other
rights and remedies granted hereunder. In the ¢kiaht late charge is payable hereunder. whetheotacollected, for 3 consecutive
installments of Base Rent, then notwithstanding noyision of this Lease to the contrary, Base Rall, at Lessors option, become due
payable quarterly in advance.



13.5 INTEREST Any monetary payment due Lessor hetey other than late charges, not received bydressien due as to scheduled
payments (such as Base Rent) or within 30 days\fitig the date on which it was due for negheduled payment, shall bear interest fron
date when due, as to scheduled payments, or thel@l sfter it was due as to non-scheduled payme&htsinterest ("Interest") charged shall
be equal to the prime rate reported In the Wak&tdournal as published closest prior to the whtn due plus 4%, but shall not exceed the
maximum rate allowed by law. Interest is payabladdition to the potential late charge providedifoParagraph 13.4.

13.6 BREACH BY LESSOR.

(a) NOTICE OF BREACH. Lessor shall not be deemelregach of this Lease unless Lessor falls withieasonable time to perform an
obligation required to be performed by Lessor. pumposes of this Paragraph, a reasonable timelshatl event be 1466 than 30 days after
receipt by Lessor, and any Lender whose name agrésglshall have been furnished Lessee In writingdich purpose, of written notice
specifying wherein such obligation of Lessor hasbmmn performed; provided, however, that If, tiad¢une of Lessors obligation is such that
more than 30 days are reasonably required foettopnance, then Lessor shall not be In breacleifgpmance Is commenced within such 30
day period and thereafter diligently pursued to plation.

(b) PERFORMANCE BY LESSEE ON BEHALF OF LESSOR. e tevent that neither Lessor nor Lender curestsaich within 30 days
after receipt of said notice, or if having commethsaid cure they do not diligently pursue it to pdetion, then Lessee may elect to cure said
breach at Lessee's expense and offset from Rearhaannt equal to the greater of one month's Basédrdéhe Security Deposit, and to pay
excess of such expense under protest, reservirggéssight to reimbursement from Lessor. Lessakk dbcument the cost of said cure and
supply said documentation to Lessor.

14. CONDEMNATION. If the Premises or any portiortéof are taken under the power of eminent domasolal under the threat of the
exercise of Said power (collectively "Condemnatjottiis Lease shall terminate as to the part taseaf the date the condemning authority
takes title or possession, whichever first occliinsiore than 10% of the floor area of the Unitheore than 25% of Lessee's Reserved Parking
Spaces, Is taken by Condemnation, Lessee maysaeg&s option, to be exercised in writing withinddys after Lessor shall have given
Lessee written notice of such taking (or in theeslog of such notice, within 10 days after the camag authority shall have taken
possession) terminate this Lease as of the datotidemning authority takes such possession, Bdeegloes not terminate this Lease In
accordance with the foregoing, this Lease shalkiarm full force and affect as to the portion bé tPremises remaining, except that the Base
Rent shall be reduced In proportion to the reduactioutility of the Premises caused by such Condsian. Condemnation awards and/or
payments shall be the property of Lessor, whetheh saward shall be made as compensation for diioimin value of the leasehold, the

value of the part taken, or for severance damagesijded, however, that Lessee shall be entitleahipcompensation for Lessee's relocation
expenses, loss of business goodwill and/or Traxdiifeis, without regard to whether or not this Lelaserminated pursuant to the provisions
of this Paragraph. All Alterations and Utility



Installations made to the Premises by Lessee ugrgses of Condemnation only, shall be considdregtoperty of the Lessee and Lessee
shall be entitled to any and all compensation wiggbayable therefor. In the event that this Laas®t terminated by reason of the
Condemnation, Lessor shall repair any damage t@tbmises caused by such Condemnation.

15. BROKERAGE FEES.

15.1 REPRESENTATIONS AND INDEMNITIES OF BROKER REDAONSHIPS. Lessee and Lessor each represent amdnwao the
other that it has had no dealings with any periom, broker or finder (other than the Brokersaify) In connection with this Lease, and that
no one other then said named Brokers is entitlethyocommission or finders fee In connection hetlewiessee and Lessor do each hereby
agree to Indemnify, protect, defend and hold tineioharmless from and against liability for comiug or charges which may be claimed
by any such unnamed broker, finder or other Singitaty by reason of any dealings or actions ofitidemnifying Party, Including any costs,
expenses, attorneys' fees reasonably Incurredrestiect thereto.

16 ESTOPPEL CERTIFICATES.

(a) Each Party (as "Responding Party") shall wittirdays after written notice from the other Pétitye "Requesting Party") execute,
acknowledge and deliver to the Requesting Partgtarsent in writing In form similar to the then maosarrent "Estoppel Certificate" form
published by the AIR Commercial Real Estate Asg@msiaplus such additional Information, confirmatiand/or statements as may be
reasonably requested by the Requesting Party.

(b) If the Responding Party shall fall to executeleliver the Estoppel Certificate within such HYygeriod, the Requesting Party may exe
an Estoppel Certificate stating that: (i) the Lelssin full force and effect without modificatioxeept as may be represented by the
Requesting Party. (ii) there are no uncured defanlthe Requesting Party's performance, andf(iligssor is the Requesting Party, not more
than one month's rent has been paid in advancsp@etive purchasers and encumbrances may relythpdRequesting Party's Estoppel
Certificate, and the Responding Party shall bepgstd from denying the truth of the facts contailresglaid Certificate.

(c) If Lessor desires to finance, refinance, of thel Premises, or any part thereof. Lease* an@adrantors shall deliver to any potential
lender or purchaser designated by Lessor suchdialstatements as may be reasonably requiredddylsader or purchaser, including but
not limited to Lessee's financial statements ferghst 3 years. All such financial statements $iealeceived by Lessor and such lender or
purchaser in confidence and shall be used onlyhfapurposes herein set forth.

17. DEFINITION OF LESSOR. The term "Lessor" as uBetkin shall mean the owner or owners at the limgpiestion of the fee title to the
Promises, or, If this is a sublease, of the Lessetrest In the prior lease. In the event ofhagfer of Lessor's title or Interest in the Premiise
or this Lease. Lessor shall deliver to the tramsf@r assignee (In cash or by credit) any unusedri®eDeposit held by Lessor. Except as
provided in Paragraph 15, upon such transfer agmasent and delivery of the Security Deposit, agegaid, the prior Lessor shall be relie
of all liability with respect to the obligations @&for covenants under this Lease thereafter to be



performed by the Lessor. Subject to the foregdimg,obligations and/or covenants in this Leasestpdrformed by the Lessor shall be
binding only upon the Lessor as hereinabove defiNetivithstanding the above, and subject to theipions of Paragraph 20 below, the
original Lessor under this Lease, and all subsejugders of the Lessors Interest in this Leasdl séi@ain liable and responsible with regard
to the potential duties and liabilities of Lessertpining to Hazardous Substances as outlinedragPaph 6-2 above.

18. SEVERABLLITY. The invalidity of any provisionfahis Lease, as determined by a court of compéteisdiction, shall in no way effect
the validity of any other provision hereof.

19. DAYS. Unless otherwise specifically Indicatedhe contrary, the word "days" as used in thisskeshall mean and refer to calendar days.

20. LIMITATION ON LIABILITY. Subject to the provisins of Paragraph 17 above, the obligations of Lrassder this Lease shall not
constitute personal obligations of Lessor, thevittlial partners of Lessor or Its or their Indivilpartners, directors, officers or shareholders,
and Lessee shall look to the Premises, and tohwer assets of Lessor, for the satisfaction of @byjlity of Lessor with respect to this Lease,
and shall not seek recourse against the Indivipaethers of Lessor, or Its or their Individual pes, directors, officers or shareholders, or
any of their personal assets for such satisfaction.

21. TIME OF ESSENCE. Time is of the essence witipeet to the performance of oil obligations to befgrmed or observed by the Parties
under this Lease.

22. NO PRIOR OR OTHER AGREEMENTS; This Lease comdaill agreements between the Parties with respecty matter mentioned
herein, and no other prior or contemporaneous aggaeor understanding shall be effective.

23. NOTICES.

23.1 NOTICE REQUIREMENTS. All notices required armitted by this Lease or applicable law shallrbeiiting and may be delivered in
person (by hand or by courier) or may be sent bules, certified or registered mail or U.S. PoSatvice Express Mail, with postage prep
and shall be deemed sufficiently given if served imanner specified in this Paragraph 23. The addesenoted adjacent to a Party's signature
on this Lease shall be that Party's address foratglor mailing of notices. Either Party may byitéean notice to the other specify a different
address for notice, except that upon Lessee'sggdassession of the Premises, the Promises shalitde Lessee's address for notice. A
copy of all notices to Lessor shall be concurretiiynsmitted to such party or parties at such ad@®as Lessor may from time to time
hereafter designate, in writing.

23.2 DATE OF NOTICE. Any notice sent by registecgdtertified mall, return receipt requested, shaldeemed given on the date of
delivery shown on the receipt card, or if no daljvdate is shown, the postmark thereon. Noticeiveleld by United States Express Mail or
overnight courier that guarantee next day deliwrgll be deemed given 24 hours after delivery efstame to the Postal Service or courier. If
notice is received on a Saturday, Sunday or legigddy, it shall be deemed received on the nexinass day.



24. WAIVERS. No waiver by Lessor of the DefaultBreach of any term. Covenant or condition hereokégsee, shall be deemed a waiver
of any other term, covenant or condition hereoffaeiny subsequent Default or Breach by Lessekeo$ame or of any other term, covenant
or condition hereof. Lessors consent to, or apgrofiany act Shall not be deemed to render unrsacgshe obtaining of Lessors consent to,
or approval of, any subsequent or similar act bysiee, or be construed as the basis of an estappetdrce the provision or provisions of t
Lease requiring such consent. The acceptance dflfydressor shall not be a waiver of any DefaulBogach by Lessee. Any payment by
Lessee may be accepted by Lessor on account oesiondamages due Lessor, notwithstanding anyfgnaglistatements or conditions me

by Lessee in connection therewith, which such states and/or conditions shall be of no force ceetfivhatsoever unless specifically agreed
to In writing by Lessor at or before the time opdsit of such payment.

25. DISCLOSURES REGARDING THE NATURE OF A REAL ESTE AGENCY RELATIONSHIP.

(a) When entering into a discussion with a readtesagent regarding a real estate transactionssot®r Lessee should from the outset
understand what type of agency relationship orasgmtation it has with the agent or agents inrdngstiction. Lessor and Lessee acknowle
being advised by the Brokers in this transactiarfoows;

(i) Lessor's Agent. A Lessor's agent under a listigreement with the Lessor acts as the agerfiédréssor only. A Lessor's agent or
subagent has the following affirmative obligatioms:the Lessor: A fiduciary duty of utmost cardeurity, honesty and loyalty in dealings
with the Lessor. To the Lessee and the Lessoriligebt exercise of reasonable skills and caregrfggmance of the agent's duties. b. A duty
of honest and fair dealing and good faith. c. Aydotdisclose all facts known to the agent matbriafifecting the value or desirability of the
property that are not known to, or within the dilig attention and observation of, the Parties. genals riot obligated to reveal to either P.
any confidential Information obtained from the atRatty which does not involve the affirmative @stget forth above.

(il) Lessee's Agent. An agent can agree to acgastdor the Lessee only. In these situationsatient Is not the Lessors agent, even If by
agreement the agent may receive compensationifaces rendered, either In full or in part from tbessor. An agent acting only for a Les
has the following affirmative obligations. To thedsee. A fiduciary duty of utmost care, integtitgnesty, and royalty In dealings with the
Losses. To the Lessee and the Lessor; a. Diligartise of reasonable skills and care in performmafthe agent's duties. b. A duty of hor
and fair dealing and good faith. c. A duty to disd all facts known to the agent materially affegthe value or desirability of the property
that are not known to, or within the diligent atien and observation of. the Parties. An agenbisobligated to reveal to either Party any
confidential information obtained from the othertipavhich does not involve the affirmative dutiegt forth above.

(iii) Agent Representing Both Lessor and Lesseeed estate agent, either acting directly or thioage or more associate licenses, can
legally be the agent of both the Lessor and theé@# a transaction, but only with the knowledge eonsent of both the Lessor and the



Lessee. In a dual agency situation, the agentieafolowing affirmative obligations to both thedsor and the Lessee: a. A fiduciary duty of
utmost care, integrity, honesty and loyalty in tlealings with either Lessor or the Lessee. b. Qflnées to the Lessor and the Lessee as ¢
above in subparagraphs (i) or (ii). In represenboth Lessor and Lessee, the agent may not witheutxpress permission of the respective
Party. disclose to the other Party that the Legsdlbaccept rent in an amount less than that In@iddn the listing or that the Lessee Is willing
to pay a higher rent than that offered. The abauteed of the agent in a real estate transactiomadoelieve a Lessor or Lessee from the
responsibility to protect their own Interests. larsand Lessee should carefully read all agreenterassure that they adequately express their
understanding of the transaction. A real estatatadgea person qualified to advise about real esthtegal or tax advice Is desired, consult a
competent professional.

(b) Brokers have no responsibility with respecatny default or breach hereof by either Party. Tdgillty (including court costs and attorne
fees), of any Broker with respect to any breactiudf, error or omission relating to this Lease khal exceed the fee received by such Br
pursuant to this Lease; provided, however, thatdhegoing limitation on each Broker's liabilityadhnot be applicable to any gross
negligence or willful misconduct of such Broker.

(c) Buyer and Seller agree to identify to Brokess'@onfidential" any communication or informatioiven Brokers that Is considered by such
Party to be confidential.

26. NO RIGHT TO HOLDOVER. Lessee has no right tiirepossession of the Premises or any part thbéeaind the expiration or
termination of this Lease. In the event that Lasssds over, then the Base Rent shall be Increts&80% of the Base Rent applicable
Immediately preceding the expiration or terminatiNiothing contained herein shall be construed aseat by Lessor to any holding over by
Lessee.

27. CUMULATIVE REMEDIES. No remedy or election haragler shall be deemed exclusive but shall. whengossible, be cumulative wi
all other remedies at law or in equity.

28. COVENANTS AND CONDITIONS; CONSTRUCTION OF AGRBEENT. All provisions of this Lease to be observegerformed by
Losses are both covenants and conditions. In agngtthis Lease, all headings and titles are ferabnvenience of the Parties only and shall
not be considered a part of this Lease. Whenewgiined by the context, the singular shall include plural and vice versa. This Lease shall
not be construed as if prepared by one of thedzaibiut rather according to Its fair meaning asheM) as If both Parties had prepared it.

29. BINDING EFFECT; CHOICE OF LAW. This Lease shiadl binding upon the parties, their personal repriadives, successors and
assigns and be governed by the laws of the Statdich the Premises are located. Arty litigatiotmien the Parties hereto concerning this
Lease shall be Initiated in the county in which Bremises are located.

30. SUBORDINATION; ATTORNMENT; NON-DISTURBANCE.

30.1 SUBORDINATION. This Lease and any Option geahnhereby shall be subject and subordinate to eoynd lease, mortgage, deed of
trust, or other hypothecation or security deviadléctively, "Security Device"), now or hereaftdaped upon the Promises, to any and



all advances made on the security thereof, antl tereewals, modifications, and extensions therketsee agrees that the holders of any
Security Devices (In this Lease together refercedst "Lender") shall have no liability or obligatito perform any of the obligations of Les
under this Lease. Any Lender may elect to haveltbase and/or any Option granted hereby superittrettien of its Security Device by
giving written notice thereof to Lessee. whereuffos Lease and such Options shall be deemed jrisuch Security Device, notwithstand
the relative dates of the documentation or recardahereof.

30.2 ATTORNMENT. Subject to the non-disturbancevisions of Paragraph 30.3. Lessee agrees to @ti@r.ender or any other party who
acquires ownership of the Premises by reason afegliosure of a Security Device, and that in then¢wf such foreclosure, such new owner
shall not; (a) be liable for any act or omissioraa§ prior lessor or with respect to events ocogrprior to acquisition of ownership; (b) be
subject to any offsets or defenses which Leasehnhifigve against any prior lessor, (¢) be boundrbpayment of more than one month's |
or (d) be liable for the return of any security dsip paid to any prior lessor.

30.3 NON-DISTURBANCE. With respect to Security Deasg entered Into by Lessor after the executiohisfliease, Lessee's subordination
of this Lease shall be subject to receiving a cororally reasonable non-disturbance agreement (an“Disturbance Agreement") from the
Lender which Non-Disturbance Agreement provides ltlegsee's possession of the Premises, and thée Liesaluding any options to extend
the term hereof, will not be disturbed so long asdee is not in Breach hereof and attorns to tteeadeowner of the Premises. Further, within
60 days after the execution of this Lease. Ledsalt ase its commercially reasonable efforts taba Non-Disturbance Agreement from the
holder of any pre-existing security Device whiclsézured by the Promises. In the event that Lessorable to provide the Non-Disturbance
Agreement within said 60 days, then Lessee mayesdee's option, directly contact Lender and attempegotiate for the execution and
delivery of a Non-Disturbance Agreement.

30.4 SELF-EXECUTING. The agreements contained isiBaragraph 30 shall be effective without the atien of any further documents;
provided, however, that. upon written request filaasor or a Lender in connection with a sale, fiirag or refinancing of the Premises.
Lessee and Lessor shall execute such further gsitirs may be reasonably required to separatelyrdatany subordination, attornment
and/or Non-Disturbance Agreement provided for herei

31. ATTORNEYS' FEES. If any Party or brings anaetor proceeding involving the Premises whethenémd In tort, contract or equity, or
to declare rights hereunder, the Prevailing Pasyhereafter defined) In any such proceeding, motioappeal thereon, shall be entitled to
reasonable attorneys' fees. Such fees may be adviartlee same suit or recovered in a separatevghéther or not such action or proceeding
is pursued to decision or judgment. The term, ‘&iieng Party' shall include, without limitation,Rarty who substantially obtains or defeats
the relief &ought, as the case may be, whetherdmpromise, settlement, judgment. or the abandoninetite other Party or Broker of its
claim or defense. The attorneys' fees award sbalb@ computed In accordance with any court feedule, but shall be such as to fully
reimburse all attorneys' fees reasonably Inculredddition, Lessor shall be entitled to attorndgss, costs and expenses incurred In the
preparation and service of notices of Default



and consultations in connection therewith, whetharot a legal action is subsequently commencexbimection with such Default or
resulting Breach ($200 is a reasonable minimurnopaurrence for such services and consultation).

32. LESSOR'S ACCESS; SHOWING PREMISES; REPAIRSsheand Lessors agents shall have the right to treePremises at any time.
in the case of an emergency, and otherwise atmeasotimes for the purpose of showing the sanpedspective purchasers, lenders, or
tenants, and making such alterations, repairs,dugnents or additions to the Premises as Lessordexy necessary. All such activities
shall be without abatement of rent or liabilityltessee. Lessor may at any time place on the Preraiseordinary "For Sale" signs and Le:
may during the last 8 months of the term hereofelan the Premises any ordinary "For Lease" sigessee may at any time place On the
Promises any ordinary "Far Sublease" sign.

33. AUCTIONS. Lessee shall not conduct, nor petmhe conducted, any auction upon the Premise®utithessor's prior written consent
Lessor shall not be obligated to exercise any stahdf reasonableness In determining whether tmpan auction.

34. SIGNS. Except for ordinary For Sublease" sighgh may be placed only on the Premises, Lessalersdt place any sign upon the
Project without Lessor prior written consent. Ajrss must comply with all Applicable Requirements.

35. TERMINATION; MERGER. Unless specifically statetherwise In writing by Lessor, the voluntary éher surrender of this Lease by
Lessee, the mutual termination or cancellationdfei@ a termination hereof by Lessor for Breach_bgsee, shall automatically terminate
any sublease or lesser estate in the Premisesdpth\however, that Lessor may elect to contingyeaare or all existing subtenancies. Les:
failure within 10 days following any such eventlect to the contrary by written notice to the feoldf any such lesser Interest, shall
constitute Lessor's election to have such everdtitate the termination of such Interest.

36. CONSENTS. Except as otherwise provided hevaierever in this Lease the Consent of a Partydnired to en act by or for the other
Party, such consent shall not be unreasonably elithtr delayed. Lessors actual reasonable costex@whses (Including but not limited to
architects', attorneys', engineers' and other dtams’' fees) incurred In the consideration ofiemponse to, a request by Lessee for any Lesso
consent, Including but not limited to consentsriaasignment, a subletting or the presence orfusd¢iazardous Substance, shall be paid by
Lessee upon receipt of en Invoice and supportirogish@ntation therefor. Lessor's consent to anyagsignment or subletting shall not
constitute en acknowledgment that no Default oreBheby Lessee of this Lease exists, nor shall sankent be deemed a waiver of any then
existing Default or Breach, except as may be otlsnapecifically stated In writing by Lessor at thee of such consent. The failure to
specify herein any particular condition to Lessooasent shall not preclude the imposition by Leasohe time of consent of such further or
other conditions as are then reasonable With neferéo the particular matter for which consentdmf given. In the event that either Party
disagrees with any determination made by the diberunder and reasonably requests the reasonscfodstermination, the determining
party shall furnish Its reasons In writing and@asonable detail within 10 business days follovgagh request.



3.7 GUARANTOR.

37.1 QUIET POSSESSION. Subject to payment by Lesb#ee Rent and performance of all of the covemarinditions and provisions on
Lessee's part to be observed and performed uniddreéhse, Lessee shall have quiet possession agtdegipyment of the Premises during
term hereof.

39. SECURITY MEASURES. Lessee hereby acknowledgatsthe Rent payable to Lessor hereunder doesdatie the cost of guard
service or other security measures, and that Lessdl have no obligation whatsoever to provideeamessee assumes all responsibility for
the protection of the Premises, Lessee, Its agamntsnvitees and their property from the acts ofitparties.

40. RESERVATIONS. Lessor reserves the right: (iytant, without the consent or joinder of Lesseehssasements, rights and dedications
that Lessor deems necessary. (ii) to cause thedathon of parcel maps and restrictions, and

(iii) to create and/or install new utility racewag® long as such easements, rights, dedicaticmss,mestrictions, and utility raceways do not
unreasonably Interfere with the use of the Prentigdsessee. Lessee agrees to sign any documestmiaddy requested by Lessor to
effectuate such rights.

41. PERFORMANCE UNDER PROTEST. It at any time gdts shall arise as to any amount or sum of mond&gtpaid by one Party to the
other under the provisions hereof, the Party agahsm the obligation to pay the money is assestall have the right to make payment
"under protest” and such payment shall not be deghas a voluntary payment and there shall suthieeight on the part of said Party to
institute suit for recovery of such sum. If it dHa¢ adjudged that there was no legal obligatiothenpart of said Party to pay such sum or any
part thereof. said Party shall be entitled to rec®uch sum or so much thereof as It was not kegadjuired to pay.

42. AUTHORITY. If either Party hereto is a corpdoat, trust, limited liability company, partnershigr, similar entity, each Individual
executing this Lease on behalf of such entity regmés and warrants that he or she Is duly authibt@execute and deliver this Lease on its
behalf. Each party shall, within 30 days after ejudeliver to the Other party satisfactory evaeof Such authority.

43. CONFLICT. Any conflict between the printed pisigns of this Lease and the typewritten or hantlemiprovisions shall be controlled by
the typewritten or handwritten provisions.

44. OFFER. Preparation of this Lease by eitheypartheir agent and submission of same to therd?aety shall not be deemed an offer to
lease to the other Party- This Lease is not Inténdde binding until executed and delivered byPalities hereto.

44. AMENDMENTS. This Lease may be modified onlyriting, signed by the Parties in Interest at iheetof the modification. As long as
they do not materially change Lessee's obligatimrsunder, Lessee agrees to make such reasonabieametary modifications to this Lease
as may be reasonably required by a Lender in cdiomewith the obtaining of normal



financing or refinancing of the Premises.

45. MULTIPLE PARTIES. If more than one person otityris named herein as either Lessor or Lesseeh Swltiple Parties shall have joint
and several responsibility to comply with the tehshis Lease

46. WAIVER OF JURY TRIAL. The Parties hereby waiheir respective rights to trial by jury in any iact or proceeding Involving the
Property or arising out of this Agreement.

49. MEDIATION AND ARBITRATION OF DISPUTES. An Addetum requiring the Mediation and/or the Arbitrationall disputes
between the Parties and/or Brokers arising outisfltease [x] is [ ] is not attached to this Lease.

LESSOR AND LESSEE HAVE CAREFULLY READ AND REVIEWEDHIS LEASE AND EACH TERM AND PROVISION
CONTAINED HEREIN. AND BY THE EXECUTION OF THIS LEAE SHOW THEIR INFORMED AND VOLUNTARY CONSENT
THERETO. THE PARTIES HEREBY AGREE THAT, AT THE TIMEHIS LEASE IS EXECUTED, THE TERMS OF THIS LEASE AR
COMMERCIALLY REASONABLE AND EFFECTUATE THE INTENT AID PURPOSE OF LESSOR AND LESSEE WITH RESPECT
TO THE PREMISES.

ATTENTION: NO REPRESENTATION OR RECOMMENDATION IS ADE BY THE AIR COMMERCIAL REAL ESTATE
ASSOCIATION OR BY ANY BROKER AS To THE LEGAL SUFFIENCY, LEGAL EFFECT, OR TAX CONSEQUENCES OF THIS
LEASE OR THE TRANSACTION TO WHICH IT RELATES. THEARTIES ARE URGED TO:

1. SEEK ADVICE OF COUNSEL AS TO THE LEGAL AND TAXGNSEQUENCES OF THIS LEASE.

2. RETAIN APPROPRIATE CONSULTANTS TO REVIEW AND IN®STIGATE THE CONDITION OF THE PREMISES. SAID
INVESTIGATION SHOULD INCLUDE BUT NOT BE LIMITED TO.THE POSSIBLE PRESENCE OF HAZARDOUS SUBSTANCES,
THE ZONING OF THE PREMISES, THE STRUCTURAL INTEGRITTHE CONDITION OF THE ROOF AND OPERATING
SYSTEMS, COMPLIANCE WITH THE AMERICANS WITH DISABILTIES ACT AND THE SUITABILITY OF THE PREMISES FOR
LESSEE'S INTENDED USE,

WARNING: IF THE PREMISES ARE LOCATED IN A STATE OTER THAN CALIFORNIA, CERTAIN PROVISIONS OF THE LEASE
MAY NEED TO BE REVISED TO COMPLY WITH THE LAWS OFHE STATE IN WHICH THE PREMISES ARE LOCATED.

The parties hereto have executed this Lease @idlce and on the dates specified above their réspesignatures.

MOTORCAR PARTS OF AMERI CA, | NC. GOLKAR ENTERPRI SES, LTD.,
a California limted partnership

By /s/ CHARLES YEAGLEY By /s/ DAVID V KARNEY

Charl es Yeagl ey Trustee, General Partner
Chi ef Financial Oficer






Exhibit 31.1
CERTIFICATIONS
I, Selwyn Joffe, certify that:
1. I have reviewed this report on Form 10-KMuftorcar Parts of America, Inc.;

2. Based on my knowledge, this report doescantain any untrue statement of a material facoit to state a material fact necessary to
make the statements made, in light of the circuntgts.under which such statements were made, nigadisg with respect to the period
covered by this report;

3. Based on my knowledge, the financial statetsy and other financial information includedhistreport, fairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amdtife periods presented in this report;

4. The registrant’s other certifying officrénd | are responsible for establishing and maiimtg disclosure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&)}5¢r the registrant and have:

a. Designed such disclosure controls andqulures, or caused such disclosure controls mmgg@ures to be designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhgibsidiaries, is made known to us by others
within those entities, particularly during the etin which this report is being prepared,;

b. Evaluated the effectiveness of thestegit’s disclosure controls and procedures anseptted in this report our conclusions about the
effectiveness of the disclosure controls and proees] as of the end of the period covered by #psnt based on such evaluation; and

c. Disclosed in this report any changthmregistrant’s internal control over financigboeting that occurred during the registrant’ most
recent fiscal quarter (the registrant’s fourth dilsguarter in the case of an annual report) thatnhaterially affected, or is reasonably likely to
materially affect, the registrant’s internal cohmweer financial reporting; and

5. The registrant’s other certifying officaréad | have disclosed, based on our most recatti@ion of internal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of registrant’s board of directors p@rsons performing the equivalent
functions):

a. All significant deficiencies and matériveaknesses in the design or operation of inteararol over financial reporting which are
reasonably likely to adversely affect the regigfeaability to record, process, summarize and refioancial information; and

b. Any fraud, whether or not material ttinvolves management or other employees who haignéficant role in the registrant’s
internal control over financial reporting.

Date June 29, 200 /sl Selwyn Joffe

Selwyn Joffe
Chief Executive Office






Exhibit 31.2
CERTIFICATIONS
I, Charles Yeagley, certify that:
1. I have reviewed this report on Form 10-KMuftorcar Parts of America, Inc.;

2. Based on my knowledge, this report doescantain any untrue statement of a material facoit to state a material fact necessary to
make the statements made, in light of the circuntgts.under which such statements were made, nigadisg with respect to the period
covered by this report;

3. Based on my knowledge, the financial statesy and other financial information includedhistannual report, fairly present in all
material respects the financial condition, resofteperations and cash flows of the registrantfaara for, the periods presented in this rej

4. The registrant’s other certifying officrémnd | are responsible for establishing and maiimg disclosure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&)}5¢r the registrant and have:

a. Designed such disclosure controls andqulures, or caused such disclosure controls g g@ures to be designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhgibsidiaries, is made known to us by others
within those entities, particularly during the petin which this report is being prepared,;

b. Evaluated the effectiveness of thestegit’s disclosure controls and procedures ansepted in this report our conclusions about the
effectiveness of the disclosure controls and proees] as of the end of the period covered by #psnt based upon such evaluation; and

c. Disclosed in this report any changthmregistrant’s internal control over financigboeting that occurred during the registrantiost
recent fiscal quarter (the registrant’s fourth dilsguarter in the case of an annual report) thatnhaterially affected, or is reasonably likely to
materially affect, the registrant’s internal comeger financial reporting; and

5. The registrant’s other certifying officaréad | have disclosed, based on our most recatti@ion of internal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of registrant’s board of directors p@rsons performing the equivalent
functions):

a. All significant deficiencies and matériveaknesses in the design or operation of inteararol over financial reporting which are
reasonably likely to adversely affect the regigteaability to record, process, summarize and refioancial information; and

b. Any fraud, whether or not material ttinvolves management or other employees who haignéficant role in the registrant’s
internal control over financial reporting.

Date June 29, 200 /sl Charles Yeagle

Charles Yeagley
Chief Financial Office



EXHIBIT 32.1

CERTIFICATE OF CHIEF EXECUTIVE OFFICER AND CHIEF FI NANCIAL OFFICER
PURSUANT TO SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Annual Report of Motorcart8af America, Inc. (the "Company") on Form Kloer the year ended March 31, 200«
filed with the Securities and Exchange Commissiothe date hereof (the "Annual Report"), |, Selwwiffe, Chief Executive Officer of the
Company, certify, pursuant to 18 U.S.C. Section01 2% adopted pursuant to Section 906 of the Sasb@mley Act of 2002, to my
knowledge, that:

1. The Annual Report fully complies with the requirents of Section 13(a) or 15(d) of the Securdied Exchange Act of 1934; and

2. The information contained in the Annual Repaitly presents, in all material respects, the faaincondition and results of operations of
the Company.

/sl Selwyn Joffe

Sel wn Joffe
Chi ef Executive Oficer
June 29, 2004

In connection with the Annual Report of Motorcart8af America, Inc. (the "Company") on Form Kler the year ended March 31, 200«
filed with the Securities and Exchange Commissioithe date hereof (the "Annual Report"), |, Chaesgley, Chief Financial Officer of
the Company, certify, pursuant to 18 U.S.C. Secii®b0, as adopted pursuant to Section 906 of tHeaBas-Oxley Act of 2002, to my
knowledge, that:

1. The Annual Report fully complies with the requirents of Section 13(a) or 15(d) of the Securdied Exchange Act of 1934; and

2. The information contained in the Annual Repaitly presents, in all material respects, the faaincondition and results of operations of
the Company.

/sl Charl es Yeagl ey

Charl es Yeagl ey
Chi ef Financial Oficer
June 29, 2004

The foregoing certifications are being furnishedh® Securities and Exchange Commission as pdinecdiccompanying report on Form KO-
A signed original of each of these statements kas Iprovided to Motorcar Parts of America, Inc. ailtlbe retained by Motorcar Parts of
America, Inc. and furnished to the Securities ardhiange Commission or its staff upon requ



