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MOTORCAR PARTS OF AMERICA, INC.
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. $relard-looking statements involve
risks and uncertainties. Our actual results mayedisignificantly from the results discussed in é&myvard-looking statements. Discussions
containing such forward-looking statements maydomd in the material set forth under “Item 1. Buesig,” and “ltem 7. Management'’s
Discussion and Analysis of Financial Condition d@elsults of Operatior” as well as within this Form 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.con¥.ou may also read and copy any document we filb thie SEC at its public reference rooms in Washimgt
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. and its sulzsids remanufacture and distribute alternatorssaaders for import and domestic cars and
light trucks. These replacement parts are soldi$eron vehicles after initial vehicle purchase argsold throughout the United States to
some of the nation’s largest chains of retail auttive stores, including AutoZone, O’Reilly Automati, and CSK AutomotiveOur
marketing and sales efforts are geared toward thetutomotive chain stores and the traditionabivanse distributors. We believe that ct
stores represent the fastest growing segment afutwnotive after-market industry, which is coreigtwith our existing targeted customers.
During fiscal 2005, 2004 and 2003, approximately6996% and 99%, respectively, of our sales weautomotive chain stores consisting of
approximately 6,000 stores. We also supply remanurfad alternators and starters to General Motasdre distributed through GM’s
Service Parts Operation to warehouse distributodssanaller retail chains in the United States aada@a.

We have remanufacturing, warehousing and &ggeceiving operations for alternators and starie California, Singapore and Malay:
and in June 2005 we began limited remanufactunirigexico. In addition, we opened a warehouse tistion facility in Nashville,
Tennessee during August 2005. Because our forgigrations experience lower production costs forsdmae remanufacturing process, we
expect to continue to grow the portion of our reafanturing operations that is conducted outsidd.thited States.

We have sought to reposition ourselves aduevadded provider of replacement parts and togthen our relationships with key
customers in this market. In January 2005, we weraded a five-year contract to supply one of #ngdst automobile manufacturers in the
world with a new line of remanufactured alternatams starters. This line of remanufactured altemsaéind starters covers substantially all
domestic and import makes and models of cars ghdtiucks and will be distributed in the Unitedtes and Canada. In March 2005, we
entered into a new agreement with one of our najestomers that extended our designation as thismes’'s exclusive supplier of
remanufactured import alternators and starters fretiruary 28, 2008 to December 31, 2012. Whileglsérengthened customer relationships
improve our overall business base, these arrangsmexuire a substantial amount of working capdaheet ramped up production demands
and typically include marketing and other allowatteat meaningfully limit the near-term revenued associated cash flow from these new
or expanded arrangements.

Presently, we believe that automotive retiadlins control approximately 43% of the automotifteramarket for remanufactured alternat
and starters. We have a strong presence in thkatteamarket. Of the remaining 57%, 45% is cohlémb by traditional distributors, mostly
focused on the professional installer market. Wieebe we are well-positioned to penetrate this seignof the market through our affiliation
with General Motors’ Service Parts Operation whghurrently supplying a portion of this market ahtbugh the launch of our “Quality-
Built"™ line of alternators and starters targetedhe traditional market. In addition, we see pogtigrowth through the efforts
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that our existing retail chain store customersnaag&ing to target the professional installer marketp by providing products directly to those
professionals. Though the traditional marketplame nepresents only a small portion of our businesmagement believes the traditional
channels represent a growth opportunity for us.

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 drivaahgear and (3) the growth of vehicles at
their prime repair age of seven years and oldenv€ely, higher gasoline prices over a sustaireihg 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-yoursetDIY” consumers; and (2) professional
“do-it-for-me” “DIFM” installers. The individual cosumer market is typically supplied through retsilend retail arms of warehouse
distributors. Automotive repair shops generallyghase parts through local independent parts wHelssahrough national warehouse
distributors and, at a growing rate, through conuiaaccount programs with automotive parts retaisgmed at servicing the professional
DIFM installers. We believe we are well-positiorfed potential growth in both the DIY market througitreased sales to our existing retalil
chain store customers and the DIFM market throbghetforts of automotive parts retailers to exptoadr sales to professional installers and
through our sales directly into the traditional elawuse distributors.

The increasing complexity of cars and lightks and the number of different makes and modélsese vehicles have resulted in a
significant increase in the number of differeneaifitors and starters required to service impatebddomestic cars and light trucks. During
fiscal year 2005, we carried approximately 2,500JSK

The technology used in our products, partitylalternators, has become more advanced in regpmnthe installation in vehicles with an
increasing number of electrical components suateagation systems, steering wheel-mounted eleictimmtrols, keyless entry devices,
cellular telephones, power windows and mirrorstéeaear windows and seats, high-powered radicstaréo systems and audio/visual
equipment. As a result of this increased electdeshand, alternators are more technologically ack@uand per unit sales prices have
increased accordingly.

Remanufacturing, which involves the reuseartpwhich might otherwise be discarded, creamspaly of parts at a lower cost to the end
user than newly manufactured parts, and makesadbaibutomotive parts which are no longer beingufeartured. Remanufacturing benefits
automotive repair shops by relieving them of thecht rebuild worn parts on an individual basis aodserves 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 ibgtlorted and domestic cars and light tru
During fiscal 2005, 2004 and 2003, sales of reptesr® alternators and starters constituted 99%taf sales. Alternators and starters are non-
elective replacement parts in all makes and maafelghicles and are required for a vehicle to ofgerapproximately 98% of our products
are sold for resale under customer private lalbéth, the remaining 2% being sold under our bransi@awhich includes the use of our
registered trademark, “Quality Built to Last’®. Gomers that sell our products under private labelide AutoZone, CSK Automotive,
O’Reilly Automotive, and General Motors.

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 productaige. Currently, we provide a full line of
approximately 1,560 different alternators and 94feknt starters. Our alternators and starterpesgided for virtually all foreign and
domestic vehicle manufacturers.
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Customers and Customer Concentration

Our products are marketed throughout the drfitimtes and Canada. Our customers consist of dfitbe largest retail automotive chain
stores along with small to medium-sized automotiraeehouse distributors. Currently, we service awtibre retail chain store accounts that
have approximately 6,000 retail outlets. We aldbae products in Canada and the United Stateshdadistribution network of one of the
largest automobile manufacturers in the world asekhentered into a new agreement with this enssrgo provide this customer with a new
line of remanufactured alternators and starterswiibbe sold in both the United States and Canada

We are substantially dependent upon saldsetonajor customers. For fiscal 2005, 2004 and 26@i8s to our three largest customers,
AutoZone, O’Reilly Automotive and CSK Automotivegristituted approximately 93%, 93% and 91%, respelgti of our total sales. Any
meaningful reduction in the level of sales to ahthese customers, deterioration of any custonfarécial condition or the loss of a
customer could have a materially adverse impach wso In addition, the concentration of our saled the competitive environment in which
we operate has increasingly limited our abilitynegotiate favorable prices and terms for our prtsdiRecause of the very competitive nature
of the market for remanufactured starters andraters and the limited number of customers forahgeducts, our customers have
increasingly sought and obtained price concessgigsificant marketing allowances and more favaegidyment terms. The increased
pressure we have experienced from our customerdmaegasingly and adversely impact our profit masgn the future.

Multi-Year Exclusive Arrangements and Inventory Transactions

In May 2004, we entered into an agreement widrge customer to become its primary suppliemglort alternators and starters for its
eight distribution centers. As part of this fouayagreement, we entered into a pay-on-scan (P@8jgement with the customer. Under this
arrangement, the customer is not obligated to @selthe POS merchandise shipped to the customkthahtmerchandise is ultimately sold
to the end user. As part of this agreement, we @lsohased $24,130,000 of the customer’s then-cuimgentory of import starters and
alternators transitioning to the POS program aptiee the customer originally paid for this invert. We are paying for this inventory ove
24-month period that began in the first quartefisafal 2005, without interest, through the issuancmonthly credits against receivables
generated by sales to the customer. The contraoires that we continue to meet our historical grenfance and competitive standards. We
have also agreed to work with the customer to ttiansall of the products we sell to this custorteethe POS arrangement by April 2006. If
that is not accomplished, the contract require® @quire an additional $24 million of the custolméventory to be included in the
expanded POS arrangement. We will then providecilssomer with an additional $24 million of crediis be taken in equal monthly
installments over a 24-month period beginning inyNMA06, and the contract will be extended for aditamhal two years through May 2010.

In January 2005, we were awarded a contrastipply one of the largest automobile manufacturetise world with a new line of
remanufactured alternators and starters coveribgtantially all domestic and import makes and m®délcars and light trucks for
distribution in the United States and Canadian et@tkAs part of the agreement, we agreed to gnantustomer credits of $6,000,000 which
are expected to be issued during fiscal 2006. Beraales to this customer during the initial tefrthis agreement have been below
expectations, the inventory buildup we made in eation with this new agreement has put an additisinain on our working capital. Under
the agreement we must continue to meet performauedity and fulfilment requirements and providanketing support to this customer.
The agreement also includes provisions that arelatd in this manufacturer’s vendor agreementsydhieg a provision granting the
manufacturer the right to terminate the agreemeanwgtime for any reason.

As of March 1, 2005, we entered into a neveagrent with one of our major customers. As pathisfagreement, our designation as this
customer’s exclusive supplier of remanufacturedarhplternators and starters was extended fromuaepi28, 2008 to December 31, 2012.
In addition to customary marketing allowances, yeead to acquire the customer’s import alternatok starter core inventory by issuing
$10,300,000 of credits over a five-year period. @ahmunt of credits to be issued is subject to adiest if our sales to the customer decrease
in any quarter by more than an agreed upon pergentde customer is obligated to repurchase thesdarthe customer’s inventory upon
termination of the agreement for any reason.
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As we issue credits to this customer oveffitreeyear period, we establish a long-term assedaat for the value of the core inventory
estimated to be on hand with the customer and sutgjeepurchase upon termination of the agreenagntreduce revenue by the amount by
which the credit exceeds the estimated core invgmalue. As of March 31, 2005, the long-term assebunt was approximately $67,000.
We will regularly review the long-term asset acadian impairment and make any necessary adjusthoethie carrying value of this asset.
Additionally, as of the date of the new agreemt,unrecognized revenue from the undsurn of cores from this customer was $1,314,
and the related cost of sales was $649,000. Theear#s are being deferred and amortized over #eeyiear period that the credits are iss

While these longer-term agreements strengbliercustomer relationships and business baseyésejt in a continuing concentration of
our revenue sources among a few key customerseguite a significant amount of working capital teehproduction demands. In addition,
the marketing and other allowances that we havieajlp granted our customers in connection withsthaew or expanded relationships
meaningfully limit the near-term revenues and aisded cash flow from these arrangements.

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 care@sompletely disassembled into component p@amponents which can be
incorporated into the remanufactured product avectighly cleaned, tested and refinished. All congms known to be subject to major wear
and those components determined not to be reusabdpairable are replaced by new components. Thaésuthen assembled in a work cell
into a finished product. Inspection and testingameducted at multiple stages of the remanufagjysiocess, and each finished product is
inspected and tested on equipment designed to aienpérformance under operating conditions. Compisref cores, which are not used by
us in our remanufacturing process, are sold apscra

The majority of the cores remanufactured bynesobtained from customers as trade-ins, whietcadited against accounts receivable.
Our customers offer their consumers a credit tdvarge their used units at the time of purchasepWehase approximately 15% of our cc
in the open market from core brokers who speciatizmiying and selling cores. Although the openkeais not a primary source of cores, it
does offer us a supplemental source for maintaisiogk balances. Other materials and componentsingemanufacturing are purchased in
the open market. The ability to obtain cores oftflpes and quantities required by us is essetiaut ability to meet demand.

The price of a finished product sold to oustomers is generally comprised of a separatelyigegbamount for the core included in the
product (“core charge”) and an amount for remartuféimg (“unit value”). In accordance with our ndteore-value revenue recognition
policy, at the time a sale is recorded, we onlypgaize as revenue the unit value of the finishedlpect. We also record as inventory
unreturned the standard cost of cores that argetlip customers and expected to be returned Bwigg the twelve-month shipment/return
cycle ending on March 31, 2005, approximately 96%he cores we shipped as part of finished good® weturned to us. In fiscal 2005, we
began to recognize revenue from the under-retunors on a quarterly basis. Previously, revenum finy under-returns of cores was
recognized at the end of our fiscal year and pgddhe start of the next shipment/return cycle.

Production Process; Offshore Manufacturing

The initial step in our remanufacturing pracbegins with the receipt of cores. The cores ssessed and evaluated for inventory control
purposes and then sorted by part number. Eachisommpletely disassembled into its fundamentalpaments. The components are cleaned
in a process that employs customized equipmentkeaching materials in accordance with the requémetifications of the particular
component.

After the cleaning process is complete, thraponent parts are inspected and tested as preddrybeur QS-9000 approved quality control
program, which is implemented throughout the préidacprocess. (QS-9000 is an internationally redoeph world class, automotive quality
system.) Upon passage of all tests, which are i@t
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by designated quality control personnel, the coreptsare assembled into required units. Each &sgembled unit is then subjected to
additional testing to ensure performance and qudinished products are either stored in our wamehk facility or packaged for immediate
shipment. To maximize manufacturing efficiency, stere component parts ready for assembly in ouelarsing facilities. Our managem
information systems, including hardware and sofeyéacilitate the remanufacturing process from sdeoefinished products.

We continue to explore opportunities for impng efficiencies in our manufacturing processthe last few years, we have reorganized
our manufacturing processes to combine productli@snivith similar configurations into dedicated tiary work cells. This manufacturing
process, known as lean manufacturing, replacethtire traditional assembly line approach we hadiptesly utilized and eliminated the ne
to move and track inventory throughout our remactufigng facility. This change impacted approximate00% of our production volume in
California and Malaysia. Because of this “lean nfaoturing” approach, we have significantly redudee time it takes to produce a finished
product.

We also conduct business through two whollpesvforeign subsidiaries, MVR Products Pte. LtM{R”), which operates a shipping
and receiving warehouse, testing facility and naitg office space in Singapore, and Unijoh Sdn..Bhéhijoh”), which conducts
remanufacturing operations in Malaysia. To takéhferr advantage of the production savings assocwithdnanufacturing outside the United
States, we have established a 125,000-squaredioanufacturing facility in Tijuana, Baja Califorpidexico and began initial
remanufacturing at this facility in June 2005. Tdhésreign operations are conducted with qualitytadrstandards similar to those currently
implemented at our remanufacturing facilities infance. We believe that our foreign subsidiarig@rations are important because of the
lower production costs experienced by these estitiethe same remanufacturing process, and weceigeontinue to grow the portion of
our remanufacturing operations that is conductedide the United States. The foreign subsidiarieslyiced in fiscal 2005, 2004 and 2003
approximately 423,000, 211,000 and 160,000 unit&586, 9% and 7%, respectively, of our total prdaucfor each of the last three years.
We distribute these units from our US facilities.

Rights of Return

Under the terms of certain agreements withcogtomers and general industry practice, our ousts, from time to time, may be allowed
stock adjustments when their inventory of certamdpct lines exceeds the anticipated sales to esedaustomers. Stock adjustment returns
are not recorded until they are authorized by them@any and they do not occur at any specific tinméngd the year.

In addition to stock adjustment returns, wsoallow our customers to return goods to us theit end-user customers have returned to
them. This general right of return is allowed religss of whether the returned item is defective.9&&k to limit the aggregate of customer
returns, including slow moving and other inventdoy20% of unit sales. We provide for such antitgplareturns of inventory in accordance
with Statement of Financial Accounting Standards‘B@venue Recognition When Right of Return Exigtg'reducing revenue and cost of
sales for the unit value based on a historicaknemalysis and information obtained from custonadasut current stock levels.

As is standard in the industry, we only aceepirns from on-going customers. If a customesesaloing business with us, we have no
further obligation to accept additional producures from that customer, and we do not accept aoly eeturns. Similarly, we accept product
returns and grant appropriate credits from newagnsts from the time the new customer relationshigstablished. This obligation to accept
returns from new customers does not result in @see liquidity or increased expenses since we acdgpt one returned product for each
sold to the new customer.

For additional information, see “Managemeitiscussion and Analysis of Financial Condition &webults of Operation — Critical
Accounting Policies.”
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Sales, Marketing and Distribution

We market and distribute our products througiidorth America. Our products are sold principalhder our customers’ private labels.
Products are delivered directly to the chaidistribution centers which then deliver the marddise directly to the retail stores for purchag
consumers. During fiscal 2004, we expanded oussfferts beyond automotive retail chains to ineltite traditional warehouse distribution
centers. We satisfy our customers’ needs for spanttimely products by producing individual urdtsd shipping those units for overnight
delivery via our special order programs. We beliaechave obtained significant marketing, distribotand manufacturing efficiencies by
focusing our sales efforts on automotive retaitestthains.

We publish for print and electronic distrilmrtia catalog with part numbers and applicatiornsuofalternators and starters, along with a
detailed technical glossary and explanation da&aba® believe that we maintain one of the markast 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 pnmbpapecifications for rotating electrical produ¢adternators and starters) that we developed
over many years.

Seasonality of Business

Due to the nature and design as well as therulimits of technology, alternators and starteaditionally fail when operating in extreme
conditions, especially during the summer monthsmthe temperature typically increases over a sestgeriod of time and the alternators
are more apt to fail. Accordingly, the summer mertifpically result in an increase in demand for uducts. Similarly, during winter
months and a period of sustained cold weathetessaare more apt to fail and this also typicadiguits in an increase in demand for our
products. Since alternators and starters are manydfatr the operation of the vehicle, they requiplacing immediately. As such, summer
months tend to show an increase in overall voluiprticularly for alternators, and an increaseviarall volume in the winter — particularly
for starters. A mild summer or winter can have gatiee impact on our sales.

Competition

The automotive after-market industry for renf@cturers and rebuilders of alternators and stafte imported and domestic cars and light
trucks is highly competitive. Our direct competitdgnclude one other large remanufacturers as wedeaeral medium-sized rebuilders and a
large number of small regional and specialty rerfaaturers.

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, whidvides quality replacement automotive
products, rapid and reliable delivery capabiliisswell as promotional support. In this regardrahe increasing pressure from customers,
particularly the largest customers, for supplierpitovide “just-in-time” delivery, which allows deéry on an as-needed basis to promptly
meet customer orders. We believe that our abilitgrovide “just-in-time” delivery distinguishes frem many of our competitors and
provides a competitive advantage that may represéatrier to entry to current or future compesitor

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

For the most part, our products have not lpsg@nted nor do we believe that our products atengeble. We will continue to attempt to
protect our proprietary processes and other infdondy relying on trade secret laws and non-dsate and confidentiality agreements with
certain of our employees and other persons who hesess to our proprietary processes and othemniafton.
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Governmental Regulation

A significant amount of management'’s time hasn focused on responding to the questions andheois that the Securities and
Exchange Commission has raised with respect t@awuiously filed financial reports. We have incutggnificant general and administrat
expenses in connection with these ongoing effortsthe associated restatement of our financiadistants. In addition, the delays associated
with the filing of our SEC reports have triggeresfalilts under our bank agreement and impeded @®dneour relations with our customers
and other third parties.

Our operations are subject to federal, statelacal laws and regulations governing, amongrathiags, 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 faafions. 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 ifutiee.

Employees

We have approximately 1,100 ftithe employees in the United States, substantllgf whom are located in Torrance, California. dbf
U.S.-based employees, 56 are administrative pees@ma 17 are sales personnel. In addition, we eyrggbproximately 230 people at our
wholly owned subsidiary companies in Singapore Mathysia and approximately 110 people at our nesgitablished remanufacturing
facility in Mexico. None of our employees is a yat any collective bargaining agreement. We haxeemperienced any work stoppages and
consider our employee relations 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 garty. We have hired an investment-banking firnagsist us in these efforts, which are
ongoing. There is no assurance, however, that Wemter into any transaction as a result of oforts$ in this regard.

Item 2 Properties

We presently lease U.S.-based facilities irrdimce, California, Nashville, Tennessee and Charldlorth Carolina. In fiscal 2002 we
completed the consolidation of our two Torrancélitées into a single building aggregating approxzit@ly 227,000 square feet. As part of this
consolidation and renegotiation, we extended tasdeéerm for an additional five years, through M&t, 2007, with a base rent of $94,358
per month. We have also entered into an agreemmdaase an additional 4,005 square feet of offi@ees adjacent to our current facility in
Torrance, California. This new lease was effecfivee 1, 2004, and has terms which coincide withrcatent Torrance lease and a base rent
of $3,400 per month.

We entered into an agreement to lease aniadali860 square feet of office space in Nashvillennessee effective June 1, 2004. With
expansion, we now lease approximately 2,100 sdfeateat a base rent of $2,820 per month. Thisefaused to manage our purchasing
activities. Additionally, in April 2005, we enteréd an agreement to lease approximately 82,600redeat of warehouse and office space in
Nashville, Tennessee for a term of five years ararmonths, with a starting base rent of $20,994npanth. This facility opened fc
operations in August 2005.

In addition, our subsidiaries in Singapore Balaysia occupy nearly 50,000 square feet of kasenufacturing, warehousing, and office
space under eight separate leases which expirarozug dates through March 31, 2007. The averagehtyolease expense for the Singapore
and Malaysia properties combined is $7,500. Adebses expire, we expect to renew these leassmidar monthly lease amounts.

9
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On October 28, 2004, our wholly-owned subsididotorcar Parts de Mexico, S.A. de C.V., entardd a build-to-suit lease covering
approximately 125,000 square feet of industriahpses in Tijuana, Baja California, Mexico. We gudese the payment obligations of our
wholly-owned subsidiary under the terms of the éded$e lease provides for a monthly rent of $47,5@tich increases by 2% each year
beginning with the third year of the lease terme Témse has a term of 10 years from the date diléyfavas available for occupancy, and
Motorcar Parts de Mexico has an option to exteede¢hse term for two additional 5-year perioddViay 2005, we took possession of these
premises, and in June 2005, we began limited refaatwring at the location. In April 2006, Motorddarts de Mexico will lease an additio
41,000 square feet adjoining its existing space.

We believe our facilities are sufficient tdisgy our foreseeable requirements.
Item 3 Legal Proceedings

In fiscal 2003, the SEC filed a civil suit &gt the Company and its former chief financialagf, Peter Bromberg, arising out of the SEC’
investigation into the Company’s fiscal 1997 an@8 @inancial statements (“Complaint”). Simultanelgusith the filing of the SEC
Complaint, we agreed to settle the SEC’s actiohauit admitting or denying the allegations in thex{paint. Under the terms of the
settlement agreement, we are subject to a permarjenttion barring us from future violations oftlantifraud and financial reporting
provisions of the federal securities laws. No manefine or penalty was imposed upon us in conoaatiith this settlement with the SEC.

On May 20, 2004, the SEC and the United Statesney’s Office announced that Peter Bromberg sentenced to ten months, including
five months of incarceration and five months of leodetention, for making false and misleading statésabout our financial condition and
performance in our 1997 and 1998 Forms 10-K filétth whe SEC.

In December 2003, the SEC and the United Statimrney’s Office brought actions against Richi&farks, our former President and Chief
Operating Officer. Mr. Marks agreed to plead guitiythe criminal charges, and on June 17, 2005dss&ntenced to nine months of
incarceration, nine months of home detention, 18thmof probation and fined $50,000. In settlenodrthe SEC’s civil fraud action,

Mr. Marks paid over $1.2 million in fines and wasrmanently barred from serving as an officer cectior of a public company.

Based upon the terms of agreements we prdyieagered 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 2005, 2004 and 2008,incurred costs of approximately
$556,000, $966,000 and $560,000, respectively uamtsto this indemnification arrangement.

The United States Attorney’s Office has infedrthe Company that it does not intend to pursimial charges against the Company
arising from the events involved in the SEC Conmglai

We are subject to various other lawsuits daiins in the normal course of business. Managemeas not believe that the outcome of
these matters will have a material adverse effeétsofinancial position or future results of op@ras.
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Item 4 Submission of Matters to a Vote of SecurityHolders
None
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PART Il
Item 5 Market for Registrant’'s Common Equity and Rdated Stockholder Matters

Our Common Stock is currently traded on the&kFheets under the trading symbol MPAA.PK. Thditrg.on the Pink Sheets can be
sporadic, and may not constitute an establishetingamarket for our Common Stock. The followingleabets forth the high and low bid
prices for our Common Stock during each quartdisofl 2005 and 2004 as tracked on the Pink Sh&éhtsprices reflect inter-dealer
guotations and may not represent actual transactind do not include any retail mark-ups, markdommsommissions.

Fiscal 2005 Fiscal 2004
High Low High Low
1st Quarte $ 9.5t $ 6.0C $ 2.4¢ $ 2.4C
2nd Quarte $ 10.1% $ 7.1¢ $ 3.7t $ 3.6¢
3rd Quartel $ 9.7C $ 7.0t $ 4.97 $ 4.8¢
4th Quartel $ 11.0C $ 9.1t $ 7.04 $ 6.8¢

At September 1, 2005, there were 8,208,95Bshaf Common Stock outstanding held by 45 holdérecord. We have never declared or
paid dividends on our Common Stock. The declarativemy prospective dividends is at the discretibthe Board of Directors and will be
dependent upon sufficient earnings, capital requénats and financial position, general economic tant, state law requirements and other
relevant factors. Additionally, our agreement watlr lender prohibits payment of dividends, exceptls dividends, without the lenderprior
consent.

Preferred Stock

On February 24, 1998, we entered into a Riglgteement with Continental Stock Transfer & TrGstmpany. As part of this agreement,
we established 20,000 shares of Series A Junidgicating Preferred Stock, par value $.01 per sh@ihe Series A Junior Participating
Preferred Stock has preferential voting, dividend Bquidation rights over the Common Stock.

On February 24, 1998, we also declared a edhddistribution to the March 12, 1998 holdersaaford 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 $65@r 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 mieog other business combination transaction wittlzer person in which we are not
surviving company, our common shares are changedrorerted, or we sell 50% or more of our assetaaning 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.
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Equity Compensation Plan Information

The following table summarizes our equity compeinsaplans as of March 31, 2005:

@)

(b) (©)

Plan Category

Equity compensation plans approved by securitie
holders

Equity compensation plans not approved by security
holders

Total

1)

Number of securities to

be issued upon exercise

of outstanding options,
warrants and rights

1,093,65(1)

N/A
1,093,65!

Weighted-average
exercise price
of outstanding options
warranties and rights

Number of securities remaining
available for future issuance under
equity compensation plans
[excluding securities reflected in column (a)]

$5.3€ 975,85((2)
N/A N/A
$5.3€ 975,85(

Consists of options issued pursuant to our 198pl&yee Stock Option Plan, 1996 Employee Stockdpilan, Director’s Plan, 2003

Long-Term Incentive Plan and 2004 N-Employee Director Stock Option Ple

(2)

Plan.
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Iltem 6 Selected Financial Data

The following selected historical consolidafincial information as of and for each of thasgeended March 31, 2005, March 31, 2004,
March 31, 2003, March 31, 2002 and March 31, 26@%,been derived from and should be read in cotipmwith our consolidated financi
statements and related notes thereto.

Fiscal Year Ended March 31,

Income Statement Date 2005 2004 2003 2002 2001

Net sales $95,785,00 $80,548,00 $83,969,00 $87,059,00 $76,779,00
Operating incom: 11,836,00 9,865,001 7,095,001 11,469,00 89,00(
Net income (loss 6,288,00! 5,811,001 10,718,00 11,828,00 (3,811,001
Basic net income (loss) per sh $ 0.77 $ 0.7z $ 1.3¢ $ 1.6: $ (0.59)
Diluted net income (loss) per sh $ 0.7¢ $ 0.6¢ $ 1.2F $ 1.52 $ (0.59)

Fiscal Year Ended March 31

Balance Sheet Data 2005 2004 2003 2002 2001

Total asset $83,348,00 $61,766,00 $56,739,00 $68,661,00 $57,333,00
Working capital 42,820,00 35,818,00 25,590,00 5,083,001 (2,713,00i)
Line of credit — 3,000,00! 9,932,001 28,029,00 28,950,00
Capital lease obligatior— less current portio 938,00( 1,247,00! 209,00( 915,00( 2,099,001
Shareholder equity 47,224,00 40,381,00 34,910,00 24,188,00 10,523,00

Item 7 Management’s Discussion and Analysis of Fimeial Condition and Results of Operations

Disclosure Regarding Private Securities LitigatiorReform Act of 1995

This report contains certain forward-lookingtements with respect to our future performanegitivolve risks and uncertainties. Various
factors could cause actual results to differ matigrfrom those projected in such statements. Tfasters include, but are not limited to:
concentration of sales to certain customers, chaimgeur relationship with any of our customersgjuiling the increasing customer pressure
for lower prices and more favorable payment anéroterms, potential future changes in our accogmimiicies that may be made as the
SEC's review of our previously filed public reports peads, our failure to meet the financial covenantbe other obligations set forth in ¢
bank credit agreement and the bank’s refusal tvevany such defaults, any meaningful differencevben projected production needs and
ultimate sales to our customers, increases inasteates, changes in the financial condition gf@mur major customers, the impact of high
gasoline prices, the potential for changes in coneswspending, consumer preferences and generabméoionditions, increased competition
in the automotive parts industry, political or eooric instability in one of the foreign countriesevh we conduct operations, unforeseen
increases in operating costs and other factorsiséer! herein and in our other filings with the $#ies and Exchange Commission.

Management Overview

Both the retail and traditional markets in ootating 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 futie 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, establishmerat pfoduction facility in northern Mexico, utilizati of advanced inventory tracking
technology and development of in-store testing gaeint reflect this focus. Our sales are increaginghcentrated among a very few
customers, and these key customers regularly seek
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more favorable pricing, marketing allowances, dalvand payment terms as a condition to the coation of existing business or expansion
of a particular customer’s business.

To partially offset some of these customer aeds, we have sought to position ourselves asfarped supplier by working closely with
our key customers to satisfy their particular nesuts entering into longer-term preferred supplgreaments. While these longer-term
agreements strengthen our customer relationshighgngorove our overall business base, they requeebatantial amount of working capital
to meet ramped up production demands and typigalyde marketing and other allowances that mednilygimit the near-term revenues
and associated cash flow from these new or expaatadgements.

To grow our revenue base, we have been seekimgaden our retail distribution network and ééegun to target sales to the traditional
warehouse and professional installer markets. Wierage to expand our product offerings to respandhianges in the marketplace, including
those related to the increasing complexity of auttive electronics.

A significant amount of management’s time basn focused on responding to the SEC’s questimh€@nments with respect to our
previously filed financial reports, and we haveuned significant general and administrative expsria connection with these ongoing
efforts and the associated restatement of our diahstatements. In addition, the delays associaittdthe filing of our SEC reports have
triggered defaults under our bank agreement anédi@g progress in our relations with our customedsather third parties.

General

The following discussion and analysis showddrd in conjunction with the consolidated finahstatements and notes thereto appearing
elsewhere herein.

Critical Accounting Policies

We prepare our consolidated financial stateémienaccordance with U.S. generally accepted agoay principles, or GAAP. Our
significant accounting policies are discussed ifaitlbelow and in Note B to our consolidated finahstatements.

In preparing our consolidated financial stagets, it is necessary that we use estimates anchasisns for matters that are inherently
uncertain. We base our estimates on historicalrgxpees and reasonable assumptions. Our use pfatei and assumptions affects the
reported amounts of assets, liabilities and theuarhand timing of revenues and expenses we recedoizand during the reporting period.
Actual results may differ from estimates.

Revenue Recognition

We recognize revenue when our performancerigptete, and all of the following criteria estabksl by Staff Accounting Bulletin (“SAB”
No. 104, Revenue Recognition have been

. 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”pglithg point, revenue is recognized on the daténipinsent. For products shipped FOB
destination, revenues are recognized two days thigelate of shipment based on our experiencedempthe 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
Emerging Issues Task Force (“EITF”) 00-10, “Accangtfor Shipping and Handling Fees and Costs.” 8hip and handling costs are
recorded in cost of sales.
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Revenue Recognition; Net-of-Core-Value Basis

The price of a finished product sold to custesris generally comprised of separately invoiaadunts for the core included in the product
(“core value”) and for the value added by remanui@eg (“unit value”). The unit value is recordes @evenue in accordance with our net-of-
corevalue revenue recognition policy. This revenueetorded based on our then current price list, happlicable discounts and allowanc
We do not recognize the core value as revenue wieefinished products are sold. For a discussiasuofaccounting for core revenue from
under returns of cores, see “Accounting for Undetuis of Cores” below.

Stock Adjustments and Other Returns

Under the terms of certain agreements withcostomers and industry practice, our customers fime to time may be allowed stock
adjustments when their inventory quantity of cera@oduct lines exceeds the anticipated quantisatéfs to end-user customers. Stock
adjustment returns are not recorded until theyaathorized by the Company and they do not occangtspecific time during the year. We
provide for a monthly allowance to address thecgmdied impact of stock adjustments based on custerimventory levels, movement and
timing of stock adjustments. Our estimate of thpaet on revenues and cost of goods sold of fuhwenitory overstocks is made at the time
revenue is recognized for individual sales andaiseld on the following factors:

. The amount of the credit granted to a customeinfeentory overstocks is negotiated between ostauers and us and may be
different than the total sales value of the inventeturned based on our price lis

. The product mix of anticipated inventory overstooken varies from the product mix sold; ¢
. The standard costs of inventory received will viaaged on the part numbers recei\

In addition to stock adjustment returns, wsoalllow our customers to return goods to us theit end-user customers have returned to
them. This general right of return is allowed religss of whether the returned item is defective.9é&kk to limit the aggregate of customer
returns, including slow moving and other inventdoy20% of unit sales. We provide for such antitgpareturns of inventory in accordance
with Statement of Financial Accounting Standards‘B@venue Recognition When Right of Return Exigtg'reducing revenue and cost of
sales for the unit value based on a historicaknetimalysis and information obtained from custonadxsut current stock levels.

Core Inventory Valuation

We value cores at the lower of cost or marKettake into account the seasonality of our bissinmarket value of cores is recalculated at
March and September of each year. The semi-anaadalaulation in March reflects the higher seasdeahand which typically precedes the
warm summer months and the semi-annual recalcolatiSeptember reflects the lower seasonal demdmchwormally precedes the colder
months. Because March generally represents thegugt in the core broker market, we revalue caigag the high core broker price. In
September, we revalue our cores to high core brotee plus a factor to allow for the temporary mese in market value during the slower
season.

Accounting for Under Returns of Cores

Based on our experience, contractual arrangemweath customers and inventory management pestioe receive and purchase a use
remanufacturable core from customers for almostyeramanufactured alternator or starter we setiustomers. However, both the sales and
receipt of cores throughout the year are seasoitialtine receipt of cores lagging sales. Our custsrypically purchase more cores than they
return during the months of April through Septem{tiee first six months of the fiscal year) and ratmore cores than they purchase during
the months of October through March (the last sinths of the fiscal year). In accordance with cefrof-core-value revenue recognition
policy, when we ship a product, we record an améwitite inventory unreturned account for the stashdast of the core expected to be
returned. In fiscal year 2005, we began to recagoae charge revenue from under return of coreseumarterly basis. The rate at which ¢
revenue is recognized is based on our historigag¢éence of customers paying cash for cores indfaeturning cores for credit.
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Sales I ncentives

We provide various marketing allowances to@austomers, including sales incentives and conoessVoluntary marketing allowances
related to a single exchange of product are recoadea reduction of revenues at the time the eki&eenues are recorded or when such
incentives are offered. Other marketing allowanegsch may only be applied against future purchaaesrecorded as a reduction to
revenues over the life of the contract using thaigit-line method. Sales incentive amounts arertkxtl based on the value of the incentive

provided.
Accounting for Deferred Taxes

The valuation allowance for deferred tax ass&ts based upon management’s estimate of cumdrfuture taxable income using the
accounting guidance in SFAS 109, “Accounting farxdme Taxes.” Based on SFAS 109, the seasonaldyroéarnings stream and numerous
other factors discussed below, management consideappropriate to defer recognition of tax betsefio the fourth quarters of fiscal 2003
when we recognized a tax benefit of $4,331,000 fi6oal 2005 and 2004, management determined hieat tvas no valuation allowance
necessary for deferred tax assets.

In the fourth quarter of fiscal 2003, the IR&roved our treatment of the amount to be deduelating to a fiscal 2000 change in
accounting for inventory and allowed us to dedbeténtire amount in fiscal year 2003 instead ofdlwe years originally anticipated. In
addition, the IRS concluded its audits. Furthermase resolved our financing contingency and sigaedgreement with a new bank. These
positive factors, as well as another year’s histdrgperating profits, lead us to conclude thadluation allowance was no longer required.
Thus, the balance in the allowance was eliminatetie fourth quarter of fiscal 2003.

Results of Operations
The following table summarizes certain keyraging data for the periods indicated:

Fiscal Year Ended March 31,

2005 2004 2003
Gross margir 28.2% 27.2% 20.9%
EBITDA (1) $13,768,00 $12,234,00 $ 9,479,00
Cash flow from operatior $ 4,447,001 $15,152,00 $21,026,00
Finished goods turnow 3.0¢ 4.8t¢ 6.07
Return on equit(2) 15.€% 16.€% 44.2%
Return on equity (before income tax(3) 25.1% 25.€% 23.8%

(1) EBITDA is computed as earnings before interestes, depreciation and amortization. We believeitha useful measure of our ability
to operate successfull

(2) Return on equity is computed as net income divigge beginning shareholders’ equity and measureslility to invest shareholders’
funds profitably.

(3) Return on equity (before income taxes) is comgpatenet income before income taxes, divided bynibérg shareholders’ equity and
measures our ability to invest shareholders’ fummdditably. Because we benefited from a favorableruling in fiscal 2003 that
eliminated all taxes that would otherwise have beeognized during that year, we believe the returequity (before income taxes)
presents this useful measure of our performancernre comparable bas

Following is our results of operation, reflsdtas a percentage of net sales:

Fiscal Year Ended March 31,

2005 2004 2003
Net Sales 100.(% 100.(% 100.(%
Cost of Goods Sol 71.8% 72.6% 79.1%
Gross Margir 28.2% 27.%% 20.%
General and Administrative Expens 12.1% 11.9% 10.5%
Sales and Marketing Expens 2.5% 2.5% 1.2%
Research and Developme 0.8% 0.7% 0.6%
Operating Incom 12.2% 12.2% 8.5%
Interest Expense, net of Interest Incc 1.8% 1.2% 1.€%
Income Before Income Tax 10.€% 11.1% 6.%
Provision for Income Tax (expense) ben (4.C%) (3.€%) 5.%
Net Income 6.6% 7.2% 12.8%
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Fiscal 2005 compared to Fiscal 2004

Net Sales Our net sales for fiscal year 2005 were $95,78%,8n increase of $15,237,000 or 18.9 % overlfigear 2004 net sales of
$80,548,000. In addition to increased sales taiegigustomers, net sales was also positively inguhby a one-time refund of $1,673,000
resulting from a modified arrangement we enteréal with a customer in August 2004 that terminatelisaount arrangement. In addition,
revenues from the under-return of cores by ourornsts, which are included in net sales, increaget018,000 to $5,046,000 for fiscal
year 2005 from $3,028,000 for fiscal year 2004. ffiweease in sales was partially offset by theease in all marketing allowances, wh
are accounted for as a reduction to sales, from8¥6000 in fiscal year 2004 to $11,317,000 in fisegr 2005.

The increase in net sales for the year endaativi31, 2005, did not fully reflect the increasetlme in products that we have shipped to
our largest customer on a pay-on-scan (“POS”) basiese shipments resulted in an increase in guopascan inventory from $2,346,000 at
March 31, 2004 to $17,036,000 at March 31, 2006t éelditional information, see Note G to the Coitleded Financial Statements included
in this Form 10-K.)

Cost of Goods Sol€ost of goods sold as a percentage of net salesimethrelatively flat and decreased from 72.6%soal 2004 to
71.8% in fiscal 2005. This percentage was positivmpacted by the one-time refund of $1,673,00@datbove, for which there was no cost
of goods sold, and higher revenues from core ureterns, which have a higher margin than unit saéso, our production in Malaysia
increased from 9% of total units produced in fi2@04 to 15% of total units produced in fiscal 20BBcause overseas manufacturing has
lower production costs compared to domestic pradagcthis increase in overseas production helpddae our cost of goods sold as a
percentage of net sales during fiscal year 2005eoed to fiscal year 2004. These positive developswere partially offset by higher per
unit manufacturing costs associated with the ramygepgroduction at our Torrance facility that wasdm# meet demands associated with the
new business we received.

General and Administrativ®Our general and administrative expense for fisear2005 was $11,622,000, which represents anaseref
$1,993,000 or 20.7%, from fiscal year 2004 of $9,6R0. This increase is principally due to an iaseeof $1,310,000 in outside professional
and consulting fees associated with the SEC’s wewieour SEC filings and the related restatemerdwffinancial statements, an increase of
approximately $809,000 primarily related to high&&ffing levels required by new corporate initiay approximately $694,000 in expenses
we incurred in fiscal 2005 to establish our mantufdng facility in Mexico, an increase of $140,0@0ated to the information technology and
operating system repairs and maintenance, appreeiyrt137,000 primarily related to the acquisitmfradditional software licenses, and a
$93,000 increase in bank fees related to our cfadiiity, including annual letter of credit feesm fworkers compensation. These increases
were partially offset by a $410,000 decrease irettenses associated with our indemnification ohRid Marks, a former officer, in
connection with the SEC’s and the U.S. Attorneg\geistigations of him. In addition, fiscal year 206dluded a $400,000 contract settlement
payment to Richard Marks, who at the request oBibard of Directors, submitted his resignation m#\dvisor to the Board and the Chief
Executive Officer in September 2003.

Sales and Marketing@ur sales and marketing expenses increased by®XBar 39.6% to $2,759,000 for the year ended Maig2005
from $1,977,000 for the year ended March 31, 20®ds increase is principally attributable to castsurred in connection with various
marketing initiatives undertaken to strengthenauarall market presence and increase our salesthotihe retailers and the traditional
warehouse market. These initiatives included aratgtb, and electronic conversion of, our prodatalog, and the development of an
interactive website for consumer use. In additioovember 2003 we hired a new senior sales ekegwtnd related support staff, to target
the traditional warehouse market. Though the tiaukitl marketplace now represents only a small portf our business, management
believes the traditional channels represent a gr@pportunity for us.

Research and Developme®iur research and development expenses increasethevgear by $271,000 or 48.0% to $836,000 for the
year ended March 31, 2005 from $565,000 for the gaded March 31, 2004. This increase was primatiiybutable to personnel hired
assist with our expanded business.

18




Table of Contents

Interest Expensé-or the year ended March 31, 2005, interest expers®f interest income, was $1,692,000. Thisas@nts an increase
of $761,000 over net interest expense of $931,60¢hE year ended March 31, 2004. This increasepnasipally attributable to an increase
in short-term interest rates and an increase of2882000 in the amount of accounts receivableswkatiscounted under our factoring
arrangements. This increase was offset by the payttfie outstanding loan balance under our lineretlit in the first quarter of fiscal year
2005. Our outstanding loan balance under thisdineredit was $3,000,000 as of March 31, 2004 ragteexpense is comprised principally of
discounts recognized in connection with our redgies discounting arrangements, interest on ourdfreredit facility and capital leases.

Income Tax For the year ended March 31, 2005 and 2004, eegrézed income tax expense of $3,856,000 and $3)Q0Q, respectively.
For income tax purposes, we have available $2,90%0 federal carry forwards, which expire in vayiamounts through 2023. The
complete utilization of our tax loss carryforwardidl increase the demands on our available cash.

Fiscal 2004 compared to Fiscal 2003

Net Sales Our net sales for the fiscal year ended MarcH2804 were $80,548,000, a decrease of $3,421,000 % from the prior
year! sales of $83,969,000. This decrease principa&fiects a net decrease in sales of $1,305,000@itible to lost customers and
terminated distribution channels in fiscal 200&aspared to fiscal 2003, a mild summer in fiscalry2004 that reduced sales of a particular
product line that often fails during hot summers#iy360,000; a decrease of $1,242,000 represeatyegr-to-year increase in the allowances
for future returns of finished goods and cores fiaum customers resulting from a change in our extis) a decrease of $730,000 in revenues
from the under-return of cores by our customersaddcrease of $625,000 resulting from higher areattmarketing allowances and one-
time incentive credits for items such as testingiggent. These reductions were partially offseapproximately a $1,100,000 increase in
revenues attributable to an improvement in prodefttrns and allowances in fiscal year 2004.

Cost of Goods Sold\s a percentage of net sales, cost of goods saledsed in fiscal 2004 to 72.6% when compared % Jor fiscal
2003. Our improved gross margin is primarily duéoteered production costs, estimated to be appratéiy 4.2% of net sales in fiscal 2004
as compared to fiscal 2003, associated with matwiag efficiencies we have adopted, raw mateaairsys of 1.7% of net sales from price
concessions we realized from our suppliers in exoéshe amount realized in fiscal 2003 and cogings of 0.5% of net sales that we reali
by increasing production in our Malaysian facikti@hese improvements were partially offset by loeare undereturn revenues which ha
a higher margin than unit sales.

General and Administrativ®Our general and administrative expense for fis6@d2was $9,629,000, which represents an increase of
$817,000 or 9.3%, from the prior year's expens$3812,000. This increase is primarily attributaile year-to year increase in legal fees of
$406,000 pursuant to our indemnification agreemétit Richard Marks, a former officer, in connectiwaith the SEC’s and the U.S.
Attorney’s investigations of him; a $240,000 in@edn expenses relating to the implementation afiaomated inventory tracking system
and increased staffing in our information techngldgpartment and $155,000 in increased travel esggeimcurred in connection with greater
trade show participation, visiting customers angldiers. These increases were offset by a decredmnk fees of $126,000 recognized in
fiscal 2003 associated with the financing we setimeDecember 2002.

Included in general and administrative expessir provision for doubtful accounts which refied an increase in expense of $117,000 in
fiscal 2004 as compared to fiscal 2003. In fis€04 we recorded a provision of $13,000 and irefi2003, we recognized a recovery of
$104,000, an amount that had previously been erpeinsa prior year. Because we have a small nuwfiley customers, we believe we are
able to effectively manage our bad debt.

Sales and Marketin@ur sales and marketing expenses increased by &r 84.6%, to $1,977,000 in fiscal 2004 from0$1,000 in
fiscal 2003. This increase is principally attrithl&ato costs incurred in connection with variougkeéing initiatives to strengthen our overall
presence in the marketplace and increase ourtealls traditional warehouse market. These initégtiincluded the preparation of primary
and collateral sales and marketing materials, dostsred in connection with our name change, nardased participation in various trade
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shows, the development of materials relating toremw brand introduction, “Quality-Built,” and théihg of a new senior sales executive.

Research and Developme@ur research and development expenses remainestemat $565,000 in fiscal 2004 compared to 3363,
spent in fiscal 2003. Research and developmentitiesi primarily relate to design and developmente@w products and test systems.

Interest Expensé-or fiscal 2004, interest expense, net of interesime, was $931,000 which represented a decré&zk 8,000 or
30.7% from fiscal 2003 interest expense of $1,33a., This decrease is the result of lower interatgts and lower outstanding loan balances,
which was partially offset by an increase in th&cdunts we recognized in connection with our readgies discount program and a reduction
in our interest income during fiscal 2004. Our ¢tatgling loan balance was $3,000,000 as of Marcl2@14 as compared to $9,932,000 as of
March 31, 2003, a reduction of $6,932,000 overttreve-month period. Partially offsetting this was an g&se of $318,000 in the amoun
discounts we accepted in connection with the rexdsésdiscount programs we have with two of ouraustrs, which was largely attributable
to an increase of $15,506,000 in the amount ofivabées that we discounted under these prograneddition, in fiscal 2003, only one of ¢
customers participated in the receivable discomogam, compared to two in fiscal 2004. Interegiemse was comprised principally of
interest on our line of credit, capital leases (eeldted notes payable) and our receivable disgmagrams.

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 relathie $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.

Income Tax For the year ended March 31, 2004 we recognizeahie tax expense of $3,123,000, and in fiscal 2008 cognized an
income tax benefit of $4,967,000. The tax benefis\wrimarily attributable to the elimination of ttleferred income tax valuation allowance
of $4,331,000 and federal income tax refunds ofl§820 and $694,000 from the Job Creation and Wadistance Act of 2002 related to the
five-year carryback provision and the successful conclusion afkeexamination of our income tax returns coveringdl years 1996 to 200
As a result of income tax expense during fiscal2€@mpared to income tax benefit during fiscal 20@8irn on equity has been additionally
presented before the effect of income taxes.

Liquidity and Capital Resources

We have financed our operations through clstsffrom operating activities, the receivable distt programs we have established with
two of our customers, and when necessary, the fuser dank credit facility. Our working capital reehave increased significantly in light
the ramped up production demands associated withew or expanded customer arrangements and tlegsadimpact that the marketing ¢
other allowances that we have typically grantedaustomers in connection with these new or expanekationships have on the near-term
revenues and associated cash flow from these @magrgs. Since initial sales to one of the worldigést automobile manufacturers under an
agreement we signed with this customer during et quarter of fiscal 2005 have been below exigmxts, the inventory buildup we made
in connection with this new agreement has put alitiadal strain on our working capital. Because pnet operating loss carry forwards for
purposes have been substantially utilized, we igiattie that our future cash flow will be adversehpacted by our future tax payments. In
addition, while our cash position has benefitedrfithe way in which the purchase of the transitiorentory associated with our POS
arrangement has been structured, satisfactioreafrétdit due customer through the issuance oftsradainst that customer’s receivables will
have an adverse impact on our future cash flowh@digh we cannot provide assurance, we believeasir and short term investments on
hand, cash flows from operations and the availghilnder our bank credit facility will be sufficieto satisfy our currently expected working
capital needs, capital lease commitments and d¢apipeenditure obligations over the next year.

Working Capital and Net Cash Flow

At March 31, 2005, we had working capital 4d23820,000, a ratio of current assets to currabillties of 2.25:1, and cash and cash
equivalents of $6,211,000, which compares to wayldapital of $35,818,000, a ratio of current asgetaurrent liabilities of 2.79:1, and cash
and cash equivalents of $7,630,000 at March 314200
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Working capital increased primarily due to a yeafear increase in POS inventory of $14,690,00046litional information, see Note G to
the Consolidated Financial Statements includetlimForm 10-K) and our expanded business. The asergvas partially offset by
$12,543,000 of credit due customer under our ne B@angement.

Our net cash provided by operating activities $4,447,000 for the year ended March 31, 20@apared to $15,152,000 for the year
ended March 31, 2004. The decrease of $10,705r0602004 to 2005 was primarily due to the overadteéase in inventory of $22,785,000,
which includes a $14,690,000 increase in our P@&nitory, offset by $12,543,000 of credits due tstomers under our new POS
arrangement, and the payoff of our line of craghijch had a balance of $3,000,000 at March 31, 2004

Inventory was notably impacted by our supphaagements. Inventory increased by a total of 522,000 principally due to our new POS
arrangement and new business we have realizedadduoainting treatment that we have adopted to a¢douthe POS arrangement has also
resulted in a net liability to this customer of $843,000 at March 31, 2005. (For an explanatiothisfaccounting treatment, see Note G tc
Consolidated Financial Statements included inrgiort.) This liability will be satisfied throughe issuance of monthly credit memos
through April 2006. The increase in inventory doéncreased production was slightly offset by augidn of $245,000 in our excess and
obsolete inventory reserve account of $2,637,000ath 31, 2004 to $2,392,000 at March 31, 2005.

Net accounts receivable increased by $2,781a800f March 31, 2005 compared to March 31, 2084.increase was primarily due to an
increase in trade receivables of $3,352,000, atadle to the increased level of sales year on, yéfset by increases in specific accounts
receivable contra accounts relating to the allowdnc stock adjustments and other returns of $4bahd an $1,083,000 increase in
customer allowances.

Accounts payable at March 31, 2005 were $121(81) compared to $13,456,000 at March 31, 2004.$1h046,000 increase in accounts
payable is consistent with the overall increaseiénlevel of sales and increased production irafi2005 as compared to fiscal 2004.

Our utilization of federal and state net opiaaloss carry forwards positively impacted ousttflow by $3,305,000 during fiscal 2005. At
March 31, 2005, we had federal net operating lass/dorwards of $2,509,000, which expire in vagyemounts through 2023. Because our
net operating loss carry forwards for tax purpdsese been substantially utilized, we anticipate the future cash flow will be adversely
impacted by our future tax payments.

We used net cash in investing activities fteof the years ended March 31, 2005, 2004 an8.20@esting activities are primarily
related to capital expenditures and the purchadesale of investments. We expect to use cash &siing activities for the foreseeable futt

During each of the three years ended Marct23@5, 2004 and 2003, we used cash in financirigites primarily related to payment and
borrowings under our line of credit and payment®oncapital lease obligations. Our financing dttimet uses for the year ended March 31,
2005 consisted primarily of repayments under o bf credit totaling $3,000,000, exercise of stoplons of $291,000 and payments on
capital lease obligations of $411,000. For futupeeted line of credit and capital lease paymendspurchase obligations, see the contrax
obligation table included below.

Capital Resources
Line of Credit

In May 2004, we entered into a loan agreemamith provides for borrowings of up to $15,000,0G€hout reference to a borrowing base.
The interest rate on this credit facility fluctusiend is based upon the (i) bank’s reference rafi@ &IBOR, as adjusted to take into account
any bank reserve requirements, plus a margin @2.0 he bank holds a security interest in subsaliptall of our assets. As of March 31,
2005, we had reserved $4,301,000 of our line famdiby letters of credit for worker'compensation insurance, and no balance was odirsg
under this line of credit. This loan agreement gbn October 2, 2006.
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The loan agreement includes various finarmalditions, including minimum levels of tangiblet meorth, cash flow, fixed charge covere
ratio and a number of restrictive covenants, iniciggbrohibitions against additional indebtednessgnpent of dividends, pledge of assets and
capital expenditures as well as loans to officed/ar affiliates. In addition, it is an event offdelt under the loan agreement if Selwyn Joffe
is no longer our CEO. Pursuant to the loan agreemenhave agreed to pay a fee of 3/8% per yeangrdifference between the $15,000,
commitment and the outstanding amount of creditieteally use, determined by the average of the @ailount of credit outstanding during
the specified period.

We were in default under this loan agreement(f) failing to provide the bank with our publieports on Form 1@ for the fiscal quartei
ended June 30, 2004, September 30, 2004 and Dec&h004, (ii) failing to maintain a quick rati not less than 0.65 to 1.00 for the
fiscal quarter ended March 31, 2005, (iii) makirgital expenditures during the fiscal year endeddd&1, 2005 in an amount in excess of
$2,500,000 and (iv) failing to provide the bankhwiertain notices, monthly financial statements i@uglired compliance certificates. On
June 29, 2005, the bank provided us with a wai¥énese covenant defaults. The ongoing effect isfwhaiver was conditioned upon our
delivery to the bank of (i) our 10-Q for the quar@ded September 30, 2004 by July 15, 2005, ({ii)1®-Q for the quarter ended
December 31, 2004 by July 29, 2005 and (iii) owKlor the fiscal year ended March 31, 2005 by AstgzP, 2005.

While we satisfied the first two condition®idified in the preceding paragraph, we did novjg® the bank with our fiscal 2005 10-K by
August 22, 2005. We were in further default undiés toan agreement for: (i) failing to provide th@nk with our public report on Form 10-Q
for the fiscal quarter ended June 30, 2005, (iiingto achieve EBITDA of not less than $3 milliéor the fiscal quarter ended June 30, 2004
(iii) failing to achieve EBITDA of not less than &illion for the four consecutive fiscal quartersded June 30, 2004 and March 31, 2005,
(iv) failing to maintain a fixed charge coveragéaaf not less than 1.25 to 1.00 as of the lagtafahe fiscal quarter ended March 31, 2005,
(v) failing to maintain a quick ratio of not ledsan 0.65 to 1.00 as of the last day of the fiscalrggrs ended June 30, 2004, September 30,
2004, December 31, 2004 and March 31, 2005 and&fling to provide the bank with certain noticespnthly financial statements and
required compliance certificates. On August 30,52@0e bank provided us with a waiver of these nam defaults. The ongoing effect of 1
waiver was conditioned upon our delivery to thekbah(i) our 10-K for the year ended March 31, 2@35September 9, 2005 and (ii) our 10-
Q for the fiscal quarter ended June 30, 2005 byeBeiper 30, 2005. Because we provided the bankawuittiscal 2005 10-K by September 9,
2005, the bank has restored our ability to fullgess the line of credit.

Receivable Discount Progra

Our liquidity has been positively impactedriegeivable discount programs we have establish#édtwb of our customers. Under this
program, we have the option to sell the custonrexgivables to their respective banks at an agrped discount set at the time the
receivables are sold. The discount has averagéél @uing the year ended March 31, 2005 and hawetlais to accelerate collection of
receivables aggregating $81,487,000 by an averat@/odays. On an annualized basis, the weightetage discount rate on receivables
to banks during the year ended March 31, 2005 w2#% AVhile this arrangement has reduced our workapjtal needs, there can be no
assurance that it will continue in the future. Tlhpsograms resulted in interest costs of $1,539M0Mg the year ended March 31, 2005.
These interest costs will increase as interess rige and as our customers increase their utdizatf this discounting arrangement.

Multi-year Vendor Agreements

We significantly expanded our production dgrihe year ended March 31, 2005 to meet our oldigatunder our new POS arrangement
with our largest customer. This increased product@used significant increases in our inventomesaccounts payable. With respect to
merchandise covered by the paysman arrangement with this customer, the custosnaoti obligated to purchase the goods we shipuotit
that merchandise is purchased by one of its cusgndéhile these arrangements will defer recogniibmcome from sales to the customer,
we do not believe they will ultimately have an adesimpact on our liquidity. In addition, althougie have increased our inventory levels
and our employee base to accommodate the increhiersiaess we received from this customer, we beltbat this incremental business
will improve our overall liquidity and cash flowdm operations
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over time. Net sales from POS inventory were $64@1 and $5,561,000 for the years ended March@®15 2nd 2004, respectively.

As part of this new POS arrangement, we agi@@dirchase the customer’s inventory of alterrsadmd starters that is being transitioned to
a POS basis. The customer is paying us the prodesdsts POS sale of this transition inventorydame are paying for this inventory throt
the issuance of monthly credits to this custom&icivwill continue through April 2006. Because we aollecting cash for the transition
inventory before we issue the monthly credits tocpase this inventory, this transaction helps fagaour inventory build-up to meet
production requirements. Satisfaction of the crddi customer through the issuance of credits agtiat customer’s receivables, however,
will have an adverse impact on our future cash fidihile we did not record the $24,130,000 of trdasiinventory that we purchased or the
associated payment liability on our balance shbetaccounting treatment that we have adopteddoust for this purchase resulted in a net
liability to this customer of $12,543,000 at Ma&h 2005. (For an explanation of this accountiegtiment, see Note G to the Consolidated
Financial Statements included in this report.)

In the fourth quarter of fiscal 2005, we eatkinto a five-year agreement with one of the largeitomobile manufacturers in the world to
supply this manufacturer with a new line of remamtifired alternators and starters for the UniteteStand Canadian markets. We have
expanded our operations and built-up our inventonyeet the requirements of this contract and asared certain transition costs
associated with this build-up. As part of the agrest, we agreed to grant this customer $6,000,0@€edits that are being issued as sales to
this customer are made. These credits are exptctasifully issued during fiscal 2006. The agreenadso contains other typical provisions,
such as performance, quality and fulfillment regmients that we must meet, a requirement that wedaaonarketing support to this custor
and a provision (standard in this manufacturertsdee agreements) granting the manufacturer the tigterminate the agreement at any time
for any reason. Our cash flow has been adversgindted by the operational steps we have takenhenoharketing allowances we have
agreed to in order to respond to this opportumityaddition, sales to this customer during thdahierm of this agreement have been below
expectations. As a result, the inventory buildupmale in connection with this new agreement haspuatdditional strain on our working
capital. We believe, however, that this new businedl improve our overall liquidity over time.

In March 2005, we entered into a new agreeméhtone of our major customers. As part of tigsement, our designation as this
customer’s exclusive supplier of remanufacturedarhplternators and starters was extended fromuaepi28, 2008 to December 31, 2012.
In addition to customary promotional allowances,ageced to acquire the customer’s import alternaaok starter core inventory by issuing
$10,300,000 of credits over a five year period sctjo adjustment if our sales to the customerede® in any quarter by more than an agreed
upon percentage. The customer is obligated to chjse from us the cores in the customer’s inventpon termination of the agreement for
any reason.

Our customers continue to aggressively setdneed payment terms, pay-on-scan inventory arraagts, price concessions and other
terms that could adversely affect our liquidity.

Capital Expenditures and Commitments

Our capital expenditures were $2,549,000Hentear ended March 31, 2005. Approximately $1(B00 of these expenditures related to
our Mexico production facility, with the remaind®miade to accommodate the increased capacity negessaeet our production obligations
under our new five-year agreement with one of #ngdst automobile manufacturers in the world acdméng capital expenditures. The
amount and timing of capital expenditures durirsgdl 2006 may vary depending on the final buildsmitedule for the Mexico production
facility.
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Contractual Obligations

The following summarizes our contractual oaligns and other commitments as of March 31, 2868,the effect such obligations could
have on our cash flow in future periods:

Payments due by period

Contractual Obligations Total Less than 1 year 1-3 years 3-5 years More than 5 years

Long-Term Debt Obligatior — — — — —
Capital (Finance) Lease Obligatic $ 1,467,000 $ 483,000 $ 762,000 $ 222,00( —
Operating Lease Obligatiol $10,334,00 $ 2,232,000 $ 3,054,000 $1,743,000 $ 3,305,001
Purchase Obligatior $27,146,00 $ 15,042,00 $ 8,144,001 $3,960,00! —
Other Lon¢-Term Obligations $17,000,00 $ 8,084,000 $ 4,105,000 $2,547,00( $ 2,264,00i
Total $55,947,00 $ 25,841,00 $16,065,00 $8,472,000 $ 5,569,00!

Capital Lease Obligations represent amoungsuthaler finance leases of various types of machiaed computer equipment that are
accounted for as capital leases.

Operating Lease Obligations represent amalugsfor rent under our leases for office and waunsbdacilities in California, Tennessee,
North Carolina, Malaysia, Singapore and Mex

Purchase Obligations represent our obligatiassue credits to (i) a large customer for thguégition of transition inventory from that
customer and (ii) another large customer for thguisition of that customer’s core inventory.

Other LongFerm Obligations represent commitments we have eétlain customers to provide a marketing allowd@namnsideration fc
supply agreements to provide products over a defireiod.

Offshore Manufacturing

To take further advantage of the productionrggs associated with manufacturing outside theddh$tates, on October 28, 2004, our
wholly owned subsidiary, Motorcar Parts de Mexi8dA. de C.V., entered into a build-to-suit leaseeting approximately 125,000 square
feet of industrial premises in Tijuana, Baja Califi@, Mexico for a remanufacturing facility. We gaatee the payment obligations of our
subsidiary under the terms of the lease. The lpamsddes for a monthly rent of $47,500, which irases by 2% each year beginning with the
third year of the lease term. The lease has a &t years from May 2005, the date the facilitysve@ailable for occupancy, and Motorcar
Parts de Mexico has an option to extend the lesase for two additional 5-year periods. In May 20@/&, took possession of these premises,
and in June 2005, we began limited remanufactuatrtge location. In April 2006, Motorcar Parts dexito will lease an additional 41,000
square feet adjoining its existing space. Becausdoneign operations experience lower productiosts for the same remanufacturing
process, we expect to continue to grow the pouifoour remanufacturing operations that is conducieside the United States.

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 the summer months, wihentemperature typically increases over a sustigieriod of time, alternators and
starters are more apt to fail and thus, an incremdemand for our products typically occurs. Sariit, during winter months, when the
temperature is colder, alternators and startesttefail but not to the same extent as summer h®rthese parts require replacing
immediately to maintain the operation of the vehids such, summer months tend to show an incieaseerall volume with a few spikes in
the winter.
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Off-Balance Sheet Arrangements

We do not have any off-balance sheet finanaimgngements or liabilities. In addition, we dd have any majority-owned subsidiaries or
any interests in, or relationships with, any matlespecial-purpose entities that are not includetthé consolidated financial statements.

Recent Accounting Pronouncements

In December 2004, the FASB issued SFAS 128#ged 2004), “Share-Based Payment.” This stateimentevision to SFAS 123,
Accounting for Stock-Based Compensation”, and ssgues Opinion 25, “Accounting for Stock Issued topoyees.” SFAS 123R requires
the measurement of the cost of employee servioesved in exchange for an award of equity instrutméased on the grant-date fair value of
the award. The cost will be recognized over théopeduring which an employee is required to prowddevice in exchange for the award. The
requirements of SFAS No.123R are effective as efginning of the first interim reporting peridtat begins on April 1, 2006 for the
Company, requiring compensation cost to be receghnés expense for the portion of outstanding uedesivards, based on the grdate fail
value of those awards calculated under SFAS 12@rftoforma disclosures. We have not yet completechoalysis of the impact of adopting
SFAS 123R.

In November 2004, the FASB issued SFAS No, Iiventory Costs” (“SFAS No. 151”). SFAS No. 18fnends the guidance in ARB
No. 43, Chapter £Inventory Pricing,” to clarify the accounting fabnormal amounts of idle facility expense, freigtandling costs, and
wasted material (spoilage). This statement reqivassthose items be recognized as curpamited charges regardless of whether they me
criterion of “so abnormal.” In addition, this statent requires that allocation of fixed productiaredhead to the costs of conversion be based
on the normal capacity of the production faciliti®se requirements of SFAS No. 151 are effectivefabe beginning of the first interim or
annual reporting period that begins after June@85. We do not expect the adoption of SFAS No.tb31ave a material effect on our
financial statements.

In December 2004, the FASB issued SFAS No."Ex8hange of Non-monetary Assets an amendmeniR8 Apinion No. 29" (“SFAS
No. 157"). SFAS No. 153 amends Opinion 29 to eliminategkeeption for non-monetary exchanges of similadpctive assets and replaces
it with a general exception for exchanges of nometary assets that do not have commercial substAmen-monetary exchange has
commercial substance if the future cash flows eféhtity are expected to change significantly essalt of the exchange. A reciprocal
transfer of a nomonetary asset shall be deemed an exchange dhby tfansferor has no substantial continuing inswient in the transferr
asset such that the usual risks and rewards of rsipeof the asset are transferred. The requiresnerBFAS No. 153 are effective for non-
monetary asset exchanges occurring in fiscal pet@ginning after June 15, 2005. We do not expecatoption of SFAS No. 151 to have a
material effect on our financial statements.

In May 2005, the FASB issued Statement of kel Accounting Standards (SFAS) No. 154, “AccaugpiChanges and Error
Corrections” (“SFAS No. 154"). SFAS No. 154 repladecounting Principles Board Opinion No. 20, “Aooting Changes,” and SFAS
No. 3,“Reporting Accounting Changes in Interim FinanS#&htements,” and requires the direct effects obaeting principle changes to be
retrospectively applied. The existing guidance wébpect to accounting estimate changes and camsaif errors is carried forward in SF/
No. 154. The requirements of SFAS No. 154 are effedtivas of the beginning of the first interim omamal reporting period that begins al
December 15, 2005. We do not expect the adopti@FaéfS No. 154 to have a material effect on ourrfoial statements.

ltem 7A Quantitative and Qualitative Disclosures Alout Market Risk

Our primary market risk relates to changeistarest rates. Market risk is the potential lagsiag from adverse changes in market prices
and rates, including interest rates. We do notrénte derivatives or other financial instrumers frading or speculative purposes. As our
overseas operations expand, our exposure to tteassociated with currency fluctuations will irecse.
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The following table presents the weighted-agerinterest rates expected on our debt instrunmeeféect at March 31, 2005.

Principal (Notional) Amount by Expected Maturity Date
(As of March 31, 2005)

Fiscal 2006 Fiscal 2007 Fiscal 2008 Fiscal 2009 Fiscal 201(
Liabilities
Bank Debt, Including Current Portion Line of Credit
Facility $15,000,00 $15,000,00 — — —
Interest Ratt 5.92%/6.2% 6.25%/6.7% — — —
Capital lease obligatior $ 483,00( $ 438,00( $ 324,00( $ 222,00( —
Interest Ratt 4.2¢-10.3€¢% 4.2¢-10.3€% 4.2¢-9.07% 4.2¢-6.9€% —

Our $15,000,000 credit facility bears intergstarious rates equal to the LIBOR rate plus 2%he bank’s reference rate, at our option.
This obligation is the only variable rate facilie have outstanding. An increase in interest ratd86 would not have a material impact on
our results from operations because we did not hayevariable rate debt outstanding as of Marct2805. In addition, for each
$100,000,000 of accounts receivable we discount ayeriod of 180 days, a 1% increase in intergssrwould decrease our operating re
by $500,000.

Our primary exposure relates to (1) interast risk on our long-term and short-term borrowjr{g$ our ability to pay or refinance our
borrowings at maturity and (3) the impact of ingm@ate movements on the cost of the receivabtodig program we have established with
two of our customers. While we cannot predict onage our ability to refinance existing debt orithpact interest rate movements will have
on our existing debt, we evaluate our financialifims on an on-going basis. An increase in interatgs of 1% would have the effect of
reducing our results from operations by approxiye$&5,000, based on interest-bearing debt andalagd lease obligations at March 31,
2005 of $1,470,000. In addition, for each $100,000,0f accounts receivable we discount over a defd 80 days, a 1% increase in interest
rates would decrease our operating results by $800,

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 three fareigrencies which affect our operations:
Malaysian Ringit, which has been fixed in relatiorthe U.S. dollar, the Singapore dollar, andjsndl 2006 we began to transact business in
the Mexican peso. During the past three years,ave lexperienced a $6,000 gain, $8,000 gain, af0®® gain, in fiscal years 2005, 2004
and 2003, respectively, relative to our transastionolving the Malaysian Ringit and the Singapdodar. Our total foreign assets were
$985,000 as of March 31, 2005. Based upon our gueoneerseas operations, a change of 10% in exchaeg would result in an immaterial
change in the amount reported in our financiakstants. We anticipate, however, that our exposuceitrency risks will increase
significantly as we expand our remanufacturing apens in Mexico. Since these operations will becanted for primarily in pesos,
fluctuations in the value of the peso are expetddthve a growing level of impact on our reporteslits.

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 Accountasiton Accounting and Financial Disclosure
None.
Item 9A Controls and Procedures

In connection with the preparation and filwfigthis Annual Report, we completed an evaluatioder the supervision and with the
participation of our chief executive officer andeaftfinancial officer of the effectiveness of ousclosure controls and procedures, as of the
end of the period covered by that report,
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pursuant to the Securities and Exchange Act of 1884mended. Based on this evaluation, our ckefugive officer and chief financial
officer concluded that, as of the end of the pedodered by that report, there were material wesé@in our disclosure controls and
procedures as discussed below.

We have been in the process of reviewing abmuraf our accounting policies, including our rewremecognition policies and our policies
for recording our allowance for stock adjustmemtd ather returns. This review was precipitatedart py comments we received from the
SEC with respect to our prior public filings. Dugithe course of this review, we concluded thatpmlicy of including the core charge in our
revenues and cost of sales was inconsistent withrgly accepted accounting principles and thatpmlicy of only charging cost of sales for
the gross profit impact of stock adjustments am@ioteturns in connection with the accrual for fatstock adjustments and returns was in
error. Accordingly, we decided to restate our ficiahstatements to account for revenues and castles on a net-of-core-value basis and to
record the accrual for stock adjustments and attterns by reducing sales for the estimated greltieg price of future returns and making
associated reduction to cost of goods sold.

During their audit of our restated financiltements included in the Form 10-K/A (Amendment R)dfor the year ended March 31, 2004
that we filed on June 10, 2005 to give effect ie testatement, Grant Thornton LLP, our currenepehdent auditing firm and the
independent auditors of our financial statementg&zh of the last five fiscal years, notified mgerment and our Audit Committee that they
had identified significant deficiencies involvingranternal controls that, in the aggregate, coutgtia material weakness in these internal
controls. In particular, Grant Thornton noted that internal control over the application of acctm principles with respect to revenue
recognition, the return of products under warrgrgggrams, stock adjustments, the valuation of ittugn(including the utilization of broker
prices), the computation of valuation allowancesi the accrual for estimated returns of finisheddgoand used cores was not sufficient.
Grant Thornton further noted that, in their viewr éinancial reporting and accounting personnelritihave sufficient expertise and that we
placed too much reliance on outside consultant®immection with the interpretation and applicatidaccounting literature. Grant Thornton
also expressed their view that we did not have eaegcontrols over the Excel spreadsheets thatseéoumaintain a large portion of our
accounting analysis. Grant Thornton also expreissidview that the foregoing deficiencies wereidative of a control environment that
lacks a sufficient level of control consciousness.

As part of their review of the restated fin@hstatements for the three months ended Jun2C88 included in the Form 10-Q/A we filed
on June 30, 2005, Grant Thornton notified our A@btnmittee that Grant Thornton had concluded thaiccounting treatment we initially
proposed with respect to a certain customer’s itorgriransaction, after consultation with outside@unting experts, was in error. While
Grant Thornton recognized the complexity associatigll an analysis of this accounting treatmenty teepressed their view that our need to
change the proposed accounting treatment may itedicaveakness in the operational effectivenessio€ontrol process.

In connection with their audit of our finanicsdatements for the year ended March 31, 200%ideal in this Form 10-K, Grant Thornton
notified us that our failure to correctly value aares in the inventory unreturned account andailure to correctly accrue for credits to a
customer constituted material weaknesses in inteordrol. We have restated the impacted interiooine statements to correct these errors.
See Note T.

As part of our current evaluation of the effieeness of our disclosure controls and proceduneler the supervision and with the
participation of our chief executive officer andeaftfinancial officer, we undertook a comprehengigeiew of our accounting policies and
procedures and the relevant accounting literatndepronouncements, including those related to neeeacognition and the accounting for
stock adjustments and other returns, and considéradt Thornton’s views in this regard, the viewswatside accounting consultants that we
have engaged together with our own observationse@apon this evaluation, we have concluded thleaethre material weaknesses in our
disclosure controls and procedures, as summarkzedea

In an on-going effort to remedy these weakegsse have increased the active participatioruofaidit Committee in the evaluation of
our accounting policies and disclosure controlsl, stnengthened our internal audit function. In 20Y5, we engaged a consulting firm to
further assist in the implementation and compliamcpiirements of the Sarban@gley Act of 2002. We believe that changes to ascldsure
controls and procedures will be adequate to proredsonable assurance that the objectives of toegenl systems will be met. In addition,
as a result of the
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resignation of Charles Yeagley, our Chief Finan€#ilcer, we have engaged a search firm to idertiflew Chief Financial Officer who will
continue to focus on remaining current with thevaht accounting literature and official pronouneets and assuring that our disclosure
controls and procedures remain up-to-date.

Except as noted in the preceding paragraphse thave been no changes in our internal comivel, financial reporting that occurred
during the period covered by this report that hanagerially affected, or are reasonably likely totemilly affect financial reporting.
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PART IlI
Item 10. Directors and Executive Officers of the Rgistrant

Our directors, their ages and present positwith us as of September 1, 2005 are as follows:

Name Age Position with the Company

Selwyn Joffe 47  Chairman of the Board of Directors, President ahtefCExecutive Office

Mel Marks 77  Director

Irv Siegel 59 Director, Chairman of the Compensation Committee, member of the Audit and Ethics
Committees

Philip Gay 47  Director, Chairman of the Audit and Ethics Comnatteand member of the Compensation
Committee

Rudolph J. Borne: 64  Director and member of the Audit, Compensation Etidcs Committee

Selwyn Joffehas been our Chairman of the Board, President &ief Executive Officer since February 2003. He basn a director of
our company since 1994 and Chairman since Noved®@9. From 1995 until his election to his preseassifions, he served as a consultar
us. Prior to February 2003, Mr. Joffe was Chairraad CEO of Protea Group, Inc. a company speciglirirconsulting and acquisition
services. From September 2000 to December 2001])dffe served as President and CEO of Netlock Taolyres, a company that
specializes in securing network communicationd. 987, Mr. Joffe co-founded Palace Entertainment)laup of amusement parks and setr
as its President and COO until August 2000. Pddhe founding of Palace Entertainment, Mr. Joféess\the President and CEO of Wolfgang
Puck Food Company from 1989 to 1996. Mr. Joffe ggaduate of Emory University with degrees in bBtisiness and Law and is a member
of the Georgia State Bar as well as a CertifiediP#zcountant.

Mel Marks founded our company in 1968. Mr. Marks served asGhairman of the Board of Directors and Chief BExee Officer from
that time until July 1999. Prior to founding oumgpany, Mr. Marks was employed for over twenty ydar&8eck/Arnley-Worldparts, a
division of Echlin, Inc. (one of the largest impeng and distributors of parts for imported card)erme he served as Vice President. Mr. Marks
has continued to serve as a consultant and direries since July 1999.

Irv Siegel joined our Board of Directors on October 8, 2008 @nthe Chairman of our Compensation Committeesarmember of our
Audit and Ethics Committees. Mr. Siegel is a retis¢torney admitted to the bar of the state of Nevgey with a background in corporate
finance. Since 1993, Mr. Siegel has been the ppata@wner of Siegel Company, a full service comnatreal estate firm, and Mr. Siegel has
also served as the director of real estate for Yéolff Puck Food Company since 1992.

Philip Gay joined our Board of Directors on November 20, 20@4. Gay is currently serving as Executive Vicedtdent and Chief
Financial Officer of Grill Concepts, Inc., a pulljidcraded company that operates a chain of upsiadaal restaurants throughout the United
States. From March 2000 until he joined Grill CgutsgInc. in June 2004, Mr. Gay served as ManaBiingctor of Triple Enterprises, a
business advisory firm that assisted mid-cap stzmedpanies with financing, mergers and acquisitifnasichising and strategic planning.
From March 2000 to November 2001, Mr. Gay servedrnamdependent consultant with El Paso Energy fiora to time and assisted El
Paso Energy with its efforts to reduce overall afieg and manufacturing overhead costs. Previduslgerved as Chief Financial Officer for
California Pizza Kitchen (1987 to 1994) and WolfgdPuck Food Company (1994 to 1996) and held vai@hisf Operating Officer and
Chief Executive Officer positions at Color Me Mine
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and Diversified Food Group from 1996 to 2000. MayGs also on the financial advisory board for Gars Consulting and is a Certified
Public Accountant, a former audit manager at Lavelrand Horwath and a graduate of the London SchibBtonomics. Mr. Gay is the
Chairman of our Audit and Ethics Committees, amdeanber of our Compensation Committee.

Rudolph J. Borneojoined our Board of Directors on November 20, 20@4. Borneo is currently Vice Chairman and DirectdiStores,
Macy’s West, a division of Federated Departmentetolnc. Mr. Borneo served as President of Ma€ghfornia from 1989 to 1992 and
President of Macy’s West from 1992 until his appaient as Vice Chairman and Director of Stores. B&mneo is member of our Audit,
Compensation and Ethics Committees.

Our Audit Committee is comprised of three mensb- Messrs. Borneo, Gay and Siegel. Mr. Gayastidit committee financial expert
and is “independent” within the meaning of Fedseaurities laws.
Code of Ethics

Our Board of Directors formally approved theation of our Ethics Committee on May 8, 2003 addpted a Code of Business Conduct
and Ethics, which applies to all our employeessTummittee is currently comprised of Messrs. G@rneo and Siegel, with Mr. Gay
serving as Chairman.

Information about our non-director executive offica's

Our executive officers (other than executiffecers who are also members of our board of dme)t their ages and present positions with
our company, are as follows:

Name Age Position with the Company
Steven Krat: 50  Sr. Vice Preside—QA/Engineering

Charles Yeagley (1 57 Chief Financial Officer/Secretal

Michael Umansky 64  Vice President and General Coun

(1) Charles Yeagley has submitted his resignaticsuaghief financial officer and secretary effectivegust 31, 2005. Our Board has
appointed him interim chief financial officer pendithe employment of his replaceme

Our executive officers are appointed by andesat the discretion of our Board of Directorsbief description of the business experience
of each of our executive officers, other than etigewofficers who are also members of our Boar®wéctors, is set forth below.

Steven Kratz, our Senior Vice President-QA/Engineering, haseraployed by our company since 1988 and assuneeglosition of
Senior Vice President-QA/Engineering in 2001. Befimining us, Mr. Kratz was the General ManageGBN Products Company, a division
of Beck/Arnley-Worldparts. As Senior Vice-Presid€A/Engineering, Mr. Kratz heads our quality assee research and development and
engineering departments.

Charles Yeagleyhas been our Chief Financial Officer since JuneD20&sponsible for all Finance issues, includingelior Relations,
Product Costing, Cash Flow, Capital Expendituragjd®ting, Forecasting, and Financial Planning. Yé#agley is also responsible for the
management of the Accounting, Purchasing, Inforamafiechnology, and Human Resource Departments. E8®% to June 2000,

Mr. Yeagley was the Chief Financial Officer for @ehwest Diamond Corporation — DBA The Jewelry Exgeg which is the largest
privately-held manufacturer and retailer of finevgdry. From July 1979 to December 1994, Mr. Yeagl@g a principal in Faulkinbury and
Yeagley, a certified public accounting firm thatdefounded. Mr. Yeagley is a Certified Public Aoatant and holds a Bachelor of Business
Administration Degree with an emphasis in Accoumfirom Fort Lauderdale University and a Master asiBess Administration Degree

from Golden Gate University.

30




Table of Contents

Michael Umansky has been our Vice President and General Counsz damuary 2004 and is responsible for all legatera

Mr. Umansky was a partner of Stroock & Stroock &&a LLP, and the founding and managing partnetsdf@s Angeles office from 1975
until 1997 and was Of Counsel to that firm from 828 July 2001. Immediately prior to joining oumgpany, Mr. Umansky was in the priv
practice of law, and during 2002 and 2003, he pledilegal services to us. From February 2000 Mdiich 2001, Mr. Umansky was Vice
President, Administration and Legal, of Hiho Tedmgges, Inc., a venture capital financed produdevarkforce management software. Mr.
Umansky is admitted to practice law in CalifornfradeNew York and is a graduate of The Wharton Schbthe University of Pennsylvania

and Harvard Law School.

There are no family relationships amoungdirectors or named executive officers. Therenarenaterial proceedings to which any of
our directors or executive officers or any of thassociates, is a party adverse to us or any duhsidiaries, or has a material interest ad\
to us or any of our subsidiaries. To our knowledgme or our directors or executive officers hamnbeonvicted in a criminal proceeding
during the last five years (excluding traffic vitkms or similar misdemeanors), and none of owradars or executive officers was a party to
any judicial or administrative proceeding during thst five years (except for any matters that vadésmissed without sanction or settlement)
that resulted in a judgment, decree or final oatgoining the person from future violations of poohibiting activities subject to, federal or

state securities laws, or a finding of any violataf federal or state securities laws.

Section 16(a) Beneficial Ownership Reporting Compdince

Section 16(a) of the Securities Act of 19%lamended, requires our directors and executiveeo$f and persons who own more than ten
percent of our common stock, to file with the Sé&@s and Exchange Commission (the “SEC”) initighorts of ownership and reports of
changes in ownership of our common stock and abeity securities. Based solely on our review gfies of such forms received by us, or
written representations from reporting persons tisafform 4s were required for those persons, wieusethat our insiders complied with all
applicable Section 16(a) filing requirements duriing 2005 fiscal year, except that timely filingsres not made of (i) a Statement of Changes
in Beneficial Ownership on Form 4 for Mr. Yeaglgyam the grant of stock options on May 11, 2004 aitatement of Changes in Benefi
Ownership on Form 4 for Mr. Kratz upon the granstafck options on May 11, 2004, and (iii) Statera@itChanges in Beneficial Ownership
on Form 4 reporting stock option grants to eache$srs. Borneo and Gay upon their election to thar@ on November 30, 2004. All such
Section 16(a) filings have since been made.

Iltem 11. Executive Compensation

The following table sets forth information cemning the annual compensation of our Chief Exeeufficer and the other four most
highly compensated executive officers and otheividdals for whom disclosure is required, whose@sahnd bonus exceeded $100,000 for
the 2005 fiscal year and for services in all capesito us during our 2005, 2004 and 2003 fiscaltyewe refer to these individuals as our

named executive officers.

Other Annual

Name & Principal Position Year Salary Bonus Compensatior
Selwyn Joffe(1) 2005 $542,00( $600,00( $ —
Chairman of the Boar 2004 457,00( 500,00 89,00(
President & CEC 2003 — — 380,00
Mel Marks 2005 — — $ 350,00(
Director and Consultat 2004 — 50,00( 350,00(
2003 — — 313,00(
Steven Krat: 2005 $231,00( $ 30,00( $  50,00((5)
Sr. VP- Engineering 2004 231,00( 19,00( 61,00((5)
2003 225,00( 19,00( —
Charles Yeagle 2005 $221,00( $ 55,00( —
Chief Financial Officel 2004 239,00 65,00( —
2003 179,00( 63,00( —
Michael Umansky 2005 $400,00( $ 40,00( —
Vice President & General Couny(4) 2004 100,00( — —
2003 — — —
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(1) Mr. Joffe became our President and Chief Exeeudificer in February 2003. The salary amount shéwriiscal year 2004 is based
upon an annualized salary rate of $542,000, MfeJofalary level for fiscal 2004. The other anntminpensation amounts in fiscal
2004 include the amounts paid to Protea Group &cansulting company wholly-owned by Mr. Joffe.r@antract with Protea was
terminated when Mr. Joffe became our PresidentGiridf Executive Officer

(2) The amount for fiscal 2005 includes 200,000 opgtigranted on July 20, 2004 which were exercisiatmeediately. The amounts for
fiscal 2004 includes 100,000 options granted omdanl4, 2004 and 1,500 options granted on April2B03. The amounts for fiscal
2003 includes 100,000 options granted on Marct08320f which 50,000 were exercisable immediately 50,000 became exercisable
on March 3, 2004, and 1,500 options granted onlA30xi2002.

(3) Represents reimbursement for health insurance praspaid by employe:

(4) Mr. Umansky became our Vice President and Ger@ahsel on January 1, 2004. The salary amountsiiomfiscal 2004 is based on
upon an annualized salary of $400,000, which isWnansky’s current salary level. The other compgosamount in 2004 represents
legal fees paid to Mr. Umansky from April 1, 20@3December 31, 200:

(5) Represents compensation from the exercise of eraplsetock option:

Compensation of Directors

We have supplemental compensatory arrangemathtdel Marks, our founder, largest shareholded emember of our board. In
August 2000, our Board of Directors agreed to erddgl Marks to provide consulting services to oompany. Mr. Marks has 45 years of
relevant experience in the industry and our compbtry Marks is paid an annual consulting fee of G880 per year. We can terminate our
consulting arrangement with Mr. Marks at any time.

We agreed to pay Mr. Gay $90,000 per yeaséoving on our Board of Directors, as well as assgrthe responsibility for being
Chairman of our Audit and Ethics Committees.

In addition, each of our non-employee direstother than Mr. Gay, receives annual compensafi®20,000 and is paid a fee of $2,000
for attending each Board of Directors meeting, 8@,fr attending each Audit Committee meeting ab@0$or any other Board committee
meeting attended. Each director is also reimbuiseteasonable out-of-pocket expenses incurredtéma Board or Board committee
meetings.

At the November 30, 2004 annual meeting ofednalders, our shareholders approved the 2004 Nwopldyee Director Stock Plan. A total
of 175,000 shares of common stock have been ras&vgrants of stock options under the 2004 Norpleiyee Director Stock Option Plan.
Each non-employee director will be granted optimngurchase 25,000 shares of our common stock thganelection to our Board of
Directors and will be awarded an option to purchasadditional 3,000 shares of our common stocleéah full year of service on our Board
of Directors. The exercise price for each of thesons will be equal to the fair market value af gommon stock on the date the option is
granted. The exercise price of an option is payablg in cash. Each of these options will haveraytear term. One-third of the options will
be exercisable immediately upon grant, and onedfdlie remaining portion of each option grant wékt and become exercisable on the first
and second anniversary dates of the date of gaastyming that the non-employee director remainsuoiBoard on each such anniversary
date. In the event of a change of control, we raffgr notice to the grantee, require the grantéeash-out” his rights by transferring them to
us in exchange for their equivalent “cash valuén& Board does not have the right to modify the nema options granted to a n@mployee
director or the terms of the option grants under2B804 Non-Employee Director Stock Plan.
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Option Grants in the Last Fiscal Year

The following table provides summary inforneatiregarding stock options granted during the figear ended March 31, 2005 to each of
our named executive officers. The potential redleaalue is calculated assuming that the fair retavkalue of our common stock appreciates
at the indicated annual rate compounded annuallihoentire term of the options, and that theawpis exercised and sold on the last day of
its term for the appreciated stock price. The agslirates of appreciation are mandated by the afltee SEC and do not represent our
estimate of the future prices or market value afammon stock.

Potential RealizableValue at
Assumed Annual Rates of Stock
Price Appreciate for Option

Terms
% of Total

Number of Options

Securities Granted To

Underlying Employees ir Exercise or Expiration

Name Options Granted* Fiscal 2005 Base Price Date 5%($) 10%($)
Selwyn Joffe 200,00( 54.4% $9.27/shar 7/19/201-  $1,165,97. $2,954,79!
Charles Yeagle 15,00( 4.1%  $8.70/shar 5/11/201: $ 82,07: $ 207,98:
Steven Krat: 2,50( 0.7%  $8.70/shar 5/11/201- $ 13,67¢ $ 34,66«
Totals 217,50( 59.2%

* All options are exercisable immediate

Aggregated Option Exercises in Last Fiscal Year an#fiscal Year-End Option Values

No options were exercised by the named exeeufificers during fiscal 2005. The following talslets forth the number and value of
exercisable and unexercisable options held as ofiMa1, 2005 by each of our named executive officer

Number of Securities Underlying Value of Unexercised
Unexercised Options at March In-the-Money Options
31, 2005 at March 31, 2005
Shares
Acquired on Value
Exercise Realizec Exercisable Unexercisabl¢ Exercisable Unexercisabl¢
Selwyn Joffe — — 489,75( — $2,421,00! —
Mel Marks — — 6,00( — 54,00( —
Steven Krat: — — 58,10( — 439,00( —
Charles Yeagle — — 40,00( — 284,00( —

Michael Umansky — — — — — _

Employment Agreements

We have entered into an employment agreemigntSelwyn Joffe pursuant to which he is employ@itiime as our President and Chief
Executive Officer in addition to serving as our €hean of the Board of Directors. This agreementiciviwas negotiated on our behalf by
Mel Marks, the then Chairman of the Compensatiom@dtee, entered into on February 14, 2003 andrally scheduled to expire on
March 31, 2006. The February 14, 2003 agreemeniges for an annual base salary of $542,000, andbffe participates in our executive
bonus program. Mr. Joffe remains entitled to reeeivtransaction fee of 1.0% of the “total consitierd of any equity transaction his efforts
bring to us that we previously agreed to providhito as part of a prior consulting agreement witht® Group, Mr. Joffe’s company.

Mr. Joffe was awarded an option to purchase 100sb@@es of common stock effective March 3, 2008 sttike price of $2.16, 50,000 of
which vested on the date of grant and 50,000 o€lwhecame exercisable on the first anniversarfi@ftiaite of grant. In January 2004, we
granted Mr. Joffe a ten-year option to purchased@Dshares of our common stock at an exercise pfi§6.345 per share and a ten year
option to purchase 1,500 shares at an exercise @fi$1.80. On July 20, 2004, Mr. Joffe was gramsteddditional
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option to purchase 200,000 shares of our commak sitdhese options are immediately exercisable,igeofor an exercise price of $9.27 per
share and have a ten year term. Mr. Joffe alsovesether benefits including those generally piledi to other employees.

On April 22, 2005, we entered into an amendn@our employment agreement with Mr. Joffe. Unitheramendment, Mr. Joffe’s term of
employment has been extended from March 31, 208&tch 31, 2008, and his base salary, bonus arnagégis, 1% transaction fee right and
fringe benefits remain unchanged.

Before the amendment, Mr. Joffe had the rightrminate his employment upon a change of cbatrd receive his salary and benefits
through March 31, 2006. Under the amendment, upsdraage of control (which has been redefined puntsizethe amendment), Mr. Joffe
will be entitled to a sale bonus equal to the sdifi) dwo times his base salary plus (ii) two tintds average bonus earned for the two years
immediately prior to the change of control. The adment also grants Mr. Joffe the right to termirtdaseemployment within one year of a
change of control and to then receive salary amefits for a one-year period following such terntioa plus a bonus equal to the average
bonus Mr. Joffe earned during the two years imntedigrior to his voluntary termination.

If Mr. Joffe is terminated without cause osigns for good reason (as defined in the amendirthetyegistrant must pay Mr. Joffe (i) his
base salary, (ii) his average bonus earned fotwtbeyears immediately prior to termination, and) @il other benefits payable to Mr. Joffe
pursuant to the employment agreement, as amerttdedgh the later of two years after the date ohteation of employment or March 31,
2008. Under the amendment, Mr. Joffe is also ewdtitb an additional “gross-up” payment to offset ¢éxcise taxes (and related income taxes
on the “gross-up” payment) that he may be obligédguhy with respect to the first $3,000,000 ofrgmnute payments” (as defined in
Section 280G of the Internal Revenue Code) to beenba him upon a change of control. The amendmastédefined the term “for cause’
apply only to misconduct in connection with Mr. f&$ performance of his duties. Pursuant to the Adneent, any options that have been or
may be granted to Mr. Joffe will fully vest uportazange of control and be exercisable for a two-peaiod following the change of control,
and Mr. Joffe agreed to waive the right he preMiphad under the employment agreement to requé@edbistrant to purchase his option
shares and any underlying options if his employmeare terminated for any reason. The amendmertdugrovides that Mr. Joffe’s
agreement not to compete with the registrant teaitesrat the end of his employment term.

We entered into an employment contract witla&s Yeagley on April 1, 2003 that calls for adaalary of $215,000 per year, provides
that Mr. Yeagley participates in our executive b®pumwgram and expires on March 31, 2006. This echteplaced the previous employment
agreement pursuant to which Mr. Yeagley receivedratual base salary of $175,000. Under the prevdoydoyment agreement,

Mr. Yeagley was granted a ten-year option to pwselzb,000 shares of our common stock, at $0.98hzee. On May 11, 2004, Mr. Yeagley
was granted an additional ten-year option to pugeHts,000 shares of our common stock at an exgrdizeof $8.70. In addition to his cash
compensation, Mr. Yeagley receives an automobitavaince and other benefits, including those gehepabvided to other employees. On
July 11, 2005, Mr. Yeagley tendered his resignasisrour chief financial officer and secretary. Tieisignation was effective on August 31,
2005. The Board has appointed him interim chiedificial officer pending the employment of his replaent.

In conformity with our policy, all of our dictors and officers execute confidentiality and risdldsure agreements upon the
commencement of employment. The agreements generalide that all inventions or discoveries by #mployee related to our business
and all confidential information developed or m&dewn to the employee during the term of employnséraill be our exclusive property and
shall not be disclosed to third parties without pror approval. Our employment agreement with ¥&agley also contains non-competition
provisions that preclude him from competing withfoisa period of two years from the date of terntimaof his employment. Public policy
limitations and the difficulty of obtaining injurige relief may impair our ability to enforce themoompetition and nondisclosure covenants
made by our employees.

Performance Graph

The following graph compares the cumuatieturn to holders of common stock for the fisesrs ended March 31, 2001, 2002, 2003,
2004 and 2005 with the National Association of 3ities Dealers Automated Quotation (“NASDAQ”) Matkadex and an index for our
peer group. The comparison assumes $100 was
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invested at the close of business on March 31, #00r common stock and in each of the comparggonps, and assumes reinvestment of
dividends.

Comparison of 5 ¥ear Cumulative Total Return
Aszzumes Initial Investment of $100
March 2005

GO0 .00

&00.00 /
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——hatorcar Parts of America, he. —m—MAS0ALD Composite —&— Peer Group

Annual Return Percentage -Based upon historical performance, the followirtge¢adepicts the annual percentage return earneddh
of the three comparison groups

Total Shareholder Returns—Dividends Reinvested

Annual Return Percentage

Year Ended March 31,

Company/Index 2001 2002 2003 2004 2005

Motorcar Parts of America, In -28.95% 225.0% -50.55% 271.1% 31.1%%
Peer Grouy -45.52% 152.1% -28.01% 43.21% 5.71%
NASDAQ -59.6¢% 0.61% -26.9¢% 49.3¢% 0.85%

Indexed Returns —Based upon historical performance, the followirlgdalisplays the results of $100 invested at theecbf business on
March 31, 2000 in the Common Stock of each of tragarison groups and assumes reinvestment of digdede

ZACKS TOTAL RETURN ANNUAL COMPARISON
5 YEAR CUMULATIVE TOTAL RETURN SUMMARY
Through March 31, 2005

2000 2001 2002 2003 2004 2005
MPA Return% -28.9¢ 225.0( -50.5¢ 271.1: 31.1¢
Cum $ $100.0( $ 71.0¢ $230.9: $114.2( $423.8( $555.8!
NASDAQ Return% -59.6¢ 0.61 -26.9¢ 49.3¢ 0.8t
Cum $ $100.0( $ 40.3¢ $ 40.5¢ $ 29.6¢ $ 44.2% $ 44.6¢
Peer Grouj Return% -45.57 152.1¢ -28.01 43.21 5.71
Cum $ $100.0( $ 54.4¢ $137.4( $ 98.92 $141.6¢ $149.7¢
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Corporate Performance Graph with peer groes pger group only performance and excludes Mat@®aes.
Peer group indices use beginning of periodketagapitalization weighting.

S&P index returns are calculated by Zacks.

Peer Group:
» Aftermarket Technologies Corporati
* R & B, Incorporate(
» Standard Motor Products, Ir

e Transpro, Incorporate

Report of the Compensation Committee Regarding Exetive Compensation

Our Compensation Committee is composed o8legel, Rudolph J. Borneo and Philip Gay, eachlafiwis an independent member of
our Board of Directors. The Compensation Committeesponsible for developing and making recommegowsito the board with respect to
our executive compensation policies. The Compems&bmmittee is also responsible for evaluatingpgadormance of our chief executive
officer and other senior company officers and td&en@commendations concerning the salary, bonuskstack options to be awarded to our
officers.

Compensation Philosophy
The objectives of our executive compensatimy@m are to:
. Support the achievement of desired Company perfocsm

. Provide compensation that will attract and retaipesior talent and reward performan

The Compensation Committee reviews the scbpa executives duties and his or her performaincaddition to the overall performance
of our company in determining the compensationusfexecutives. The Compensation Committee alsoiderssthe compensation practices
of other companies in the automotive remanufactuindustry and companies of a comparable size angplexity. From time to time, the
committee also engages outside consultants ta &ssis

We believe that the executive compensatiognaira provides an overall level of compensation ofpymity that is competitive within the
automotive remanufacturing industry, as well aswaitoroader group of companies of comparable sidecamplexity.
Annual Compensation

Executive Officer Compensation ProgreOur executive officer compensation program is casegl of base salary, bonus and long-term
incentive compensation in the form of stock optiand various benefits, including medical plans defirred compensation arrangements.
Our awards of equity based compensation are intetdencourage maximizing shareholder value amphdkie interests of our executives
shareholders.

Base SalaryBase salary levels for our executive officers anmpetitively set relative to companies in compagabhnufacturing
industries. In determining salaries, the committise takes into account individual
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experience and performance and specific issuegplartto the Company. The committee considereth @ithese factors in approving the
salaries for all of the executive officers.

Bonus Arrangementslistorically, bonuses paid to several of our eximeubfficers were based upon the Compensation Cotes's
evaluation of these officers’ respective contribntto our financial results.

Stock Option Progranihe stock option program is our long-term incenfilen for providing an incentive to key employeeslding
directors and officers who are key employees) amsgltants.

Deferred CompensatioltVe contribute on behalf of each executive offic@5%n each dollar, up to 6% of such executiveceffs annual
salary and bonus, to our non-qualified deferred memsation plan.

BenefitsWe provide to executive officers medical benefiiattare generally available to our other employeéstorically, the value of
perquisites, as determined in accordance withules of the SEC relating to executive compensatiomot exceed 10% of salary.

Compensation of Chief Executive Officer

The terms of the employment agreement withJdffe entered into as of February 14, 2003 weterdgned by negotiations between
representatives of ours and Mr. Joffe. In this rdgae reviewed statistical and other material labédé to us. The negotiated terms reflect the
results of our review and understanding of whatiafeexecutive officer earns at comparable pos#jdhe unique background Mr. Joffe has
with our company, and in marketing and managemenéially, and what we understand an executive oflbffe’s stature could otherwise
earn in the employment market. In connection with €ompensation Committee’s award of 100,000 optiorMr. Joffe in January 2004 and
the award of an additional 200,000 options in AQ94, as described under the caption “Employmemeé&mgents” above, the Compensation
Committee also considered the recommendations ofdiapendent executive compensation consultant.

The terms of the April 22, 2005 amendment to Mffe’'s employment agreement were determineddgpotiations between our
Compensation Committee and Mr. Joffe. In conneatith these negotiations it was important to oyresentatives that we retain Mr. Joffe’
services beyond the March 31, 2006 originally scakestiexpiration date of his employment agreementhils regard, the Compensation
Committee reviewed an analysis of compensatiomgements for chief executive officers of comparalblic companies prepared by an
executive compensation consulting firm. The Comptos Committee concluded the changes to Mr. Je#eployment agreement made by
the amendment were appropriate in light of Mr. dsftontribution to our success and these repratess’ understanding of the
compensation arrangements in place with executi’étr. Joffe’s stature. The Board and the Compeasaommittee recognize that we
operate in a challenging business environment emdanfident with Mr. Joffe as our Chief Execut®éicer.

COMPENSATION COMMITTEE

Irv Siegel, Chairman

Philip Gay

Rudolph Borneo

Compensation Committee Interlocks and Insider Parttipation

None of our executive officers currently servedtmncompensation committee of any other comparpard of directors of any oth
company which any member of our Compensation Coteeis an executive officer.

Item 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL O WNERS AND MANAGEMENT

The following table sets forth, as of Septenhe2005, certain information as to the commortlstmvnership of each of our named
executive officers, directors and director nominedisnamed executive officers, directors and
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director nominees as a group and all persons krixywrs to be the beneficial owners of more than figecent of our common stock. The
percentage of common stock beneficially owned seHaon 8,208,955 shares of common stock outstarding September 1, 2005.

Beneficial ownership is determined in accomgawith the rules of the SEC. In computing the nandf shares beneficially owned by a
person and the percentage of ownership held byp#irabn, shares of common stock subject to optiettsby that person that are currently
exercisable or will become exercisable within 69af September 1, 2005 are deemed outstandingg thigise shares are not deemed
outstanding for determining the percentage ownprshany other person. Unless otherwise indicatatieé footnotes below, the persons and
entities named in the table have sole voting amdstment power with respect to all shares bendfiaiavned, subject to community property
laws where applicable.

Amount and Nature of Percent of

Name and Address of Beneficial Shareholder Beneficial Ownership (1 Class

Mel Marks
c/o Motorcar Parts of America, Inc.
2929 California Street
Torrance, CA 9050

Richard Marks
11718 Barrington Court
P.O. Box 102
Los Angeles, CA 9004

Steven Krat:
c/o Motorcar Parts of America, Inc
2929 California Street
Torrance, CA 9050

Selwyn Joffe
c/o Motorcar Parts of America, Inc
2929 California Street
Torrance, CA 9050

Philip Gay
c/o Motorcar Parts of America, Inc
2929 California Street
Torrance, CA 9050

Rudolph Bornec
c/o Motorcar Parts of America, Inc
2929 California Street
Torrance, CA 9050

Irv Siegel
c/o Motorcar Parts of America, Inc
2929 California Street
Torrance, CA 9050

Charles Yeagle
c/o Motorcar Parts of America, Inc
2929 California Street
Torrance, CA 9050

Michael Umansky
c/o Motorcar Parts of America, Inc.
2929 California Street
Torrance, CA 9050

Directors and executive office
as a grouj— 8 person:

* Less than 1% of the outstanding common st

2,000,46:

504,12:

58,10(

489,75(

8,33

8,33/

26,50(

40,00(

2,631,48:
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1.

The listed shareholders, unless otherwidie@ted in the footnotes below, have direct ownierekier the amount of shares indicated
in the table

Includes 6,000 shares issuable upon exercise oérttly exercisable options under the 1994 Stockdd@®lan.

Includes 142,857 shares held by The Marksillyal'rust, of which Richard Marks is a Trustee dmheficiary and 67,040 shares held
by Mr. Marks' wife and their sons

Represents 55,600 shares issuable uponigxefccurrently exercisable options under the 1S&tk Option Plan and 2,500 shares
issuable upon exercise of currently exercisabl@moptunder the 2003 Long Term Incentive P

Represents 30,000 shares issuable uponisxefmptions exercisable under the 1996 Stocko@tlan (the “1996 Stock Option
Plan™); 255,250 shares issuable upon exerciseroéutly exercisable options under the 1994 StockddPlan; and 4,500 shares
issuable upon exercise of currently exercisabl®optgranted under the Non-Employee Director Ptah200,000 shares issuable
upon exercise of currently exercisable options utige 2003 Long Term Incentive Ple

Represents 8,334 shares issuable upon se@ftccurrently exercisable options granted unigde2004 Non-Employee Director Stock
Option Plan

Represents 26,500 shares issuable upon exeratserehtly exercisable options granted under thet1@ck Option
Includes 15,000 shares issuable upon exerciserddraly exercisable options under the 2003 LongiTercentive Plan

Includes 368,350 shares issuable upon eseeoficurrently exercisable options granted unler1©94 Stock Option Plan; 30,000
shares issuable upon exercise of currently exdreisgptions granted under the 1996 Stock Option;RPI&b00 shares issuable upon
exercise of currently exercisable options grantedien the Non-Employee Director Plan; 217,500 shiassble upon exercise of
currently exercisable options granted under the82@thg Term Incentive Plan; and 16,668 shares eugon exercise of currently
exercisable options granted under the 2004-Employee Director Stock Option Ple

Item 13. Certain Relationships and Related Transa@ns

We have entered into a consulting agreemetht Mel Marks, our founder, Board member and largastkholder. We currently pay Mel
Marks a consulting fee of $350,000 per year unkisrarrangement. In addition, the Compensation Citieenand the Board authorized a
bonus payable to Mr. Marks with respect to fisd202 of $50,000. We have also agreed to pay Mr. @ayember of our Board of Directors,
$90,000 per year for his service as a member oBoard and Chairman of our Audit Committee. Foritididal information, see the
discussion under the caption “Compensation of Dot

Based upon the terms of the agreement weqarslyi entered into with Richard Marks, our formeestdent and Chief Operating Officer,
we have been paying the costs he has incurrechimemtion with the SEC and U.S. Attorney’s Officigestigation. For additional
information, see the discussion under the capti@gal Proceedings”. During fiscal 2005, 2004 an@83®&e incurred costs of approximately
$556,000 $966,000 and $560,000, respectively, séhalf. Richard Marks is the son of Mel Marks.
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Item 14. Principal Accountant Fees and Services

The following table summarizes the total feespaid to our independent certified public accants, Grant Thornton LLP, for professio
services provided during the twelve month periaudeel March 31.:

2005 2004
Audit Fees $619,00( $282,00(
Audit Related Fee 29,00( 22,00(
Tax Fees — —
All Other Fees 69,00( —
$717,00( $304,00(

Audit fees billed in fiscal 2005 and 2004 dsted of (i) the audit of our annual financial staents and (ii) the reviews of our quarterly
financial statements, (iii) the review of SEC lestand (iv) the review of restated financial statate and related Forms 10-K and 10-Q.

Audit related fees billed in fiscal 2005 ar@D2 consisted of (i) review of our accounting fastomer long-term contracts, and
(i) professional services rendered in connectidih 8-8 registration statement that was filed omil&h 2004.

Other fees billed in fiscal 2005 consistegadfessional services for due diligence work reldtea potential acquisition that has been
abandoned.

Our Audit Committee must pre-approve all aagitl non-audit services to be performed by ourpeddent auditors and will not approve
any services that are not permitted by SEC ruldfAhe audit fees in fiscal 2005 and 2004 weavpraved by the Audit Committee.
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PART IV

Iltem 15. Exhibits and Financial Statement Schedules

a. Documents filed as part of this report:

Index to Consolidated Financial Statements

Report of Independent Registered Public AccourfEing
Consolidated Balance She

Consolidated Statements of Operati

Consolidated Statement of Sharehol’ Equity
Consolidated Statements of Cash F

Notes to Consolidated Financial Statem

(2) Schedules.

F-2
F-3
F-4

F-6

None.
(3) Exhibits:
Number Description of Exhibit Method of Filing

3.1 Certificate of Incorporation of the Company Incorporated by reference to Exhibit 3.1 to the @any’s
Registration Statement on Form SB-2 declared @fecn
March 22, 1994 (th“1994 Registration Stateme”)

3.2 Amendment to Certificate of Incorporation of thenmany Incorporated by reference to Exhibit 3.2 to the @any’s
Registration Statement on Form S-1 (No. 33-974@8)aied
effective on November 14, 1995 (t*1995 Registration Statem™)

3.3 Amendment to Certificate of Incorporation of thengmany Incorporated by reference to Exhibit 3.3 to the @any’s Annual
Report on Form 10-K for the fiscal year ended Ma&&h1997 (the
“1997 Form 1-K")

3.4 Amendment to Certificate of Incorporation of thengmany Incorporated by reference to Exhibit 3.4 to the @anmy’s Annual
Report on Form 10-K for the fiscal year ended Ma&&h1998 (the
“1998 Form 1-K")

3.5 Amendment to Certificate of Incorporation of thengmany Incorporated by reference to Exhibit C to the Conyfsproxy
statement on Schedule 14A filed with the SEC onéviaver 25,
2003.

3.6 By-Laws of the Company Incorporated by reference to Exhibit 3.2 to thedl8&gistration
Statement

4.1 Specimen Certificate of the Company’s Common Stock Incorporated by reference to Exhibit 4.1 to thedl8&gistration
Statement

4.2 Form of Underwriter's Common Stock Purchase Warrant Incorporated by reference to Exhibit 4.2 to thed 8@gistration
Statement

4.3 1994 Stock Option Plan Incorporated by reference to Exhibit 4.3 to thedl8&gistration
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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 th@4d Registration
Statement
4.5 1994 Non-Employee Director Stock Option Plan Incorporated by reference to Exhibit 4.5 to the @any’s Annual
Report on Form 1-KSB for the fiscal year ended March 31, 19
4.6 1996 Stock Option Plan Incorporated by reference to Exhibit 4.6 to the @any’s
Registration Statement on Form S-2 (No. 333-379é¢)ared
effective on November 18, 1997 (the “1997 Regigirt
Statemer”).
4.7 Rights Agreement, dated as of February 24, 1998nily Incorporated by reference to Exhibit 4.8 to the8 8&gistration
between the Company and Continental Stock Traiasfér  Statement.
Trust Company, as rights age
4.8 2003 Long Term Incentive Plan Incorporated by reference to Exhibit 4.9 to the @any’s
Registration Statement on Form S-8 filed with tECSn April 2,
2004.
4.9 2004 Non-Employee Director Stock Option Plan Incorporated by reference to Appendix A to the RrBtatement on
Schedule 14A for the 2004 Annual Shareholders Mge
10.1  Amendment to Lease, dated October 3, 1996, by and Incorporated by reference to Exhibit 10.17 to trec@mber 31,
between the Company and Golkar Enterprises, Lidting 1996 Form 10-Q.
to additional property in Torrance, Califort
10.2 Lease Agreement, dated September 19, 1995, by and 1997 Form 10-K. Incorporated by reference to ExHibi18 to the
between Golkar Enterprises, Ltd. and the Compalaying 1995 Registration Statement.
to the Compar’s facility located in Torrance, Californ
10.3  Agreement and Plan of Reorganization, dated agpoif A,  Incorporated by reference to Exhibit 10.22 to tB87.Form 10-K.
1997, by and among the Company, Mel Marks, Richard
Marks and Vincent Quek relating to the acquisittdMVR
and Unijoh
104 Form of Indemnification Agreement for officers and Incorporated by reference to Exhibit 10.25 to tB@7LRegistration
directors Statement
10.5  Warrant to Purchase Common Stock, dated April BO02  Incorporated by reference to Exhibit 10.29 to tA8210-K.
by and between the Company and Wells Fargo Bank,
National Associatiol
10.6  Amendment No. 1 to Warrant dated May 31, 2001,y a Incorporated by reference to Exhibit 10.32 to tA6210-K.
between the Company and Wells Fargo Bank, National
Association
10.7 Form of Employment Agreement dated February 143200 Incorporated by reference to Exhibit 10.42 to tB6210-K.
by and between the Company and Selwyn Ji
10.8 Letter Agreement dated July 17, 2002 by and betwieen Incorporated by reference to Exhibit 10.43 to tB6210-K.

Company and Houlihan Lokey Howard & Zukin Capi
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Number Description of Exhibit Method of Filing
10.9 Second Amendment to Lease dated March 15, 2002 Incorporated by reference to Exhibit 10.44 to tB8210-K.
between Golkar Enterprises, Ltd. and the Compalayimng
to property in Torrance, Californ
10.10 Separation Agreement and Release, dated February 14 Incorporated by reference to Exhibit 10.45 to th6210-K.
2003, between the Company and Anthony Sc
10.11  Employment Agreement, dated April 1, 2003 betwd®n t Incorporated by reference to Exhibit 10.46 to th6210-K.
Company and Charles Yeagle
10.12  Form of Warrant Cancellation Agreement and Release, Incorporated by reference to Exhibit 10.47 to th8210-K.
dated April 30, 2003, between the Company and Wells
Fargo Bank, N.A
10.13  Form of Agreement, dated June 5, 2002, by and letwie Incorporated by reference to Exhibit 10.38 to th6210-K.
Company and Sun Trust Bar
10.14  Credit Agreement, dated May 28, 2004, between the Incorporated by reference to Exhibit 10.15 to tleenPanys Annua
Company and Union Bank of California, N.A. Report on Form 10-K for the year ended March 3042@he “2004
1C-K™).
10.15* Addendum to Vendor Agreement, dated May 8, 2004,  Incorporated by reference to Exhibit 10.15 to tB8£210-K.
between AutoZone Parts, Inc. and the Comp
10.16  Employment Agreement, dated November 1, 2003, lext  Incorporated by reference to Exhibit 10.16 to th8£210-K.
the Company and Bill Laughlil
10.17  Form of Orbian Discount Agreement between the Camwp  Incorporated by reference to Exhibit 10.17 to th6£210-K.
and Orbian Corf
10.18 Form of Standard Industrial/Commercial Multi-Tenant Incorporated by reference to Exhibit 10.18 to th8£210-K.
Lease, dated May 25, 2004, between the Company and
Golkar Enterprises, Ltd for property located at B&&ple
Avenue, Torrance, Californii
10.19  Stock Purchase Agreement, dated February 28, 2001  Incorporated by reference to Exhibit 99.2 to Fori Bled with the
between the Company and Mel Mar SEC on March 29, 200
10.20 Build to Suit Lease Agreement, dated October 28420 Incorporated by reference to Exhibit 99.1 to CuriReport on
among Motorcar Parts de Mexico, S.A. de CV, the Form 8-K field on November 2, 2004.
Company and Beatrix Flourie Geoffrc
10.21 Amendment No. 1 to Employment Agreement, dated Incorporated by reference to Exhibit 99.1 to CuriReport on
April 19, 2004, between the Company and Selwynel Form &K field on April 25, 2005
14.1 Code of Business Conduct and Ett Incorporated by reference to Exhibit 10.48 to tB821(-K.
18.1 Preferability Letter to the Company from Grant Tiiton Incorporated by reference to Exhibit 18.1 to the200-K.
LLP
21.1 List of Subsidiarie: Filed herewith
31.1 Certification of Chief Executive Officer pursue Filed herewith
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Number Description of Exhibit Method of Filing

to Section 302 of the Sarbanes Oxley Act of 2(

31.2 Certification of Chief Financial Officer pursuaiot t Filed herewith.
Section 302 of the Sarbanes Oxley Act of 2(

32.1 Certifications of Chief Executive Officer and Chief Filed herewith
Financial Officer pursuant to Section 906 of theb3aes
Oxley Act of 2002

* Portions of this exhibit have been granted confiid¢treatment by the SE(

44




Table of Contents

SIGNATURES

Pursuant to the requirements of Section 18{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: September 2, 20! By: /s/ Charles W. Yeagle

Charles W. Yeagle
Chief Financial Officer and Secretz

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

/s Selwyn Joffe Chief Executive Officer and Direct
Selwyn Joffe (Principal Executive Officer) September 2, 2005
/sl Charles Yeagle Chief Financial Office
Charles Yeagle (Principal Financial and Accounting Officer) September 2, 2005
/sl Mel Marks
Mel Marks Director September 2, 2005
/s/ Rudolph Borne
Rudolph Bornec Director September 2, 2005
/s/ Philip Gay
Philip Gay Director September 2, 2005
/sl Irv Siege
Irv Siegel Director September 2, 2005

45




Table of Contents

MOTORCAR PARTS OF AMERICA, INC
AND SUBSIDIARIES
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

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

We have audited the accompanying consolidated balsineets of Motorcar Parts of America, Inc. (falgn®lotorcar Parts & Accessories,
Inc.) and Subsidiaries as of March 31, 2005 andi280d the related consolidated statements of tprsashareholders’ equity and cash
flows for each of the three years in the periodeghillarch 31, 2005. These financial statementsha&restsponsibility of the Company’s
management. Our responsibility is to express aniopion these consolidated financial statementsdas our 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 amdbtain reasonable assurance about whethdindmecial statements are free of material
misstatement. The Company is not required to hamewere we engaged to perform, an audit of iriral control over financial reporting.
Our audit included consideration of internal colgmver financial reporting as a basis for desigrandit procedures that are appropriate in
the circumstances, but not for the purpose of esgimg an opinion on the effectiveness of the Comlganternal control over financial
reporting. Accordingly, we express no such opinin.audit also includes examining, on a test basiglence supporting the amounts and
disclosures in the financial statements, assessagccounting principles used and significannesttes made by management, as well as
evaluating the overall financial statement pred@raWe believe that our audits provide a reastmbhsis for our opinion.

In our opinion, the consolidated financial statetagrferred to above present fairly, in all matenégpects, the financial position of Motorcar
Parts of America, Inc. and Subsidiaries as of M&th2005 and 2004, and the results of their ojpratand their cash flows for each of the
three years in the period ended March 31, 2008oitiormity with accounting principles generally apted 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,
2005. In our opinion, this schedule, when considéneaelation to the basic consolidated financiataments taken as whole, presents fairl
all material respects, the information set fortaréin.

/s/ Grant Thornton LLP

Los Angeles, California
August 22, 2005, except for Note S, as to whichddite is August 30, 2005
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MOTORCAR PARTS OF AMERICA, INC. AND SUBSIDIARIES
(Formerly MOTORCAR PARTS & ACCESSORIES, INC.)

Consolidated Balance Sheets

ASSETS

Current Assets
Cash and cash equivalel
Short term investmen

Accounts receivable, net of allowance for doubsfttounts of $20,000 and $14,000 in 2005 and

respectively
Inventory— net
Deferred income tax ass
Prepaid income ta
Inventory unreturne
Prepaid expenses and other current a:
Total current asse
Plant and equipmer— net
Deferred income taxe
Other asset
TOTAL ASSETS

LIABILITIES AND SHAREHOLDERS '’ EQUITY

Current Liabilities:
Accounts payabl
Accrued liabilities
Accrued salaries and wag
Accrued worker' compensation claim
Income tax payabl
Line of credit
Deferred compensatic
Deferred incom
Other current liabilitie:
Credit due custome
Current portion of capital lease obligatic
Total current liabilities
Deferred income, less current porti
Deferred income tax liabilit
Capital lease obligations, less current por
Total Liabilities

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 is —
Common stock; par value $.01 per share, 20,006;0@€es authorized; 8,183,955 and 8,085,955

shares issued and outstanding at March 31, 2002@04, respectivel

Additional paic-in capital
Accumulated other comprehensive |
Accumulated defici

Total shareholde’ equity

TOTAL LIABILITIES & SHAREHOLDERS' EQUITY

March 31

2005 2004
$ 6,211,00! $ 7,630,00
503,00( 288,00!
11,513,00 9,789,001
48,587,00 25,595,00
6,378,00! 8,786,00!
— 172,00(
2,409,00I 2,716,00i
1,365,00! 880,00!
76,966,00 55,856,00
5,483,00! 4,758,001
— 378,00!
899,00( 774,001
$83,348,00 $ 61,766,00
$14,502,00 $ 13,456,00
1,378,00! 509,00!
2,235,00! 1,754,00
2,217,00I 588,00!
183,00 —
— 3,000,001
450,00( 260,00!
133,00 —
89,00( 62,00(
12,543,00 —
416,00( 409,00(
34,146,00 20,038,00
521,00( 100,00
519,00( —
938,00( 1,247,00!
36,124,00 21,385,00
82,00( 81,00(
53,627,00 53,096,00
(55,000 (78,000
(6,430,001 (12,718,00)
47,224,00 40,381,00
$83,348,00 $ 61,766,00

The accompanying notes to consolidated firsrstatements are an integral part hereof.
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MOTORCAR PARTS OF AMERICA, INC. AND SUBSIDIARIES

(Formerly MOTORCAR PARTS & ACCESSORIES, INC.)

Net sales
Cost of goods sol
Gross profit
Operating expense
General and administratiy
Sales and marketir
Research and developmt
Total operating expens
Operating incom:
Other (expense) incon
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

Consolidated Statements of Operations
Year Ended March 31,

2005

2004

2003

$95,785,00  $80,548,00  $83,969,00
68,732,00 58,512,00 66,427,00
27,053,00 22,036,00 17,542,00
11,622,00 9,629,001 8,812,001
2,759,001 1,977,001 1,071,001
836,00 565,00 564,00
15,217,00 12,171,00 10,447,00
11,836,00 9,865,001 7,095,001
(1,794,00() (968,000 (1,980,001
102,00 37,00 636,00
10,144,00 8,934,001 5,751,001
(3,856,00() (3,123,00) 4,967,00
$ 6,288,000 $ 5,811,000  $10,718,00
$ 077 $ 07: $ 1.3t
$ 0.7  $ 06 $ 1.2t
8,151,45! 8,023,22: 7,960,45!
8,599,96! 8,388,12! 8,540,561

The accompanying notes to consolidated firsrstatements are an integral part hereof.
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Balance at March 31, 20(
Foreign currency
translation
Net Income

Comprehensive Incomnr
Balance at March 31, 20(

Purchase and cancellation

of warrants and optiot

Exercise of option

Tax benefit from
employee stock optiot
exercisec

Purchase of common
stock

Unrealized gain on
investments

Foreign currency
translation

Net Income

Comprehensive Inconr

Balance at March 31, 20(
Exercise of option
Tax benefit from
employee stock optiot
exercisec
Unrealized gain on
investment:
Foreign currency
translation
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, 2005, 2004 and 2003

Accumulated

Additional Other
Common Stock Paid-in Comprehensive Accumulated Comprehensive
Shares Amount Capital Loss Deficit Total Income
7,960,45! 80,00C 53,126,00 (112,000 (28,907,00) 24,187,00
— — — 5,00(C — 5,00(C 5,00(¢
— — — — 10,718,000 10,718,00 10,718,00
10,723,00
7,960,45! 80,000 53,126,00 (107,000 (18,189,00) 34,910,00
— — (372,000) — (340,000 (712,000
204,50( 2,00( 498,00( — — 500,00(
— — 139,00( — — 139,00(
(79,000 (1,000 (295,000 — — (296,000)
— — — 21,00( — 21,00( 21,00(
— — — 8,00( — 8,00( 8,00(
— — — — 5,811,00I 5,811,00I 5,811,00!
5,840,001
8,085,95 $81,00( $53,096,00 $ (78,000 $(12,718,00) $40,381,00
98,00( 1,00( 290,00( — — 291,00(
— — 241,00( — — 241,00(
— — — 17,00( — 17,00( 17,00(
— — — 6,00(C — 6,00(C 6,00(
— — — — 6,288,00I 6,288,00I 6,288,00!
6,311,001
8,183,95 $82,00( $53,627,00 $ (55,000 $ (6,430,00) $47,224,00

The accompanying notes to consolidated firerstatements are an integral part hereof.
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MOTORCAR PARTS OF AMERICA, INC. AND SUBSIDIARIES

(Formerly MOTORCAR PARTS & ACCESSORIES, INC.)
Consolidated Statements of Cash Flows

Cash flows from operating activitie
Net income

Adjustments to reconcile net income to net caskigenl by operating activitie:

Depreciation and amortizatic

Provision for inventory reserves and stock adjustis
Provision for (recovery of) doubtful accoul

Deferred income taxe

Tax benefit from employee stock options exerc

Loss on disposal of assk
Changes in
Accounts receivabl
Inventory
Prepaid income ta
Inventory unreturne

Prepaid expenses and other current a:

Other asset
Accounts payable and accrued liabilit
Income tax payabl
Deferred compensatic
Deferred incom
Credit due custome
Other liabilities
Net cash provided by operating activit
Cash flows from investing activitie
Purchase of property, plant and equipr
Change in short term investme
Net cash used in investing activiti
Cash flows from financing activitie
Net payments under the line of cre
Net payments on capital lease obligati
Repurchase of warrants and stock opiti
Exercise of stock optior
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

Year Ended March 31,

2005 2004 2003
$ 6,288,000 $5811,000 $10,718,00
1,932,001 2,369,001 2,384,001
812,00 2,566,001 2,796,001
6,00( 13,00 (104,00()
3,305,001 2,984,001 (4,213,001
241,00 139,00( —
6,00( — —
(2,787,001 (628,00 4,189,001
(22,785,00)  (3,585,00)) 4,866,001
172,00 (144,00() 3,381,001
41,00( (276,000 (54,000)
(180,00() (303,00() (171,00()
(130,00() 338,00 620,00
4,029,001 5,678,001 (3,163,001
183,00 — —
191,00 46,00( (58,000)
554,00 100,00 —
12,543,00 — —
26,00 44,00( (165,000
4,447,001 15,152,00 21,026,00
(2,549,00() (322,00) (669,000)
(199,001) (126,000 110,00
(2,748,001 (448,00) (559,00()
(3,000,00) (6,932,000  (18,097,00)
(411,00() (945,00) (1,160,001
— (1,008,001 —
291,00 500,00 —
(3,120,00)  (8,385,00)  (19,257,00)
2,00( 4,00( 5,00(
(1,419,001 6,323,00! 1,215,001
7,630,001 1,307,001 92,00(
$ 6,211,000 $ 7,630,000 $ 1,307,00
$ 1,795000 $ 968,000 $ 2,132,00
$ 59000 $ 253000 $  32,00(
$ 109,00 $ 1577,000 $ —

The accompanying notes to consolidated firerstatements are an integral part hereof.
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Note A — Company Background

Motorcar Parts of America, Inc. and its sulmmigis (the “Company” or “MPA") remanufacture andtdbute alternators and starters for
import and domestic cars and light trucks. Theptacement parts are sold for use on vehicles afitéal vehicle purchase. These
automotive parts are sold to automotive retail clstdres and warehouse distributors throughouttiited States and Canada. The
Company also sells af-market replacement alternators and starters tojar matomotive manufacture

The Company obtains used alternators and stagemmonly known as cores, primarily from itstonsers (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 reraaturing, warehousing and shipping/receiving openatfor alternators and starters
in California, Singapore and Malaysia, and in JA0@5 began limited remanufacturing in Mexi

The Company changed its name to Motorcar Bargnerica, Inc. from Motorcar Parts & Accessoril®. on January 8, 2004. The
Company operates in one business segment pursudtatement of Financial Accounting Standards (“SBANo. 131, Disclosures abot
Segments of Enterprise and Related Informe”

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., Unijoh SdhdBand Motorcar Parts de Mexico, S.A. de C.V.sidnificant inter-company
accounts and transactions have been elimin

. Cash Equivalent

The Company considers all highly liquid investmgmnischased with an original maturity of three mandh less to be cash equivalents.
The Company maintains its cash balances at sefiuasakial institutions located in Southern CalifanAt times, the cash balances exceed
federally insured limits. The Company has not eiqrered any losses in such accounts and beliei@gadt exposed to any significant
credit risk on cash equivalents. Total amounts sumed at March 31, 2005 and 2004 were approxim&&§60,000 and $6,930,000,
respectively

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 date. Thep@nyndoes not require collateral for
accounts receivable. See Note— Revenue Recognitic.

Inventory

Inventory is stated at the lower of cost or markée standard cost of inventory is based upon itteetdcosts of material and labor and an
allocation of indirect costs. The standard cosheéntory is continuously evaluated and adjustecttiect current cost levels. Standard
costs are determined for each of the three claasifins of inventory as follow:

Finished goods cost includes the standard costrefscand raw materials and allocations of laborauethead. Work in proce
inventory historically comprises less than 3% & thtal inventory balance. Work in process is iriouss stages of production
and, on average, is 50% complete. Work in procesalued at 50% of the standard cost of a finigiwmt.
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Core and other raw materials inventory aagest at the lower of cost or market. The Compangrdenes the market value of
cores based on purchases of core and core brakes pists. The Company provides an allowance éetially excess and
obsolete inventory based upon historical us

Inventory unreturned represents the value of cangsfinished goods shipped to customers and exphéztee returned, stated
the lower of cost or market. Upon product shipm#rg,Company reduces the inventory account foatheunt of product
shipped and establishes the inventory unreturnget ascount for that portion of the shipment thabipected to be returned by
the customel

The Company applies discounts on supplier invaigeseducing related accounts payable and invergbtige time of paymen
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.(88AS"), “Accounting for Income Taxes,” which reiges the use of the liability
method of accounting for income tax

The liability method measures deferred income tdweapplying enacted statutory rates in effechattialance sheet date to the differe
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 will not be realize

The primary components of the Company’s incomeptaxision (benefit) are (i) the current liability cefund 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
2002 and (ii) the change in the amount of the eétrded income tax asset, including the effectnyf éhange in thvaluation allowance

By eliminating the entire valuation allowance advizrch 31, 2003, the Company has recorded deféavedssets on (i) federal net
operating loss carry forwards of $15,264,000, wieghire in varying amounts through 2023 and (ijestnet temporary differences
deductible in the future. Realization of these thefi: tax assets is dependent upon the Companyitydbigenerate sufficient future
taxable income. Management believes that it is rfikedy than not that future taxable income will fefficient to realize the recorded
deferred tax assets. Future taxable income is basesanagement’s forecast of the future operatisglts of the Company. Management
periodically reviews such forecasts in comparisath actual results and there can be no assuraatstieh results will be achieve

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 tamation 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 localreaocy. The assets and liabilities of fore
operations are translated into the reporting ceyréb.S. dollar) at the exchange rate in effec¢hatbalance sheet date, while revenues anc
expenses are translated at average exchange ugiteg the year in accordance with SFAS 52, “Fore@gmrency Translation.” The
accumulated foreign currency translation adjustneptesented as a component of Other Comprehehlgigene in the Consolidated
Statement of Stockhold¢ Equity.
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8. Revenue Recognitic

The Company recognizes revenue when performantieeb@ompany is complete. Revenue is recognized \aherf the following criteric
established by the Staff of the Securities and Brgke Commission in Staff Accounting Bulletin 10RgVenue 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”) glitig point, revenue is recognized on the date ipisént. 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 ccstle$

The Company accounts for revenues and costie$ ®n a net-of-core-value basis. Management étasndined that the Company’s
business practices and contractual arrangement ireshe return to the Company of substantiallyuaed cores. Accordingly,
management excludes the value of cores from revienaecordance with Statement of Financial Accoumttandards 48, “Revenue
Recognition When Right of Return Existg“SFAS 48"). Core values charged to customers andntluded in revenues totaled
$79,000,000, $71,173,000, and $84,629,000 forititalfyears ended March 31, 2005, 2004, and 2@8Bgectively. Upon receipt of a cc
the Company grants the customer a credit basedeocore value billed. The Company generally lirndse returns to the number of sim
cores previously shipped to each custor

Unit value revenue is recorded based on thepgaowis price list, net of applicable discounts afidwances. When the Company ships a
product, it recognizes an obligation to accepttarneed core by recording a contra receivable adcbhased upon the agreed upon core
charge and establishing an inventory unreturnedwatcat the standard cost of the core expected tetrned. The Company recognizes
revenue for cores based upon an estimate of tha@rrathich customers will pay cash for cores in laé returning cores for credits. In fisi
year 2005, the Company began to recognize corgehavenue each fiscal quarter based on a quaestilpate. The revenue from ct
charges had previously been recorded at the etitediscal year

The Company allows customers to return slowingand other inventory. The Company provides fmhsreturns of inventory in
accordance with SFAS 48, “Revenue Recognition WRigiht of Return Exists”. The Company reduces reeeamnd cost of sales for the
unit value based on a historical return analys@siaformation obtained from customers about curstotk levels

During fiscal 2004, the Company began to gffierducts on pay-on-scan (“POS”) arrangement toadrits customers. For POS inventory,
revenue is recognized when the customer has ribttiie Company that it has sold a specifically idiuat product to another person or
entity. POS inventory represents inventory heldomsignment at customer locations. This customarshthe risk of loss of any consigned
product from any cause whatsoever from the timsggson is taken until a third party customer pasels the product or its absence is
noted in a cycle or physical inventory count. Nades from POS inventory were $6,191,000 and $508&1for the fiscal year ended

March 31, 2005 and 2004, respective
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The Company also maintains accounts to acauestimated returns and to track unit and conermet The accrual for anticipated
returns reduces revenues and accounts receivdi#eestimated unit sales returns and estimatedretrms account balances are as
follows:

2005 2004
Estimated sales retur $ 694,00( $ 992,00(
Estimated core inventory retur $2,288,00! $3,852,00

The amount of revenue recognized for core @wafgr the years ending March 31, 2005, 2004 af8 ¥ere $5,046,000, $3,120,000
and $3,850,000, respective

9. Sales Incentive
The Company records the cost of all marketilgvances provided to its customers in accordaritle BITF 01-09, “Accounting for
Consideration Given by a Vendor to a Customer."hSaltowances include sales incentives and conaessitoluntary marketing
allowances related to a single exchange of proaictecorded as a reduction of revenues at thettiemeelated revenues are recorded or
when such incentives are offered. Other marketilogvances, which may only be applied against fupurechases, are recorded as a
reduction to revenues over the life of the conttesing the straight-line method. Sales incentivewants are recorded based on the value
of the incentive provided. For the years ended M&%, 2005, 2004 and 2003, the Company recordeduwtion in revenues of
$2,223,000, $2,276,000 and $1,651,000, respectiatiybutable to marketing allowances grantedonrection with longerm contract
and a reduction of $9,380,000, $4,508,000 and #7088, respectively, attributable to marketingwhoces related to a single excha
of product.
10. Net Income Per Sha
Basic income per share is computed by dividiagincome by the weighted-average number of stidresmmon stock outstanding
during the period. Diluted income per share inctuttee effect, if any, from the potential exerciseanversion of securities, such as
stock options and warrants, which would resultia issuance of incremental shares of common s
The following represents a reconciliation of basid diluted net income per shs
Year end March 31
2005 2004 2003
Net income $6,288,00 $5,811,00 $10,718,00
Basic share 8,151,45! 8,023,22i 7,960,45!
Effect of dilutive options and warrar 448,51( 364,90 580,10!
Diluted share: 8,599,96! 8,388,12! 8,540,56!
Net income per common sha
Basic $ 0.71 $ 0.72 $ 1.3t
Diluted $ 0.7¢ $ 0.6¢ $ 1.2F

11.

The effect of dilutive options and warrantsleges 361,525 options with exercise prices ranfiiogn $8.70 to $19.13 per share in 2005;
127,250 options with exercise prices ranging fr@8$ to $19.13 per share in 2004 and 57,475 optidtisexercise prices ranging frc
$3.60 to $19.13 per share in 2¢- all of which were an-dilutive.

Use of Estimate

The preparation of consolidated financial steets in conformity with accounting principles geally accepted in the United States of
America requires management to make estimatessmunhgptions that affect the reported amounts irctimsolidated financial
statements and accompanying notes. Actual resuliisl ciffer from those estimates. On an on-goingifiahe Company evaluates its
estimates, including those relai
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12.

13.

to the carrying amount of property, plant agdipment; valuation allowances for receivableseimeries, and deferred income taxes;
accrued liabilities; and litigation and disput

The Company uses significant estimates in #heutation of sales returns. These estimates aedan the Company’s historical return
rates and specific evaluation of custom

The Company’s calculation of inventory reserve®lves significant estimates. The basis forithentory reserve is a comparison of
inventory on hand to historical sales volurr

The Company uses significant estimates in #heutation of its income tax provision or benefjtising forecasts to estimate whether it
will have sufficient future taxable income to realiits deferred tax assets. There can be no assgrémat the Comparg/taxable incom
will be sufficient to realize such deferred taxedss

A change in the assumptions used in the estimatesafes returns, inventory reserves and inconestasuld result in a difference in t
related amounts recorded in the Com['s consolidated financial statemer

Financial Instrument:

The carrying amounts of cash and cash equitslshort-term investments, accounts receivabtnuads payable 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 caeristics

Stocl-Based Compensatic

The Company accounts for stock-based emplogegensation as prescribed by Accounting PrinciBleasrd Opinion (*APB”) No. 25,
“Accounting for Stock Issued to Employees,” and &dspted 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, compengatiost for stock options is measured as the exifensy, 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.

2005 2004 2003
Net income, as reporte $6,288,00! $5,811,00! $10,718,00
Add: Stockbased employee compensation expense includeddnteejnet income, net
related tax effects — — —
Deduct: Total stock-based employee compensatioaresgpdetermined under fair value
based method for all awards, net of related taecest (909,000 (198,00() (169,000
Pro forma net income $5,379,00! $5,613,00 $10,549,00
Basic income per sha— as reportet 0.77 0.7z 1.3t
Basic income per sha— pro forma 0.6€ 0.7¢ 1.3z
Diluted income per sha— as reportes 0.73 0.6¢ 1.2t
Diluted income per sha— pro forma 0.6: 0.67 1.24

The weighted average estimated fair value gflepee stock options granted during fiscal 200®428nd 2003 was $3.91, $1.76 and
$1.16, respectively
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Under SFAS 123, compensation cost for options gahist recognized over the vesting period. The corsgtion cost included in the
forma amounts above represents the cost assogigtedptions granted during fiscal 1996 througledils2005. The following
assumptions were used in the Bl-Scholes pricing model to estimate st-based compensatio

2005 2004 2003

Risk free interest rai 3.22% 3.28% 2.22%
Expected life (years 5 5 5

Expected volatility 45% 51% 53%
Expected dividend yiel 0% 0% 0%

14. Credit Risk

The majority of the Company’s sales are toilegdutomotive after-market parts suppliers. Managy believes the credit risk with
respect to trade accounts receivable is limitedtdube Company’s credit evaluation process andhétere of its customers. However,
should the Company’s customers experience significash flow problems, the Company’s financial posiand results of operations
could be materially and adversely affect

15. Deferred Compensation Ple

The Company has a deferred compensation ptazeftain management. The plan allows participtntiefer 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 recordedaket value, with any unrealized
gain or loss recorded as other comprehensive ossareholders’ equity. Adjustments to the defeo@dpensation obligation are
recorded in operating expenses. The carrying vaflydan assets was $503,000 and $288,000, andrdéfeompensation obligation was
$450,000 and $259,000 at March 31, 2005 and 2@8pectively. See Note

16. Comprehensive Incon

SFAS 130, “Reporting Comprehensive Income dlgisthed standards for the reporting and displagoafiprehensive income and its
components in a full set of general purpose fir@mstatements. Comprehensive income is definedeasttange in equity during a per
resulting from transactions and other events armligistances from non-owner sources. The Compaatgbdomprehensive income
consists of net income, foreign currency transtaidjustments and unrealized gains/losses. The @uyripas presented Comprehensive
Income on the Consolidated Statement of Sharets’ Equity.

17. Recent Pronouncemer

In December 2004, the FASB issued SFAS 123Rs@d 2004), “Share-Based Payment.” This staterisemtevision to SFAS 123,
Accounting for Stock-Based Compensation”, and ssgus Opinion 25, “Accounting for Stock Issued nopfoyees.” SFAS 123(R)
requires the measurement of the cost of employméces received in exchange for an award of egogyruments based on the grant-
date fair value of the award. The cost will be gdred over the period during which an employeedgiired to provide service in
exchange for the award. The requirements of SFASLR8R are effective as of the beginning of thst finterim reporting period that
begins on April 1, 2006 for the Company, requiraagnpensation cost to be recognized as expenshdqrdrtion of outstanding
unvested awards, based on the grant-date fair wdlise awards calculated using the Black-Schaoi¢i®n pricing model under SFAS
123 for pro forma disclosures. The Company hagaebtompleted the analysis of the impact of adgp8FAS 123R, but based upon
current estimates of fair value, net income wowdenbeen reduced by approximately $909,000 foydlae ended March 31, 20C
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In November 2004, the FASB issued SFAS No. Imientory Costs” (“SFAS No. 151"). SFAS No. 15mands the guidance in ARB

No. 43, Chapter #Inventory Pricing,” to clarify the accounting fabnormal amounts of idle facility expense, freigtandling costs, and
wasted material (spoilage). This statement requirassthose items be recognized as current-petiadges regardless of whether they meet
the criterion of “so abnormal.” In addition, thismement requires that allocation of fixed produttbverhead to the costs of conversion be
based on the normal capacity of the productiorifies. The requirements of SFAS No. 151 are eifecas of the beginning of the first
interim or annual reporting period that beginsradtene 15, 2005. The Company does not expect thatiad of SFAS No. 151 to have a
material effect on its financial statemer

In December 2004, the FASB issued SFAS No."Ex8hange of Non-monetary Assets an amendment & @pinion No. 29" (“SFAS

No. 157"). SFAS No. 153 amends Opinion 29 to eliminatedkeeption for non-monetary exchanges of similadpctive assets and
replaces it with a general exception for exchargjesmn-monetary assets that do not have commesgiEtance. A nomonetary exchang
has commercial substance if the future cash fldwkeentity are expected to change significansiyaaesult of the exchange. A reciprocal
transfer of a non-monetary asset shall be deemeaarange only if the transferor has no substaotiatinuing involvement in the
transferred asset such that the usual risks anardsvwof ownership of the asset are transferredr@tpgirements of SFAS No. 153 are
effective for non-monetary asset exchanges ocapmifiscal periods beginning after June 15, 200% Company does not expect the
adoption of SFAS No. 151 to have a material effecits financial statement

In May 2005, the FASB issued Statement of FiredriAccounting Standards (SFAS) No. 154, “AccongtChanges and Error
Corrections” (“SFAS No. 154”). SFAS No. 154 repla@ecounting Principles Board Opinion No. 20, “Aooting Changes,” and SFAS
No. 3,“Reporting Accounting Changes in Interim Finan@#&htements,” and requires the direct effects obating principle changes to
be retrospectively applied. The existing guidandé wespect to accounting estimate changes anécatans of errors is carried forward in
SFAS No. 154. The requirements of SFAS No. 154ffextive for as of the beginning of the first inte or annual reporting period that
begins after December 15, 2005. The Company ddesxpect the adoption of SFAS No. 154 to have a@nateffect on our financial
statements

Note C — Short-Term Investments

The short-term investments account containg#isets of the Company’s deferred compensation plaplan’s assets consist primarily of
mutual funds and are classified as available fl&. g8 of March 31, 2005 and 2004, the fair maxiatie of the short-term investments
was $503,000 and $288,000, and the cost basis 4&@0 and $267,000, respective

Note D — Inventory

Inventory is comprised of the following at March::

2005 2004
Raw materials and cor: $19,864,000  $12,645,00
Work-in-process 681,00( 621,00(
Finished good 13,398,00 12,620,00

33,943,00 25,886,00

Less allowance for excess and obsolete inver (2,392,001 (2,637,001

31,551,00 23,249,00

Pay-on-scan inventon 17,036,00 2,346,00!
Total $48,587,00 $25,595,00
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Note E — Inventory Unreturned

Inventory unreturned is comprised of the followaigMarch 31

2005 2004
Cores $1,352,00! $2,379,00
Finished good 1,057,00! 337,00(
Total $2,409,00 $2,716,00
Note F — Plant and Equipment
Plant and equipment, at cost, are as folldvWdaach 31:
2005 2004

Machinery and equipme $ 15,052,00 $ 13,564,00
Office equipment and fixture 5,269,00! 4,718,001
Leasehold improvemen 1,153,001 1,099,00!

21,474,00 19,381,00
Less accumulated depreciation and amortize (15,991,00) (14,623,00)
Total $ 5,483,000 $ 4,758,00

Note G — Multi-Year Exclusive Arrangement and Invertiory Transaction with a Large Customer

In May 2004, the Company entered into an agesgnwith Customer A (see Note M) to become its priyrsupplier of import alternators
and starters for its eight distribution centers.past of this four-year agreement, the Companyredtato a pay-on-scan

(POS) arrangement with the customer. Under thengement, the customer is not obligated to purctiesBOS merchandise the
Company has shipped to the customer until that naerdise is ultimately sold to the end user. As phithis agreement the Company
purchased $24,130,000 of the customer’s then-cuimeantory of import starters and alternators $roning to the POS program at the
price the customer originally paid for this invemtorhe Company is paying for this inventory ovdrrionths, without interest, through 1
issuance of monthly credits against receivablegigeed by sales to the customer. The contractnegjthat the Company continue to meet
its historical performance and competitive stangz

The Company did not record the inventory aagufrom the customer as part of this transactiba {transition inventory”) as an asset
because it does not meet the description of art pes@ded in FASB Concepts Statement No. 6, “Elets®f Financial
Statemen” (“CON €”). Therefore, the Company does not recognize reveinosthe customés POS sales of the transition inventc

The Company has agreed to issue credits in an anequal to the transition inventory. Based on tascdiption of a liability in CON 6, th
Company recognizes the amount of its obligatiothéocustomer as the customer sells the transitieenitory and recognizes a payable to
the Company. During the year ended March 31, 20@5¢customer sold $19,643,000 of the transitioemery and MPA issued credits of
$7,100,000, resulting in a net obligation to thetomer of $12,543,000 as reflected on the Com’s March 31, 2005 balance she
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As the issuance of credits to the customer digdags sales of the transition inventory, then@pany receives cash in the early months of
the agreement which will be offset in the futureldmyer cash collections resulting from credits es$to the customer. As of March 31,
2005, the Company had agreed to issue future sredd€ustomer A in the following amoun

Q1 2006 $ 3,180,00i
Q2 2006 $ 3,270,001
Q3 2006 $ 3,270,001
Q4 2006 $ 3,270,001
Q1 2007 $ 4,040,00!
Total $17,030,00

In connection with this POS arrangement, then@@any recognized a liability of approximately $48MW) to reflect that the price the
Company is paying for the cores included within le@-MPA portion of the transition inventory is gter than the market value of these
cores.

The Company also agreed to cooperate withuk®mer to use reasonable commercial efforts twerdmll products sold by MPA to the
customer to the POS arrangement by April 2006hénevent the conversion is not accomplished byl 2006, the Company agreed to
amend the agreement to acquire an additional $2400 of inventory and to provide the customer waithadditional $24,000,000 of cre
memos to be issued and applied in equal monthtglingents to current receivables over i-month period ending April 200

Note H — Capital Lease Obligations

The Company leases various types of machineycamputer equipment under agreements accounted frapital leases and are included
in plant and equipment as follow

2005 2004
Cost $ 2,299,00! $ 7,681,001
Less accumulated amortizati (1,127,000 (5,498,001
Total $1,172,00i $ 2,183,001
Future minimum lease payments at March 31, 2005hcapital leases are as follo\
Year Ending March 31
2006 $ 483,00(
2007 438,00(
2008 324,00(
2009 222,00(
2010 —
Total minimum lease paymer 1,467,00!
Less amount representing inter (113,000
Present value of future minimum lease payn 1,354,00!
Less current portio (416,000
$ 938,00(

Note | — Line of Credit and Other Borrowings

On May 28, 2004 the Company secured a $15,000G;f=dit facility with a new bank. This revolviegedit line, which replaced the
Company’s previous asset-based facility, bearsasteeither at the LIBOR rate plus 2% or the bankfsrence rate, at the Company’s
option. The bank holds a security interest in satitslly all of the Company’s assets. As of Mardh 3005, no amounts were outstanding
under this line of credit and tt
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Company had reserved $4,301,000 of the linstimdby letters of credit for workertompensation insurance. The loan agreement rs
on October 2, 200¢

The bank loan agreement includes various fil@govenants, including covenants requiring thenpany to (i) maintain tangible net
worth of not less than $39,000,000, increased 9% @5net profit after taxes each quarter, EBITDAnof less than $3,000,000 for each
quarter and $14,000,000 for the four most recesgfiquarters, a fixed charge ratio of not lesa tha5 to 1.00 as of the last day of each
quarter, and a quick ratio of not less than 0.65.80 as of the close of each quarter and toirfii capital expenditures to $2,500,000 and
operating lease obligations to $2,000,000 duringfatal year. The Company was in default of a loamenant for failure to achieve
EBITDA of not less than $14,000,000 in EBITDA fdetfour fiscal quarters ended December 31, 2004=&bnuary 18, 2005 the bank
waived the Compar's breach of this EBITDA covenal

The Company was in default for (i) failing tmpide the bank with its public reports on FormQGaer the fiscal quarters ended June 30,
2004, September 30, 2004 and December 31, 20D4giliing to maintain a quick ratio of not less th@.65 to 1.00 for the fiscal quarter
ended March 31, 2005, (iii) making capital expemdis during the fiscal year ended March 31, 20Gimamount in excess of $2,500,000
and (iv) failing to provide the bank with certaiatites, monthly financial statements and requieadgliance certificates. On June 29,
2005, the bank provided the Company with a wai¥éhese covenant defaults. The waiver restricteditture availability of the Compat
to access the line of credit until it had satisfileel conditions included in the waiver. The ongaéfigct of this waiver was conditioned
upon the Company’s delivery to the bank of (i)li&sQ for the quarter ended September 30, 2004 lpyLEiy 2005, (ii) its 10-Q for the
quarter ended December 31, 2004 by July 29, 208%ianits 10-K for the year ended March 31, 2d®bAugust 22, 2005. The Company
filed the 10-Q for the quarter ended Septembe804 by July 15, 2005, the 10-Q for the quartereenidecember 31, 2004 by July 29,
2005 and the 10-K for the year ended March 31, 280August 22, 2005. While the Company satisfieglfttst two conditions identified

in the preceding paragraph, it did not providelibak with its fiscal 2005 -K by August 22, 2005. See Note

Under two separate agreements, executed or80uB004 and August 21, 2003 with two customedbsthair respective banks, the
Company may sell those customers’ receivablesasetibanks at an agreed-upon discount set at teethiereceivables are sold. This
discount arrangement has allowed the Company telerete collection of the customers’ receivablegegating $81,487,000 and
$48,679,000 for the years ended March 31, 20052804, respectively, by an average of 187 days d48ddays, respectively. On an
annualized basis the weighted average discounbratke receivables sold to the banks during tlaesyended March 31, 2005 and 2004
was 4.2% and 3%, respectively. The amount of theadint on these receivables, $1,539,000 and $5880@he years ended March 31,
2005 and 2004, respectively, was recorded as stterpense

Note J — Shareholders’ Equity

In connection with the execution of the May 32@01 second amended and restated credit agreeimeeixercise price of the warrants
previously issued by the Company to its existimglr was reduced to $.01 per share. This warraniged the bank the right to purchase
400,000 shares of the Company’s common stock. Bdiscal 2004, the Company obtained replacemeanfimg and paid its former
lender $700,000 to cancel this warrant. This tratisa resulted in a reduction of $340,000 in regdiearnings and a reduction of $360,000
in additional paid in capita

During the twelve months ended March 31, 2@0d,Company also repurchased at market value 78/@8@s of its common stock for
$296,000
Preferred Stock

On February 24, 1998, the Company enteredaiiRights Agreement with Continental Stock Tran&f@mrust Company. As part of this
agreement, the Company established 20,000 shaferies A Junior Participating Preferred Stock,vzdne $.01 per share. The Series A
Junior Participating Preferred Stock has prefea¢ntiting, dividend and liquidation rights over tBemmon Stock
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On February 24, 1998, the Company also decladididend distribution to the March 12, 1998 tklof record of one Right for each
share of Common Stock held. Each Right, when esalobé, entitles its holder to purchase one onestudth of a share of the Company’s
Series A Junior Participating Preferred Stock ptiee of $65 per one o-thousandth of a share (subject to adjustm:

The Rights are not exercisable or transferapbet from the Common Stock until an Acquiring Bersas defined in the Rights Agreement,
without the prior consent of the Company’s Boardagctors, acquires 20% or more of the outstandimayes of the Common Stock or
announces a tender offer that would result in 20%eyship. The Company is entitled to redeem théRjgat $0.001 per Right, any time
until ten days after a 20% position has been aeduldnder certain circumstances, including the ittipn of 20% of the Company’s
common stock without the prior consent of the Bpaath Right not owned by a potential Acquirings@erwill entitle its holder to

receive, upon exercise, shares of Common Stockbavivalue equal to twice the exercise price oRight.

Holders of a Right will be entitled to buy skaaf an Acquiring Person at a similar discoungiter the acquisition of 20% or more of the
Company’s outstanding Common Stock, the Compaimnwi@ved in a merger or other business combinatiansaction 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 another pel

The Rights expire on March 12, 2008 unless eartideemed by the Compar
The Rights make it more difficult for a thirdnty to acquire a controlling interest in the Compavithout the approval of the Company’s
Board. As a result, the existence of the Rightdcchave an adverse impact on the market for the @@my's Common Stock

Note K — Employment Agreements

The Company has employment agreements witle gmgployees, expiring on March 31, 2006. The emptayt agreements provide for
annual base salaries aggregating $924,000. Iniaddihese employees were granted options in fa@@l through 2005 pursuant to the
Company'’s stock option plans for the purchase 8820 shares of common stock at exercise pricagmgrirom $0.931 to $9.27 per
share.

Note L — Commitments

The Company leases office and warehouse fasilih California, Tennessee, North Carolina, MsiaySingapore and Mexico under
operating leases expiring through 2007. At March28D5, the remaining future minimum rental payreanmtder the above operating le:
are as follows

Year ending March 31,

2006 $ 2,232,000
2007 2,204,00!
2008 850,00
2009 862,00(
2010 881,00(
Thereaftel 3,305,001
$10,334,00

On October 28, 2004, the Company’s wholly owseldsidiary, Motorcar Parts de Mexico, S.A. de Cevitered into a build-to-suit lease
covering approximately 125,000 square feet of itrialpremises in Tijuana, Baja California, Mexifay a remanufacturing facility. The
Company guarantees the payment obligations oftitsdlwowned subsidiary under the terms of the ledbe lease provides for a monthly
rent of $47,500, which increases by 2% each yeginbhiang with the third year of the lease term. Téese has a term of 10 years from the
date the facility was available for occupancy, dMutorcar Parts de Mexico has an option to exteedehse term for two additional 5-year
periods. In May 2005, the Company took possessitiese premise:
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and in June 2005, the Company began limitechrerfacturing at the location. In April 2006, Motardarts de Mexico will lease an
additional 41,000 square feet adjoining its exgstpace

During fiscal years 2005, 2004 and 2003, then@any incurred total lease expenses of $1,466800263,000 and $1,226,000,
respectively

Other Lon¢-Term Agreements with Custom

The Company entered into a five-year agreeméhtCustomer C in March 2003 whereby the Compang designated as the primary
supplier for all remanufactured import alternatansl starters purchased by this customer. In coraida for this contract, the Company
agreed to issue credits to this customer of appratély $5,014,000, less cash received of $65,060rarentory received of $301,000, at
various times over the life of this five-year pefidn connection with this agreement, the Compapgnized a charge against revenues of
$1,626,000 in fiscal 2003 related to a write-doieare inventory which was recorded as a marketdifmyvance in accordance with EITF
01-9, received inventory valued at approximatel§%800 and an update order from this customer8g@2D,000 and agreed to assist this
customer with its efforts to reduce its warranbggarticipating in a warranty reduction programfiscal 2005, 2004 and 2003, the
Company recognized total incentives against revenfi&495,000, $1,084,000 and $1,626,000, respgtiunder this agreemel

The Company supplemented the agreement in M2008B and agreed to provide up to $1,500,000 &iing equipment to this customer.
The funds for the testing equipment allowance aiedcredited to this customer in 60 equal monémhounts of $25,000, which began in
March 2003 and will end in February 2008. Thesélitsavill be charged against gross revenues ratady the sixty-month period, in
accordance with EITF 01-09 as the credits do railtén a single exchange transaction and are dlpemupon future sales to the
customer

The Company again supplemented the agreemdanimry 2004 and agreed to provide a $500,000etmagkallowance to this customer.
The funds for the marketing allowance were creditethis customer in 12 equal monthly amounts df,686 ending in December 2004.
These credits were charged against gross reveatasy over the twelve-month period, in accordanith EITF 01-09 as the credits do
not result in a single exchange transaction andependent upon future sales to the customer. Dngp@ny also agreed to accept a stock
adjustment of $550,000 from this custon

As of March 1, 2005, the Company entered im@wa agreement with Customer C. As part of thigagrent, the Compars/designation ¢
this customer’s exclusive supplier of remanufaatuneport alternators and starters was extended frebruary 28, 2008 to December 31,
2012. The Company agreed to acquire the custormepsrt alternator and starter core inventory byiisg $10,300,000 of credits over a
five-year period. The amount of credits to be iskisesubject to adjustment if the Company’s sadehé¢ customer decrease in any quarter
by more than an agreed upon percentage. The cusismigligated to repurchase the cores in the custts inventory upon termination of
the agreement for any reason. The Company alsedgoeprovide a promotional allowance of $250,08€heyear over the term of the
agreementi

As the Company issues credits to this custaer the five year period, the Company establishiemgierm asset account for the value
the core inventory estimated to be on hand withctistomer and subject to repurchase upon termmafithe agreement, and reduces
revenue by the amount by which the credit excelegl@stimated core inventory value. As of March20I05, the long-term asset account
was approximately $67,000. The Company will redulezview the long-term asset account for impairtreerd make any necessary
adjustment to the carrying value of this asset.ifi@ithlly, as of the date of the new agreementutmecognized revenue from the under-
return of cores from this customer was $1,314,80d,the related cost of sales was $649,000. Thesarss are being deferred and
amortized over the five year period that the ceedit issuec
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The following table presents the outstandinguedtments for all sales incentives and purchasigatibns for Customer C and sales
incentives will be recognized as a charge agasmatnues over the remaining term of the contrastibsequent agreement as follo

Year ending March 31,

2006 $ 3,099,00
2007 3,099,001
2008 3,036,001
2009 2,304,00i
2010 2,129,00i
Thereaftel 708,00(
Total $14,375,00

The Company entered into an eight-year agreemiém Customer B in October 2003 whereby the Comypaas designated as the
exclusive supplier of all remanufactured imporeatators and starters for the customer. In coniiger 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 tinge incentive credits when new stores and distidinustores are opened. In fiscal 2005 and 2
the Company recognized total incentives againgsggrevenues under this contract of $1,037,000 &aé,800, respectively. The balance
of the marketing allowance of $6,741,000 will beagnized as a charge against gross revenues @vegrifaining term of the contract in
accordance with EITF (-09 as follows

Year ending March 31,

2006 $1,037,00!
2007 1,037,00!
2008 1,037,00!
2009 1,037,00!
2010 1,037,00!
Thereaftel 1,556,00!

Total $6,741,00!

In January 2005, the Company was awarded a contractpply one of the largest automobile manufaciin the world with a new line
remanufactured alternators and starters for théedr8tates and Canadian markets. Under this agréewigich expires on December 31,
2010, the Company will supply a new line of rematiired alternators and starters covering all dimasd import makes and models of
cars and light trucks. To satisfy the requiremenithis contract, the Company expanded its oparatand built-up inventory incurring
certain transition costs associated with this bujid As part of the agreement, the Company ageegdaint the customer credits of
$6,000,000, which is expected to be issued duistgf 2006. The agreement also contains otherdypiovisions, such as performance,
quality and fulfillment requirements that must betrby the Company, a requirement to provide mangegupport to this customer and a
provision (standard in this manufactusevendor agreements) granting the manufactureligheto terminate the agreement at any time
any reason.

The following table reflects activities relateds@les incentives

Amount
Year end Beginning New Charged to Ending
March 31, Balance Commitments Sales Balance
2003 $ 0 $ 6,148,001 $1,651,00! $ 4,497,00!
2004 4,497,001 9,044,001 2,276,001 11,265,00
2005 11,265,00 7,958,001 2,223,001 17,000,00

There were no material commitments for contralcsales incentives prior to 2003, the year then@any began to enter into long-term
contracts with major custome
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The Company is partially self-insured for wakeompensation insurance and is liable for trst $250,000 of each claim, with an

aggregate amount of $2,500,000 per y

Note M — Major Customers

The Company’s three largest customers accodatetie following total percentage of accountseieable and sales for the fiscal year

ended:

Sales 2005 2004 2003
Customer A 72% 64% 67%
Customer E 12% 16% 11%
Customer C 9% 13% 13%

Accounts Receivable 2005 2004
Customer A 68% 61%
Customer E 10% 17%
Customer C 18% 15%

Note N — Income Taxes
The income tax (expense) benefit for the yearseéiizrch 31, 2005, 2004 and 2003 is as follo

2005 2004 2003

Current tax (expense) bene
Federal $ (435,000 $ (125,000 $ 821,00(
State (85,000 (7,000 (67,000
Foreign (31,000 (7,000 —
Total current tax (expense) bent (551,000 (139,000 754,00(

Deferred tax (expense) bene
Federal (2,908,00) (2,781,00i) 3,653,001
State (397,000 (203,000 560,00(
Total deferred tax (expense) ben (3,305,001 (2,984,001 4,213,001

Total income tax (expense) bent $(3,856,00)  $(3,123,00)  $4,967,00
Deferred income taxes consist of the following atrth 31

2005 2004
Assets
Current assetl
Net operating loss car-forwards $ 853,00( $4,383,00!
Inventory valuatior 1,225,001 2,349,001
Estimate for return 2,195,00! 890,00(
Allowance for customer incentivt 1,300,001 833,00(
Inventory capitalizatiol 173,00( 57,00(
Vacation pay 256,00( 177,00(
Deferred compensatic 193,00( 91,00(
Accrued bonu 510,00t —
Tax credit 328,00( —
Other — 6,00(
Total current deferred income t 7,033,001 8,786,00!
Long-term asset
Net operating loss car-forwards — 1,663,00!
Other — 20,00(
Total lon¢-term deferred tax asse — 1,683,00!

Liabilities
Deferred state ta (355,000 (269,000
Deferred tax on unrealized g (17,000 (14,000
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2005 2004
Accelerated depreciatic (802,000 (1,022,001
Total deferred tax liabilitie (1,174,000 (1,305,001
Net deferred tax asse $ 5,859,00! $ 9,164,001
Net current deferred income tax as $ 6,378,00i $ 8,786,001
Net lon¢-term deferred income tax (liability) as: (519,000 378,00(
Total $ 5,859,001 $ 9,164,00

Realization of the deferred tax assets is dégainupon the Company’s ability to generate sudfittaxable income. Management believes
that it is more likely than not that future taxalieome will be sufficient to realize the recordieferred tax assets. At March 31, 2005, the
Company had a federal net operating loss carrydmhef $2,509,000, which will expire in 20z

For fiscal 2004, the primary components of@mmpany’s income tax provision (benefit) are (8 turrent liability or refund due for
federal, state and foreign income taxes, includirgeffect of the tax net operating loss carryhaavisions of the Job Creation and Work
Assistance Act of 2002 and (ii) the change in tln@ant of the net deferred income tax asset, inoythe effect of any change in the
valuation allowance

The Job Creation and Work Assistance Act of2@Be “Act”) was passed by Congress and then didpyethe President on March 9, 2002.
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 2003tes to the five-year carry-back
provision of the Act. In the fourth quarter of fd@2003, the IRS approved the Companyeatment of the amount to be deducted relat
the fiscal 2000 change in accounting for inventamg allowed the Company to deduct the entire amiousne year (2003) instead of the
four years requested. In addition, the IRS condutkaudits. Furthermore, the Company resolvefirigsicing contingency and signed an
agreement with a new bank. These positive factarsyell as another year’s history of operatingipgplead management to conclude that
a valuation allowance was no longer required. Tthesyaluation allowance balance of $8,249,000 eliasinated in fiscal 200z

The difference between the income tax expense fibeakethe federal statutory rate and the Com|'s effective tax rate is as follow

2005 2004 2003

Statutory federal income tax re 34% 34% 34%
State income tax ra 6% 5% 5%
State income tax credi (3%) %N —
Change in tax lav — D% (15%
Valuation allowanct — —  (110%
Other income ta 1% — —

38% 35% _(86)%

Note O — Defined Contribution Plan

The Company has a 401(k) plan covering all eyges who are 21 years of age with at least sixtimsawf service. The plan permits
eligible employees to make contributions up toaarlimitations, with the Company matching 25% loé #mployees contribution up to the
first 6% of employee compensation. Employees araediately vested in their voluntary contributiomslavest in the Company’matching
contributions ratably over five years. The Companyatching contribution to the 401(k) plan was $6@, $48,000 and $34,000 for the
fiscal years ended March 31, 2005, 2004 and 2@3pectively

Note P — Stock Options

In January 1994, the Company adopted the 1882k ®ption Plan (the “1994 Plan”), under whickvéis authorized to issue non-qualified
stock options and incentive stock options to kepleyees, directors and consultants. After a nunobshareholder-approved increases to
this plan, at March 31, 2002 the aggregate numbstock options approved was 960,000 shares oftmpany’s common stock. The
term and vesting period of options granted is aeiteed by a committee of the Board of Directors vetterm not to exceed ti
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years. At the Company’s Annual Meeting of Sharebrddheld on November 8, 2002 the 1994 Plan was dedeto increase the
authorized number of shares issued to 1,155,000f March 31, 2005, there were 694,500 optionstanting under the 1994 Plan and
no options were available for grant.

In August 1995, the Company adopted the Non-emgl@®jeactor Stock Option Plan (the “Directors Plawhich provides for the
granting of options to directors to purchase a wtd 5,000 shares of the Company’s common stoghid@s to purchase 15,000 shares
were granted under the Director’s Plan and werecised prior to March 31, 2001. There are no ogtioantstanding as of March 31,
2005.

In September 1997, the Company adopted the 19k Stption Plan (the “1996 Plan”), under which iaisthorized to issue non-
qualified stock options and incentive stock optitm&ey employees, consultants and directors tolfage a total of 30,000 shares of the
Company’s common stock. The term and vesting pesfazptions granted is determined by a committethefBoard of Directors with a
term not to exceed ten years. Options to purch@g¥08 shares were granted under the 1996 Plan arelexercised prior to March 31,
2001. There are no options outstanding as of Matg2005.

At the Company’s Annual Meeting of Shareholdersiteel December 17, 2003, the shareholders appriree@ampany’s proposed 2003
Long-Term Incentive Plan (“Incentive Plan”) whichchbeen adopted by the Company’s Board of Director®ctober 31, 2003. Under
the Incentive Plan, a total of 1,200,000 sharesuofCommon Stock have been reserved for grantsoefnitive Awards and all of the
Company’s employees are eligible to participatee Z803 Incentive Plan will terminate on October&113, unless terminated earlier by
the Company'’s Board of Directors. As of March 3002, there were 349,150 options outstanding ur@ehtcentive Plan and 850,850
options were available for grant.

In November 2004, the Company’s shareholders ajprtive 2004 Non-Employee Director Stock Option Rtha “2004 Plan”) which
provides for the granting of options to non-emplkyrectors to purchase a total of 175,000 shdréteedCompany’s common stock. As
of March 31, 2005, there were 50,000 options issagdhich 33,332 options are not immediately eisaisle under the 2004 Plan and
125,000 options were available for grant.

A summary of stock option transactions follows:

Weighted Average

Number of Shares Exercise Price
Outstanding at March 31, 20 793,87! $2.87
Grantec 154,50( $2.3¢
Exercisec 0 $ 0
Cancellec (8,000 $1.87
Outstanding at March 31, 20 940,37! $2.82
Grantec 112,87 $6.04
Exercisec (204,500) $2.44
Cancellec (55,500 $2.77
Outstanding at March 31, 20I 793,25( $3.31
Grantec 401,15( $8.8:
Exercisec (98,000 $2.9¢
Cancellec (2,750 $6.82
Outstanding at March 31, 20 1,093,65! $5.2¢

The followings table summarizes information abdt dptions outstanding at March 31, 2005:

Options Outstanding Options Exercisable
Weighted Average
Weighted Average Remaining Life Weighted Average
Range of Exercise Prices Shares Exercise Price In Years Shares Exercise Price
$0.931 to $1.80 104,75( $ 1.1C 5.92 104,75( $ 1.1C
$2.160 to $3.60 472,00( $ 2.81 6.8¢€ 472,00( $ 2.81
$6.345 to $9.27 501,02! $ 8.31 9.1¢ 467,69: $ 8.37
$11.813 to $19.12 15,87¢ $15.87 2.7% 15,87¢ $15.8i
1,093,65! 1,060,31:
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The stock options exercisable at end of year figd6a@b, 2004 and 2003 are 1,060,318, 793,250 an@P80respectively.

Note Q — Litigation

In fiscal 2003, the SEC filed a civil suit agaitts® Company and its former chief financial officegter Bromberg, arising out of the
SEC's investigation into the Company'’s fiscal 128id 1998 financial statements (“Complaint”). Sirankously with the filing of the
SEC Complaint, the Company agreed to settle the'S&tion without admitting or denying the allegat$ in the Complaint. Under the
terms of the settlement agreement, the Companybiea to a permanent injunction barring the Conydaom future violations of the
antifraud and financial reporting provisions of federal securities laws. No monetary fine or pgnahs imposed upon the Company in
connection with this settlement with the SEC.

On May 20, 2004, the SEC and the United Stategigids Office announced that Peter Bromberg wateseerd to ten months,
including five months of incarceration and five nfmof home detention, for making false and mislegdtatements about the
Company'’s financial condition and performance ¢n1i997 and 1998 Forms 10-K filed with the SEC.

In December 2003, the SEC and the United Statesrgy’s Office brought actions against Richard Matke Company’s former
President and Chief Operating Officer. Mr. Marksesgl to plead guilty to the criminal charges, andone 17, 2005 he was sentenced to
nine months in prison, nine months of home detentl® months of probation and fined $50,000. Itlesgient of the SEC's civil fraud
action, Mr. Marks paid over $1.2 million and wasrpanently barred from serving as an officer or ctive of a public company.

Based upon the terms of agreements it had preyi@méred into with Mr. Marks, the Company has be&ying the costs he has incur
in connection with the SEC and U.S. Attorney’s €4fs investigation. During the years ended March2BD5, 2004 and 2003, the
Company incurred costs of approximately $556,0066$000 and $560,000, respectively, pursuant titltiemnification arrangement.

The United States Attorney’s Office has informed @ompany that it does not intend to pursue crit@harges against the Company
arising from the events involved in the SEC Conmglai

The Company is subject to various other lawsuits@aims in the normal course of business. Managéuhaes not believe that the
outcome of these matters will have a material axtveffect on its financial position or future reéswdf operations.

Note R — Related Party Transactions
The Company has entered into agreements with thesebers of its Board of Directors, Messrs. Mel Mai&elwyn Joffe and Philip Ge

In August 2000, the Company’s Board of Directoreead to engage Mr. Mel Marks to provide consulegvices to the Company.
Mr. Marks is currently paid an annual consulting & $350,000 per year. He was paid $350,000 aafi2005 and $350,000 plus a
$50,000 bonus in fiscal 2004. The Company can teteithis arrangement at any time.

Effective December 1, 1999, the Company enteraedartonsulting agreement with Mr. Selwyn Joffe, @mirman of the Board of the
Company, pursuant to which he has been retainactassultant to provide oversight, managementiegfimand other advisory services
to the Company. The consulting agreement was stdedo expire on June 1, 2001 but was extendedtyahagreement through
June 1, 2003 and provided for annual compensatidfrt Joffe in the amount of $160,000. As additiocmnsideration for the consulting
services, Mr. Joffe was granted an option to puse#0,000 shares of the Company’s Common Stockigntso the Company’s 1994
Stock Option Plan. Of these options, 20,000 optisere exercisable on the date of
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grant and the remaining 20,000 options were fudlgted on the first anniversary of the date of gréiné options have an exercise prict
$2.20 per share and expire ten (10) years afteyrinat date.

Mr. Joffe and the Company entered into an additiooasulting services agreement dated as of M&p02, providing for Mr. Joffe to
assist the Company in considering and pursuingnpiatdransactions and relationships intended twaene stockholder value. In
connection with this arrangement, the Company agre@ay Mr. Joffe an additional $10,000 per mdottone year and 1% of the value
of any transactions, which close by the secondvansary of the agreement, less any monthly feed, jpais agreement remained in
effect until February 14, 2003 at which time Mrffdaccepted his current position as PresidentGindf Executive Officer in addition to
serving as the Chairman of the Board of Directibhs.Joffe’s current agreement calls for an annual salanb42®00, the continuation
his prior agreement relative to payment of 1% ef\ihlue of any transactions which close by March2®D6 and other compensation
generally provided to the Company’s other execustedf members. In addition, Mr. Joffe was awar@@,000 Stock Options effective
March 3, 2003 at a strike price of $2.16, 1,50@ck®©ptions effective April 30, 2003 at a strikegeriof $1.80 and 100,000 Stock Options
effective January 14, 2004 at a strike price 0886His contract was scheduled to expire on Mafct?2806. The term of the contract has
been extended. See Note S

The Company agreed to pay Mr. Gay $90,000 perfpeaerving on the Company’s Board of Directorswad as assuming the
responsibility for being Chairman of the Companiigdit and Ethics Committees.

Note S — Subsequent Event

On April 22, 2005, the Company entered into an ainent to its employment agreement with Mr. Joffader the amendment,

Mr. Joffe’s term of employment has been extendethfMarch 31, 2006 to March 31, 2008, and his bateys bonus arrangements, 1%
transaction fee right and fringe benefits remaiohamged. Before the amendment, Mr. Joffe had gie to terminate his employment
upon a change of control and receive his salaryo@mefits through March 31, 2006. Under the ameminupon a change of control
(which has been redefined pursuant to the amendniéntJoffe will be entitled to a sale bonus equethe sum of (i) two times his base
salary plus (ii) two times his average bonus eafoethe two years immediately prior to the chan§eontrol. The amendment also
grants Mr. Joffe the right to terminate his empl@ynwithin one year of a change of control anchentreceive salary and benefits for a
one-year period following such termination plusoalis equal to the average bonus Mr. Joffe earngdgiihe two years immediately
prior to his voluntary termination.

If Mr. Joffe is terminated without cause or residmsgood reason (as defined in the amendment)ethistrant must pay Mr. Joffe (i) his
base salary, (ii) his average bonus earned fotvwtbeyears immediately prior to termination, and @il other benefits payable to Mr. Jo
pursuant to the employment agreement, as amertdedgh the later of two years after the date ohteation of employment or

March 31, 2008. Under the amendment, Mr. Joffdse antitled to an additional “gross-upayment to offset the excise taxes (and re
income taxes on the “gross-up” payment) that he beagbligated to pay with respect to the first $8,000 of “parachute payments” (as
defined in Section 280G of the Internal Revenue&}dol be made to him upon a change of control.arhendment has redefined the
term “for cause” to apply only to misconduct in oection with Mr. Joffe’s performance of his duti®sirsuant to the Amendment, any
options that have been or may be granted to Mfe Juifl fully vest upon a change of control andébeercisable for a two-year period
following the change of control, and Mr. Joffe agptéo waive the right he previously had under th@leyment agreement to require the
registrant to purchase his option shares and adgriying options if his employment were terminatedany reason. The amendment
further provides that Mr. Joffe’s agreement notdémpete with the Company terminates at the endsafinployment term.

The Company was in default under its loan agreerioen(i) failing to provide the bank with its publreport on Form 10-K for the fiscal
year ended March 31, 2005 within the required tragod, as extended, (ii) failing to provide thenkavith its public report on Form 10-

Q for the fiscal quarter ended June 30, 2005,féil)ng to achieve EBITDA of not less than $3 naifi for the fiscal quarter ended

June 30, 2004 (iv) failing to achieve EBITDA of Hess than $14 million for the four consecutivedisquarters ended June 30, 2004 and
March 31, 2005, (v) failing to maintain a fixed cga coverage ratio of not less than 1.25 to 1.06f &ise last day of
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the fiscal quarter ended March 31, 2005, (vi) fgjlto maintain a quick ratio of not less than G®%.00 as of the last day of the fiscal
quarters ended June 30, 2004, September 30, 2@@éniber 31, 2004 and March 31, 2005 and (vii)fgito provide the bank with
certain notices, monthly financial statements atiired compliance certificates. On August 30, 200& bank provided the Company
with a waiver of these covenant defaults. The omgeiffect of this waiver was conditioned upon tt@pany’s delivery to the bank of
(i) its 10-K for the year ended March 31, 2005 p@mber 9, 2005 and (i) its 10-Q for the fisoaduder ended June 30, 2005 by
September 30, 2005. Because the Company proviedokthk with its fiscal 2005 10-K by September 92ahe bank has restored the
Company’s ability to fully access the line of citedi

Note T — Unaudited and Restated Quarterly FinanciaData

The unaudited quarterly financial data for the tpragnded September 30, 2004 has been restatedgerly reflect the accounting for

unreturned core inventory and marketing allowanmesided to a customer. Also, the unaudited quigrfarancial data for the quarters
ended September 30, 2003, March 31, 2004 and Jyr#)084 have been restated to properly reflecatiteunting for unreturned core

inventory.

Previously, cores recorded in the inventory unregdraccount had been misstated as a result ogerrtite cost basis used to value the
unreturned cores.

In addition, the interim income statement for tisedl quarter ended September 30, 2004 was imphagtad error in the calculation of
marketing allowances provided to a particular coio The Company had in previous periods oversthtedeserve for the marketing
allowances associated with this customer. The effethe overstatement was immaterial to thoserpésiods. The Company adjusted
reserve balance during the fiscal quarter endete8dqer 30, 2004. However, it has now been deterdirtimat the adjustment was in error
and material to the September 30, 2004 quarter.

The following summarizes selected quarterly finahdata for the fiscal year ended March 31, 20@%itting restated numbers for the
first and second quarters of fiscal 2005:
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First Second Third Fourth

Quarter Quarter Quarter Quarter
Net sales, as originally report $21,232,00 $25,283,00 $24,159,00 $25,397,00
Marketing allowance — (286,000) — —
Net sales, as restat 21,232,00 24,997,00 24,159,00 25,397,00
Cost of goods sold, as originally repor 17,386,00 17,946,00 15,985,00 17,707,00
Unreturned core inventol (360,000 68,00( — —
Cost of goods sold, as resta 17,026,00 18,014,00 15,985,00 17,707,00
Gross profit, as restatt 4,206,001 6,983,00! 8,174,00i 7,690,001
Total operating expens 3,422,001 3,136,001 4,155,001 4,504,001
Operating income, as restal 784,00( 3,847,001 4,019,001 3,186,001
Interest expens— net 351,00( 449,00( 526,00( 366,00(
Income tax expense, as reste 168,00( 1,257,00! 1,299,00! 1,132,00!
Net income, as restatt $ 265,00( $ 2,141,000 $ 2,194,000 $ 1,688,00i
Basic income per sha $ 0.02 $ 0.2¢€ $ 0.27 $ 0.21
Diluted income per shai $ 0.02 $ 0.2t $ 0.2¢ $ 0.2C
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The following summarizes selected quarterly finahdata, as restated, for the fiscal year endediviat, 2004

Net sales

Cost of goods sold, as originally repor
Unreturned core inventol

Cost of goods sold, as resta

Gross profit as restate

Total operating expens

Operating income as restal

Interest expens— net

Income tax expense as rests

Net income as restatt

Basic income (loss) per she
Diluted income (loss) per sha

First Second Third Fourth
Quarter Quarter Quarter Quarter
$19,173,00 $21,705,00 $19,312,00 $20,358,00
14,274,00 18,110,000 13,700,00 12,428,00

— (621,000) — 621,00
14,274,00 17,489,00 13,700,00 13,049,00
4,899,00I 4,216,00! 5,612,00i 7,309,001
2,799,001 3,472,001 3,269,001 2,631,001
2,100,001 744,00( 2,343,00i 4,678,001
293,00( 288,00( 143,00( 207,00(
641,00( 146,00( 805,00( 1,531,00!

$ 1,166,00! $ 310,00( $ 1,395,00! $ 2,940,001
$ 0.1t $ 0.04 $ 0.1% $ 0.3¢
$ 0.14 $ 0.04 $ 0.17 $ 0.3
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Schedule Il — Valuation and Qualifying Accounts

Accounts Receivable— Allowance for doubtful accounts

Year Ended

March 31, Description

2005 Allowance for doubtful accoun
2004 Allowance for doubtful accoun
2003 Allowance for doubtful accoun

Accounts Receivable— Allowance for stock adjustments

Year Ended

March 31, Description

2005 Allowance for stock adjustmen
2004 Allowance for stock adjustmen
2003 Allowance for stock adjustmen

Inventory — Allowance for excess and obsolete inventory*

Year Ended

March 31, Description
200¢ Allowance for excess and obsolete invent
200¢ Allowance for excess and obsolete invent
200¢ Allowance for excess and obsolete invent

Balance at
beginning of
period
$ 14,00(

87,00(
326,00(

Balance at
beginning of
period
$467,00(

793,00(
752,00(

Charge to
(recovery)
bad debts

expense

$ 20,00(
13,00(
(104,001

Estimated
stock
adjustment
returns

$3,837,00
1,996,001
1,473,001

Balance at

beginning of

period
$2,637,00!
3,149,001
2,872,00I

Amounts
written off

$ 14,00(
86,00(
135,00(

Returns
received

$2,780,00!
2,322,001
1,432,00!

Net change
($245,00()
(512,000)
277,00(

Balance at
end of
period

$20,00(

14,00(

87,00(

Balance at
end of
period

$1,524,00!

467,00(

793,00(

Balance at
end of
period

$2,392,00!I

2,637,001

3,149,00I

* The allowance for excess and obsolete inventornoit a general type reserve that can be rolledsfiat. Every month we calculate the
reserve based on a rolling 12 months of salesigctinr each affected part number, and an adjustriserecorded to reflect the calculated
reserve balance, and as such, the net activitseiepted versus the gross increases and decredkesaccount.
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Exhibit 21.1 List of Subsidiaries

MVR Products Pte. Limited, a company organized utige laws of Singapore
Unijoh Sdn. Bhd., a company organized under the lafAMalaysia

Motorcar Parts de Mexico, S.A. de C.V., a compamganized under the laws of Mexico



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 doesantain any untrue statement of a material factnoit 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 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 offic@r@nd | are responsible for establishing and maiintg 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 controlspandedures, or caused such disclosure controlpaugdures 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 thésteant’s disclosure controls and procedures and preséntais report our conclusions about
effectiveness of the disclosure controls and proees] as of the end of the period covered by #psit based on such evaluation; and

c. Disclosed in this report any changtharegistrant’s internal control over financieporting that occurred during the registrant’ most
recent fiscal quarter (the registrant’s fourth dilsguarter in the case of an annual report) thathaterially affected, or is reasonably likely to
materially affect, the registrant’s internal comeer financial reporting; and

5. The registrant’s other certifying officaréand | 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 maaéweaknesses in the design or operation of ialezantrol over financial reporting which are
reasonably likely to adversely affect the regisfeaability to record, process, summarize and refioancial information; and

b. Any fraud, whether or not materiagttmvolves management or other employees who aaignificant role in the registrant’s
internal control over financial reporting.

Date: September 2, 20! /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 doesantain any untrue statement of a material factnoit 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 officrénd | are responsible for establishing and maiintg 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 controlspandedures, or caused such disclosure controlpaugdures 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 thésteant's disclosure controls and procedures and preséntais report our conclusions about
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 changthregistrant’s internal control over financieporting that occurred during the registrant’s
most recent fiscal quarter (the registrant’s fodigbal quarter in the case of an annual repog) tias materially affected, or is reasonably
likely to materially affect, the registrant’s intel control over financial reporting; and

5. The registrant’s other certifying officaréand | 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 maaéweaknesses in the design or operation of ialezantrol over financial reporting which are
reasonably likely to adversely affect the regisfeaability to record, process, summarize and refioancial information; and

b. Any fraud, whether or not materiagttmvolves management or other employees who aaignificant role in the registrant’s
internal control over financial reporting.

Date: September 2, 20! /sl Charles Yeagle

Charles Yeagle
Chief Financial Officel




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 Motar®arts of America, Inc. (the “Company”) on ForiK for the year ended March 31,
2005 as filed with the Securities and Exchange C@sion on the date hereof (the “Annual Repoit"selwyn Joffe, Chief Executive Offic
of the Company, certify, pursuant to 18 U.S.C. Bect350, as adopted pursuant to Section 906 od#rbanes-Oxley Act of 2002, to my
knowledge, that:

1. The Annual Report fully complies with tregiuirements of Section 13(a) or 15(d) of the Séiesrand Exchange Act of 1934; and

2. The information contained in the Annual Befairly presents, in all material respects, fihancial condition and results of operations
of the Company.

/sl Selwyn Joffe
Selwyn Joffe

Chief Executive Office
September 2, 20C

In connection with the Annual Report of Motar®arts of America, Inc. (the “Company”) on ForiK for the year ended March 31,
2005 as filed with the Securities and Exchange Cmsion on the date hereof (the “Annual Report"Charles Yeagley, Chief Financial
Officer of the Company, certify, pursuant to 18 ICSSection 1350, as adopted pursuant to Secti6roBthe Sarbanes-Oxley Act of 2002, to
my knowledge, that:

1. The Annual Report fully complies with tregjuirements of Section 13(a) or 15(d) of the Séiesrand Exchange Act of 1934; and

2. The information contained in the Annual Befairly presents, in all material respects, fihancial condition and results of operations
of the Company.

/sl Charles Yeagle
Charles Yeagle

Chief Financial Office
September 2, 20C

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. asltlbe retained by Motorcar Parts of
America, Inc. and furnished to the Securities ardhange Commission or its staff upon request.
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