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UNITED STATES SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549
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EXPLANATORY NOTE

This Form 10K restates the quarterly unaudited consolidatettistant of operations for the three months endeé 30n 2006 to correct
error resulting from the failure to recognize thgpact of entering into a related party agreemehtchvrequired the creation of a sharehc
note receivable that was classified in sharehold=gsity, during the period. Recording the sharehotdre receivable reduces the genera
administrative expense in the three months ended 30, 2006 and creates an offsetting reductishareholderséquity. (See Note W to t
consolidated financial statements filed as a piatfiie Form 10-K.)
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MOTORCAR PARTS OF AMERICA, INC.

Unless the context otherwise requires, all refeesnin this Annual Report on Form 10-K to “the Comypd “we,” “us,” and “our” refer tc
Motorcar Parts of America, Inc. and its subsidiaieThis Form 1-K may contain forwardeoking statements within the meaning
Section 27A of the Securities Act of 1933 and @e&1E of the Securities Exchange Act of 1934. Srelard{ooking statements involve rit
and uncertainties. Our actual results may diffegrsficantly from the results discussed in any favkbooking statements. Discussis
containing such forward-looking statements mayded in the material set forth under “ltem 7. Maeagents Discussion and Analysis
Financial Condition and Results of Operatic’ as well as within this Form 10-K generally.

We file annual, quarterly and special reports, pretatements and other information with the Selasriand Exchange Commission (“SBC”
Our SEC filings are available free of charge to plublic over the Internet at the SEC’s websitevatw.sec.gov Our SEC filings are al:
available free of charge on our websitew.motorcarparts.con¥ou may also read and copy any document we filé whie SEC at its Pub
Reference Room at 100 F. Street, NE, Washingto@,2D549. Please call the SEC at (800) SB30 for further information on the operal
of the Public Reference Room.

PART I

Item 1. Business

General

We remanufacture and distribute alternators amtiestafor import and domestic cars and light trucksese aftermarket replacement parts
sold throughout North America. We sell to most lué targest auto parts chains in the United Statekjding AutoZone, Pep Boys, Reilly
Automotive and CSK Automotive We believe retail chains currently control approately 44% of the aftemarket for remanufactur
alternators and starters. Management believeghbattailers will continue to grow at a favorapbce as they expand their efforts to targe
professional installer market segment. During thetgwo years, we have focused increased attentiaihe professional installer market
have begun to penetrate this segment of the ménketigh sales to General Motors that are distrihuite professional installers through
Service Parts Operation (GM SPO) and through tHertef that our existing customers are making t@etrthe professional instal
marketplace. Management believes the professiastdller market continues to represent an oppdytdioi us to grow our business.

We have increasingly sought to enter into longemteustomer agreements, and we now have teng-agreements with substantially all of
major customers. While these agreements strengtiieaustomer relationships and business base réigyre a significant amount of worki
capital to build inventory and increase productima typically include marketing and other allowant®at adversely impact nei@rm revenut
profitability and cash flow. Certain agreementsuiegus to incur expensive changeover expenseseiefe experience the benefit of incre:
profitability from new customers. To respond to @wowing working capital needs and strengthen d@naritial position, in May 2007 v
completed a private placement of common stock aadamts that resulted in gross proceeds beforensegeof $40,061,000 and net proci
of approximately $36,500,000.

While we have broadened our revenue base by addingcustomers, due to the consolidation of thelretarket and our strong presenci
retail, we continue to derive a substantial portddrour revenue from a small number of major cugianDuring fiscal 2007, 2006 and 2(
sales to our five largest customers constitutedagmately 96%, 97% and 96%, respectively, of amialtgross sales, net of returns and be¢
marketing allowances.

To maintain or improve our margins over time whiégsponding to customer pricing and delivery pressuwe have moved an increa:
portion of our remanufacturing operations to lowest countries outside the United States. Duriagali 2007, 2006 and 2005 approxime
64%, 32% and 15%, respectively, of our total praidmncwas produced by our subsidiaries in Mexico Malaysia. By the end of fiscal 20!
we expect that approximately 95% of our remanufactwnits will be produced outside the United $tat#e continue to transition the bulk
our remanufacturing, warehousing and shipping/x@ogioperations in Torrance, California to our fieis in Mexico.

The Automotive After-Market Industry

Two distinct groups of end-users buy replacemerdraharket automotive parts: (1) individual “doyiturself” “DIY” consumers; ar
(2) professional “do-it-for-me” “DIFM"installers. The consumer market is typically suggblthrough retailers and retail arms of wareh
distributors. Professional installers generallyghase parts through local independent parts whelssahrough national warehouse distribu
and, at a growing rate, through commercial accquagrams with automotive parts retailers serviding professional DIFM installers. \
believe we are welpositioned for potential growth in both the DIY rkat through increased sales to our existing retsdlin store custome
and in the DIFM market through the efforts of oetail customers to expand their sales to profes$imstallers and through our sales to
SPO and warehouse distributors that service thiegsmnal marketplace.
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The number of cars on the road in North America $taadily grown. Based on Frost and SulligaB006 report, there were approxima
270 million vehicles in use in North America. (Frand Sullivan is a leading consulting group reskiag and analyzing new mar
opportunities in the automotive afterarket.) We believe, approximately 130 million b&se vehicles are at least ten years old. As dt i@
the growth in the number of vehicles in use, paléidy vehicles at their prime repair age of sewyears old and older, we believe
automotive afternarket for alternators and starters has the oppitytto grow at faster rates than we have expeddrio recent years. T
growth in recent years has been negatively affebtedhe increasing quality of alternators and start which defers the requirement
maintenance. However, we believe that the alterreatd starter will still be replaced at least oircthe life of a vehicle and that this build ug
deferred maintenance bodes well for industry growtthe future. While we believe our market willtimue to grow in the neaerm, highe
gasoline prices over a sustained period may résidiver vehicle miles being driven, which couldetethe demand for replacement alterne
and starters.

Company Products

During fiscal 2007, 2006 and 2005, sales of reptear® alternators and starters for imported and dtimears and light trucks constituted ¢
of our total sales. Alternators and starters arealective replacement parts in all makes and maafelehicles and are required for a vehicl
operate. Currently, approximately 96% of our uaits sold for resale under customer private lafféie. balance is sold under our brand n:
“Quality Built to Last"®.

Our alternators and starters are produced to nreexaeed original manufacturer specifications. Weanufacture alternators and starter.
virtually all import and domestic vehicles on tlad in North America. Remanufacturing creates lyupf parts at a lower cost to the «
user than newly manufactured parts and makes alaitutomotive parts which are no longer being rfestured as new. Remanufactui
also relieves automotive repair shops of the neegétuild worn parts on an individual basis andseswes material which would otherwise
used to manufacture new replacement parts. Ourmefaetured parts are sold at competitively lowéces than most new replacement parts.

We recycle nearly all materials in keeping with docus of positively impacting the environment. Alhrts, including metal from the c
components and corrugated packaging, are recycled.

The technology and the specifications for the comgods used in our products, particularly alterrgtbave become more advanced in resg
to the installation in vehicles of an increasingniner of electrical components such as navigatiatesys, steering wheetounted electron
controls, keyless entry devices, heated rear wisdamd seats, highewered stereo systems and DVD players. As a re$uhis increase
electrical demand, alternators require more adwhrieehnology and higher grade components and pirsates prices have increa
accordingly. The increasing complexity of cars &gtt trucks and the number of different makes amatiels of these vehicles have resulte
a significant increase in the number of differdigraators and starters required to service impoated domestic cars and light trucks. We
carry over 2,700 stock keeping units (SKUs) whiokier applications for most import and domestic @ard light trucks on the road in Na
America.

Customers: Customer Concentration

Our products are marketed throughout the UniteteStand Canada. Currently, we serve four of the lfwgest retail automotive chain st
with an aggregate of approximately 7,200 retailaigtas well as small to mediusized automotive warehouse distributors. The prisdwe
sell to one of the largest automobile manufactuiershe world are distributed to over 7,000 dealansl approximately 100 dedica
distributors.

We are substantially dependent upon sales to ojorncastomers. During fiscal 2007, 2006 and 20@Bessto our five largest custom
constituted approximately 96%, 97% and 96%, re$paygt of our total sales, and sales to our largesttomer AutoZone, constituted 6(
69% and 72%, respectively, of our total sales. Amganingful reduction in the level of sales to afithese customers, deterioration of
customers financial condition or the loss of a customerldciave a materially adverse impact upon us. Intexh] the concentration of o
sales and the competitive environment in which werate has increasingly limited our ability to neégie favorable prices and terms for
products.

Customer Arrangements; Impact on Working Capital

We have longerm agreements with substantially all of our majostomers. Under these agreements, which typiballye initial terms of .
least four years, we are designated as the exelumivprimary supplier for specified categories efmanufactured alternators and star
Because of the very competitive nature of the mtafidceremanufactured starters and alternators hadimited number of customers for th
products, our customers have increasingly sougthtoltained price concessions, significant markegitmvances and more favorable deliv
and payment terms in consideration for our designas a customes’exclusive or primary supplier. These incentivéedfrom contract t
contract and can include (i) the issuance of aipdcamount of credits against receivables in adance with a schedule set forth in
relevant contract, (ii) support for a particulaistamers research or marketing efforts provided on a sdleedbasis, (iii) discounts grantec
connection with each individual shipment of prodant (iv) other marketing, research, store expansioproduct development support.
have also entered into agreements to purchase
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certain customergiore inventory and to issue credits to pay for the¢ntory according to a schedule set forth inageement. These contre
typically require that we meet ongoing performargueglity and fulfillment requirements. An agreemeiith one customer grants the custo
the right to terminate the agreement at any tinreafoy reason. Our contracts with major customerggrexat various dates ranging fr
December 2007 through December 2012.

These longeterm agreements strengthen our customer relatipssind business base. The increased demand fargbtbeit we have recen
experienced has caused a significant increaserimeeantories, accounts payable and personnel.otestdemands that we purchase their
inventory have also been a significant and an axidit strain on our available working capital. Tharketing and other allowances we typic
grant our customers in connection with our newxgamded customer relationships adversely impachéasterm revenues, profitability a
associated cash flows from these arrangements. Hoywee believe the investment we make in these oreexpanded customer relationsl
will improve our overall liquidity and cash flowdm operations over time.

To address our working capital needs, in May 200¥ sold 3,641,909 shares of common stock in a figlacement to accredited investol
a price of $11.00 per share, resulting in aggregatess proceeds before expenses of $40,061,000nangroceeds of approximat
$36,500,000. We also issued these investors wartanpurchase up to 546,283 shares of common stbckn exercise price of $15.00
share. We have the right to call these warranteueertain conditions.

Multi-Year Inventory Transactions
During the past three fiscal years, we enteredtimee agreements that required us to record obaaks inventory held by our customers.

The inventory transaction with our largest custoimes had a material impact on our reported resnlisworking capital for the last three fis
years. We entered into the initial fryear agreement with this customer in May 2004. Uitldis agreement, we became the primary suppl
import alternators and starters for eight of thistomer’s distribution centers and agreed to &édl customer certain products on a “pay-on-
scan” (“POS")basis. Under the POS arrangement, we continue@ry the inventory that this retailer had on itel§tior resale until thi
inventory was sold to an end user. At that poing were entitled to receive payment. As part of 24 agreement, we purcha
approximately $24,000,000 of this custonsdriventory through the issuance of credits agaetstivables from that customer. The last of t
credits was issued in April 2006. The parties algreed to use reasonable commercial efforts toedtive overall purchasing relationship
POS arrangement by April 2006, and, if the POS ewsion was not fully accomplished by that time, ageeed to convert $24,000,000 of
customer’s inventory to a POS arrangement by psinbathis inventory through the issuance of credft$1,000,000 per month over a 24-
month period ending April 2008.

The POS conversion was not completed by April 2@0®] the parties agreed to terminate the POS amnamgt as of August 24, 2006. As |
of the August 2006 agreement, the customer purdhié®se products previously shipped on a POS bakis.transaction, after the applicat
of our revenue recognition policies, increasedsadts by $19,795,000 for the fiscal year ended Madg 2007. This agreement also extel
the term of our primary supplier rights from May080to August 2008.

Under this agreement, we purchased approximate®y980,000 of the customsr'core inventory by issuing credits to the custometha
amount on August 31, 2006. In establishing theteeldaongterm core deposit, we valued these cores at $1,000&ased on the then curn
standard cost of core inventory unreturned. Thaltieg $8,062,000 reduction in the carrying valdehese cores reduced our net sales fc
fiscal year ended March 31, 2007 by the same amdfumir relationship with this customer is termied, the customer is obligated to purct
any unreturned cores from us for cash either imatetyi or over a period of time as that customeuitigtes its inventory. The amount of
payment is based upon the contractual per core.prfigis contractual price exceeds the core valed ts establish the lortgrm core depos
As of March 31, 2007, the long-term core depodliahee related to this agreement was approximatEygr9,000.

In March 2005, we entered into an agreement withtler major customer. As part of this agreement, dasignation as this customer’
exclusive supplier of remanufactured import altésrewnand starters was extended from February 283 &) December 31, 2012. In additiol
customary marketing allowances, we agreed to aedbi& customes’ import alternator and starter core inventory $suing $10,300,000
credits over a fiverear period. The amount of credits issued is stlifeadjustment if sales to the customer decreasmy quarter by mo
than an agreed upon percentage. As of March 317, 20j§proximately $5,613,000 of credits remainsaddsued. The customer is obligate
purchase any unreturned cores in the cust@mieventory upon termination of the agreement foy season. As we issue credits to
customer, we establish a loteym core deposit account for the value of the déoventory estimated to be on hand with the custoams
subject to purchase upon termination of the agreénand reduce revenue by the amount by which thditcexceeds the estimated ¢
inventory value. As of March 31, 2007, the lolegm core deposit balance related to this agreemast approximately $1,938,000. '
regularly review the longerm core deposit account using the same assetti@unmethodologies we use to value our unretuooed inventory

In July 2006, we entered into an agreement witte\a nustomer to become their primary supplier ofrakitors and starters. As part of
agreement, we agreed to acquire a portion of tiseomers import alternator and starter core inventory ¢suing approximately $950,000
credits over twenty quarters. As of March 31, 2Gffroximately $855,000 of credits remained to be
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issued under the agreement. Certain promotionawathces were earned by the customer on an acegldrasis during the first year of
agreement. On May 22, 2007, this agreement was @dexdeto eliminate our obligation to acquire a portaf the customes' import alternatc
and starter core inventory, and the customer refdrapproximately $95,000 in accounts receivablditr@reviously issued.

Competition

The aftermarket for remanufactured alternators and staitefdghly competitive. Our most significant compets are a division of Rer
International, Inc. and BBB Industries. We also pete with several mediusized remanufacturers and a large number of smakgonal an
specialty remanufacturers. Overseas manufactuparsicularly those located in China, are increadimgjr operations and could becomnr
significant competitive force in the future.

We believe that the reputation for quality and oosgr service that a supplier enjoys is a signifidantor in a customes’ purchase decisic
We believe that these factors favor our companyichviprovides quality replacement automotive productpid and reliable delive
capabilities as well as promotional support. Irstiégard, there is increasing pressure from cusgnparticularly the largest customers
provide efficient delivery to promptly meet custanoeders. While this pressure increases our neéditd inventory levels, we believe that
ability to provide efficient delivery distinguishes from many of our competitors and provides a petitive advantage. Price and payn
terms are very important competitive factors. Thecentration of our sales among a small group sfarmers has increasingly limited

ability to negotiate favorable terms for sales of products.

For the most part, our products have not been pedemor do we believe that our products are paldmtaVe seek to protect our propriel
processes and other information by relying on tiset®et laws and nadisclosure and confidentiality agreements withaiarbf our employet
and other persons who have access to our proprigtacesses and other information.

Company Operations

Production Process.Our remanufacturing process begins with the reagfiptsed alternators and starters, commonly knosvfcares”,from
our customers or core brokers. The cores are eeadar inventory control purposes and then sobggart number. Each core is comple
disassembled into its fundamental components. Tmeponents are cleaned in a process that employsncized equipment and clean
materials in accordance with the required spedifica of the particular component. All component®Wn to be subject to major wear .
those components determined not to be reusableepairable are replaced by new components. Core aoemps not used in ¢
remanufacturing process are sold as scrap.

After the cleaning process is complete, the compbparts are inspected and tested as prescribeditsO TS 16949 approved quality con
program, which is implemented throughout the préidacprocess. (ISO TS 16949 is an internationaflgognized, world class, automot
quality system.) Upon passage of all tests, whiehnaonitored by designated quality control persgrthe unit is assembled in a work cell i
a finished product. Inspection and testing are ootetl at multiple stages of the remanufacturinggss, and each finished product is inspe
and tested on equipment designed to simulate peaioce under operating conditions. Finished prodactseither stored in our wareho
facility or packaged for immediate shipment. To im@ze remanufacturing efficiency, we store compdngarts ready for assembly in
warehousing facilities. Our management informatsystems, including hardware and software, fadditdte remanufacturing process fi
cores to finished products.

We continue to explore opportunities for improvigi§iciencies in our remanufacturing process. Inltst few years, we have reorganized
remanufacturing processes to combine product famiith similar configurations into dedicated fagtovork cells. This remanufacturi
process, known as “lean manufacturinggplaced the more traditional assembly line apgraae had previously utilized and eliminated a |
number of inventory moves and the need to trackntary movement through the remanufacturing procEisis new process impacted al
our production in California and Malaysia and hagrb used at our Mexico facility since the beginnifigoperations. Because of thikedr
manufacturing” approach, we have significantly rastlithe time it takes to produce a finished praduct

Offshore Remanufacturing. The majority of our remanufacturing operations mo& conducted at our remanufacturing facilitiesTijuana
Mexico and Malaysia. We also operate a shipping r@eeiving warehouse and testing facility in Sing@p These foreign operations h
quality control standards similar or identical bm$e currently implemented at our remanufacturaggjifies in Torrance, California. Our forei
operations are growing in importance as we takeaihge of lower production costs, and we expedotttinue to grow the portion of ¢
remanufacturing operations that is conducted oetsite United States. In fiscal 2007, 2006 and 2@QB, foreign operations produc
approximately 64%, 32% and 15%, respectively, af mial production. Core receipt, sorting and ggerand finished goods storage
distribution are currently performed at our fagilin Torrance. We continue to transition the bufkoar remanufacturing, warehousing .
shipping/receiving operations currently conductedorrance to our facilities in Mexico.

Cores and Other Raw Materials.The majority of our cores are obtained from custares tradeas, which are credited against acco
receivable. Our customers offer their consumengditto exchange their used units at the timeun€lpase. Our customers
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are not obligated to return all the cores returmgdheir consumers. We have historically purchesggroximately 15% to 20% of our core:
the open market from core brokers who specializgulying and selling cores. Although the open maikebt a primary source of cores, it d
offer us a supplemental source for maintaininglsteadances, so that we can continue to meet oumnaterial demands. Because not all
components are reusable remanufacturing consumesyayage, more than one core for each remanuéatcturit produced. During the fis
year ended March 31, 2007, we purchased approxiyr28b6 of our cores from core brokers. This inceeasbroker purchases was neces
to accommodate our offshore operations and thelnesiness we obtained.

The price of a finished product sold to our custmrie generally comprised of an amount for remattuféng (“unit value”)and an amou
separately invoiced for the core included in thedpict (“core charge”)The core charge is equal to the credit we offéndiice the customer
return the core and replenish the raw materials\@ed to produce additional finished goods. In at&oce with our net-of-corealue revenu
recognition policy, at the time a sale is recorded, only recognize as revenue the unit value offthished product. We also record
inventory unreturned the standard cost of corelsidtedl in the finished goods that are shipped tooecnsrs and that we expect to be returne
us. During fiscal 2007, 2006 and 2005, approxinya®&%, 93% and 96%, respectively, of the cores lieped as part of finished goods w
returned to us resulting in the issuance of cresljtsal to the related core value.

Other materials and components used in remanufagtare purchased in the open market. Our mainlswpgprovided approximately 22
21% and 17% of our raw materials purchased duhieg/ears ended March 31, 2007, 2006 and 2005,atasglg, and we are dependent on
supplier’s ability to provide us with product. Nther supplier provided more than 10% of our rawariat needs during these periods.

The ability to obtain cores, materials and comptsehthe types and quantities we need is esseat@lr ability to meet demand.

Return Rights. Under our customer agreements and general indystagtice, our customers are allowed stock adjustsneren the
inventory of certain product lines exceeds thecipaited sales to engser customers. Customers have various contradglak for stoc
adjustments which range from 3986 of total units sold. In some instances, we alioohigher level of returns in connection with anffigant
update order. Stock adjustment returns are notdedountil they are authorized by us, and they dibatcur at any specific time during
year. In addition, we allow customers to returndp¢o us that their e-user customers have returned to them. This genigtdlof return i
allowed regardless of whether the returned itemeiective. We seek to limit the aggregate of stadjustment and other customer returr
less than 20% of unit sales.

As is standard in the industry, we only acceptrretdrom ongoing customers. If a customer ceases doing businis us, we have no furtt
obligation to accept additional product returngrfrthat customer. Similarly, we accept product metuand grant appropriate credits from
customers from the time the new customer relatipnishestablished. This obligation to accept resufirom new customers does not resu
decreased liquidity or increased expenses sincenlyeaccept one returned product for each unit tolthe new customer. The return mus
received by us in the original box of the unit sold

We provide for the anticipated returns of inventanyaccordance with Statement of Financial AccountStandards No. 48,Revenu
Recognition When Right of Return ExistBYy reducing revenue and cost of sales for the valite of goods sold based on a historical re
analysis and information obtained from customersuaburrent stock levels and anticipated stock stdjent returns.

Sales, Marketing and Distribution. We offer one of the widest varieties of alternatamnsl starters available to the market, and we maihe
distribute our products throughout North Americaur @roducts for the automotive retail chain market primarily sold under our customers’
private labels. During fiscal 2004, we expanded sales efforts beyond automotive retail chainsniduide warehouse distribution cen
serving professional installers. Our products aid sinder private label and our own QualByilt™ brands. Products are shipped from
remanufacturing facility in Torrance, Californiacaaur fee warehouse facilities in Fairfield, Newséy and Springfield, Oregon.

We publish, for print and electronic distributica,catalog with part numbers and applications far alternators and starters along wit
detailed technical glossary and informational dasab We believe that we maintain one of the masinsive catalog and product identificas
systems available to the market.

Included in sales are royalties we receive fromlibensing of intellectual property developed owveany years related to rotating electr
products (alternators and starters).

Employees.As of March 31, 2007, we had 580 employees in thédd States (down from 833 at March 31, 2006, 3i®0 at March 3
2005), substantially all of whom were located infBace, California. Of our U.Sased employees, 104 are administrative persondel4 ar
sales personnel. In addition, at March 31, 2007 ewgloyed 309 people in Singapore and MalaysiaG88&Ipeople at our remanufactur
facility in Tijuana, Mexico. A union represents alburly employees covered by collective bargairaggeements at our Mexico facility. .
other employees are non-union. We consider outisakwith our employees to be satisfactory.
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Seasonality of Business

Extreme weather conditions impact alternator aadest failures, resulting in a modest seasonal éhpa our business. Due to their nature
design, as well as the limits of technology, aléons and starters traditionally failed when ogagain extreme conditions. During the sum
months, when the temperature typically increases avsustained period of time, alternators wereenfigely to fail. Similarly, during winte
months, starters were more likely to fail. Sinceralators and starters are critical for the openatif the vehicle, failed units require immed
replacement. As a result, during the summer momtesexperienced an increase in alternator sales,damithg the winter months \
experienced an increase in starter sales. Thiogelty impact has been diminished by the improvetrie the quality of alternators a
starters.

Governmental Regulation

Our operations are subject to federal, state acal laws and regulations governing, among othergthi emissions to air, discharge to wa
and the generation, handling, storage, transportatreatment and disposal of waste and other miteiWe believe that our busines:
operations and facilities have been and are beigated in compliance in all material respects ajbplicable environmental and health
safety laws and regulations, many of which provide substantial fines and criminal sanctions foolations. Potentially significa
expenditures, however, could be required in ordercomply with evolving environmental and health asafety laws, regulations
requirements that may be adopted or imposed ifutiiee.

Based upon the closing price of our common stoclSeptember 29, 2006, we are now required to comly Section 404 of the Sarbanes-

Oxley Act of 2002 (“SOX”). A significant amount ofianagemens’ time has been focused on Section 404 compliaock associated with tl
filing of this Form 10K, and significant costs have been incurred. Weeekpur SOX compliance work will continue to regusignifican
commitment of management time and the incurrencigoiificant general and administrative expenses.

Evaluation of Strategic Options

We are continuing to evaluate strategic optionsweamight pursue to enhance shareholder valuesérbeuld include an acquisition of ano
company or a sale of our company to a third parhere is no assurance, however, that we will eimter any transaction as a result of
efforts in this regard.
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Item 1A Risk Factors

While we believe the risk factors described belosvadl the material risks currently facing our busss, additional risks we are not prese
aware of or that we currently believe are immateriay also impair our business operations. Our ficial condition or results of operatio
could be materially and adversely impacted by théses, and the trading price of our common stockld be adversely impacted by an
these risks. In assessing these risks, you shdstdrefer to the other information included in acorporated by reference into this Form KO-
including our consolidated financial statements aeldted notes thereto appearing elsewhere or ipocated by reference in this Form 10-K .

We rely on a few major customers for a significamtajority of our business, and the loss of any of#ie customers, significant changes
the prices, marketing allowances or other importaterms provided to any of our major customers orvadse developments with respec
the financial condition of any of our major custormng would reduce our net income and operating result

Our sales are concentrated among a few major cestorduring fiscal 2007, sales to our five largasttomers constituted 96% of our t
sales, and sales to our largest customer consti®@8&o of our total sales. Because our sales areeatrated, and the market in which
operate is very competitive, we are under ongoirgsgure from our customers to offer lower pricedermded payment terms, increa
marketing allowances and other terms more favor@blbese customers. These customer demands hawgerginued pressure on our opera
margins and profitability, resulted in periodic t@ct renegotiation to provide more favorable pi@nd terms to these customers
significantly increased our working capital neebfsaddition, this customer concentration leavesuiserable to any adverse change in
financial condition of any of our major customeréie loss or significant decline of sales to anyof major customers would reduce our
income and adversely affect our operating results.

Our contract with our largest customer is schedtdeexpire in August 2008. At this point, we canpobvide assurance that this contract
be extended or estimate the impact any such cdrgsdension would have on our reported resultshif contract is not renewed or we
required to provide significant customer concessimrenew this contract, our operating resultsldibe materially and adversely impacted.

The expansion of our offshore remanufacturing anddistic activities has put downward pressure on mearterm operating results ar
exposed us to increased risks associated with jgalitor economic instability in the foreign countes where we conduct operations.

To respond to customer pressures while maintaiaingiproving gross margins, we have expanded oars@as operations. Most recently,
established a remanufacturing operation near Tgubtexico. While we anticipate that the remanufantycosts in Mexico will ultimately t
lower than those we have incurred in our Torra@aifornia facility, we have experienced remanufisicty inefficiencies associated with
rampup of our Mexican operations that adversely impécter operating results during the years ended Mafg 2007 and 2006. In additi
we believe that we will continue to incur duplieatilogistics and general and administrative coste/@ transition more of our activities fr
Torrance to Mexico. These inefficiencies are expegdb have an adverse impact on our operatingtsegubugh at least fiscal 2008. It is ¢
possible that we could experience disruptions imamufacturing and logistics activities as a resfltthe winddown of our Torranc
remanufacturing activities that could have a mateadverse impact on our operating results. Thexesipn of our overseas operations
increases our exposure to political or economitalnifity in the host countries and to currency fuations.

The complexity associated with the accounting farr@perating results and the SEG’review of our previously issued financial statemts
and core accounting principles may continue to rdsim fluctuations in our reported operating reswdtand additional future restatements
our previously issued financial statements.

Because we receive cores, a critical remanufagucmmponent, through customer returns and we offarketing allowances and ot
incentives that impact revenue recognition, theoanting for our operations is more complex thart fba many businesses the same siz
larger. Approximately three years ago, the SEC cenued a review of our previously-filed financisdteiments. As we responded to the SEC’
guestions, we undertook a comprehensive review rairaber of our critical accounting policies, indlugl several of our revenue recogni
policies. This review resulted in the restatemdra oumber of our previousligsued annual and quarterly reports and requirgdwle commit
significant level of management time and incurgnsicant level of professional fees. While we bgk the SEC has completed this review
have received no assurance in this regard. Ourtexpoperating results could be subject to futwepanting policy changes as a result o
SEC's review of our public reports. In May 2007, theCSéontacted us and indicated they were conductimyiaw of the accounting princip
applied by public companies that use cores acquiiced customers in the production of their finistgabds. We are cooperating with the ¢
as their general review of these accounting ispueseeds. In addition, during the course of the@ration and review of our interim financ
statements for the three and six months ended ®épte30, 2006, errors were identified in our a@dlmn of generally accepted accoun
principles. The correction of these errors requinedo restate previously issued financial statémédn connection with our evaluation of
compliance with Section 404 of the Sarbafedey Act of 2002 for the current fiscal year, wavk determined that there are mat
weaknesses in our internal controls over finan@gpbrting.
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Interruptions or delays in obtaining component partould impair our business and adversely affect operating results

In our remanufacturing processes, we obtain usedsc@rimarily through customer core returns, anchmonent parts from thirgarty
manufacturers. Historically, the level of core ratifrom customers together with purchases frone dookers have provided us with
adequate supply of this key component. If there wasgnificant disruption in the supply of coreshether as a result of increased 1
acquisitions by existing or new competitors or otfise, our operating activities would be materialyd adversely impacted. In additiol
number of the other components used in the rematwifag process are available from a very limitesniber of suppliers. In fiscal 2007,
received 22% of our raw materials from a singlepdiep. We are, as a result, vulnerable to any gisom in component supply, and ¢
meaningful disruption in this supply would mategiadnd adversely impact our operating results.

Increases in the market prices of key component naaterials could negatively impact our profitabyit

In light of the longterm, continuous pressure on pricing which we hexgerienced from our major customers, we may nahje to recou
the higher prices which raw materials, particulalyminum and copper, may command in the mapkate. We believe the impact of hig
raw material prices, which is outside our conti®Imitigated to some extent because we recovebstautial portion of our raw materials fr
cores returned to us by our customers. Howeveranainable to determine what adverse impact, if angtained raw material price incre:
may have on our profitability.

Substantial and potentially increasing competiti@mould reduce our market share and significantly harour financial performance

While we believe we are weflesitioned in the market for remanufactured altemrsaand starters, this market is very competitireaddition
other overseas manufacturers, particularly thosatéal in China, are increasing their operations amdd become a significant competit
force in the future. We may not be successful camgeagainst other companies, some of which agelathan us and have greater finar
and other resources at their disposal. Increasegbetition could put additional pressure on us thuoe prices or take other actions which
have an adverse effect on our operating results.

Our financial results are affected by alternator drstarter failure rates that are outside our contro

Our operating results are affected by alternatat starter failure rates. These failure rates aneated by a number of factors outside
control, including alternator and starter desidreg have resulted in greater reliability, consunteiging fewer miles as a result of high gasc
prices and mild weather. A reduction in the failvaes of alternators or starters would adversiégcaour sales and profitability.

Our operating results may continue to fluctuate sificantly.

We have experienced significant variations in ouarterly results of operations. These fluctuatibase resulted from many factors, incluc
shifting customer demands, shifts in the demandpaiwing for our products and general economic @i, including changes in prevaili
interest rates. Our gross profit percentage fluesidue to numerous factors, some of which aradsutsur control. These factors include
timing and level of marketing allowances providedur customers, differences between the levetajepted sales to a particular customer
the actual sales during the relevant period, pgigtmategies, the mix of products sold during arpg period, fluctuations in the level of ¢
returns during the period and general market antpbeditive conditions.

Our bank may not waive future defaults under ourettit agreement.

Over the past several years, we have violated éaumf the financial and other covenants containedur bank credit agreement. To -
point, the bank has been willing to waive theseetant defaults and to do so without imposing angnirgful cost or penalty on us. If we -
to meet the financial covenants or the other olibiga set forth in our bank credit agreement inftitare, there is no assurance that the
will waive any such defaults.

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

While our recently completed private placement ommon stock and warrants has strengthened ouratgpisition, we expect that ¢
indebtedness may increase substantially from tortérte for various reasons, including fluctuatiemoperating results, marketing allowan
provided to customers, capital expenditures angipkesacquisitions. Our indebtedness could matgréifect our business because (i) a pol
of our cash flow must be used to service debt rathen finance our operations, (ii) it may evenl@hpair our ability to obtain financing
the future and (iii) it may reduce our flexibility respond to changes in business and economidtimorsdor take advantage of busir
opportunities that may arise.
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Our largest shareholder has the ability to influeaall matters requiring the approval of our board directors and our shareholders.

As of June 1, 2007, Mel Marks, our founder and Boaember, held 14.5% of our outstanding commorksied we believe other member:
the Marks family held an additional 4.6% of oursiahding stock. As a result of his holdings, Melrk&ahas the ability to exercise substal
influence over us and his interests (and thosasofalmily) may conflict with the interests of otha&rareholders.

Our common stock is thinly traded and this markedas not provide shareholders with a meaningful degrof liquidity.

Our common stock is currently traded on the Pinke®f Trading on the Pink Sheets can be sporadittree average trading volume
approximately 3,000 to 4,000 shares per day. Assalt, Pink Sheet trading does not provide any megéul liquidity to investors. While w
will continue to seek exchange listing for our &sarour efforts to date have not been successidltlzere is no assurance that our cu
efforts will succeed.

Our rights agreement contains provisions that codithder or prevent a change in control of our compga

In February 1998, we established a rights plan,clvhéxpires in February 2008. Under this plan, intaie circumstances, including 1
acquisition of 20% of our outstanding common staach right not owned by the person acquiring gtosk interest would entitle its holde:
receive, upon exercise, shares of common stoclkpavivalue equal to twice the exercise price ofritjet. These rights make it more diffic
for a third party to acquire a controlling inter@sus without our Board' approval. As a result, the existence of the sigiould have an adve
impact on the market for our common stock.

Our failure to achieve and maintain effective inteal controls in accordance with Section 404 of tBarbanesOxley Act of 2002 could ha
a material adverse effect on our business and thieg of our common stock.

Based upon the closing price of our common stoclSeptember 29, 2006, we are now required to comly Section 404 of the Sarbanes-
Oxley Act of 2002 (“SOX"). Section 404 requires cuanagement to assess the effectivenessiointernal control over financial reporting
the end of each fiscal year and certify whethemairinternal control over financial reporting idesftive. Our independent accountants are
required to express an opinion with respect to dffectiveness of our internal controls. In connattivith our evaluation of Section 4
compliance for the current fiscal year, we havedsined that there are material weaknesses imbemial controls over financial reporting.

Unfavorable currency exchange rate fluctuations dduadversely affect us.

We are exposed to market risk from material movamenforeign exchange rates between the U.S. dahd the currencies of the fore
countries in which we operate. As a result of amgng operations in Mexico, our primary risk r&atto changes in the rates between the
dollar and the Mexican peso. To mitigate this auckerisk, in August 2005 we began to enter intovnd foreign exchange contracts
exchange U.S. dollars for Mexican pesos. The extenthich we use forward foreign exchange contrecfeeriodically reviewed in light of o
estimate of market conditions and the terms andthenf anticipated requirements. The use of dereatinancial instruments allows us
reduce our exposure to the risk that the eventetatash outflow resulting from funding the expensfethe foreign operations will be materie
affected by changes in the exchange rates. We tengage in currency speculation or hold or isgu@ntial instruments for trading purpo
These contracts expire in a year or less. Any changhe fair value of foreign exchange contrastadgcounted for as an increase or offs
general and administrative expenses in currenbgesarnings.

Iltem 1B Unresolved Staff Comments

We have not received any written comments fromSB€ staff regarding our periodic or current repartger the Securities Exchange Ac
1934 that were issued more than 180 days beforerteof fiscal 2007, which we believe remain unhesib. Approximately three years a
however, the SEC commenced a review of our prelyefiled financial statements. While we believe theCSfias completed this review,
have received no assurance in this regard.

Item 2 Properties

We lease all of the real property used in our djpera. We presently lease approximately 227,00@Gszteet of warehouse, production
administrative space in Torrance, California. lscél 2007, we experienced a significant increasenit demand from our existing and r
customers. As a result, in November 2006, we edtar® an amendment to the lease that extendetb#ise term for an additional five y
period ending March 31, 2012. Under the amendnmveathave the right to cancel the lease with resfmeapproximately 80,000 square fee
the leased space in the first and the second Yehe@xtended lease period. The amendment al®s gis an option to extend the lease fc
additional five years beginning April 1, 2012. Wealease approximately 4,005 square feet adjaocentir main Torrance facility that is us
as additional office and record storage space. The
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lease on this second building has terms which adénwith the lease on the main Torrance building: &pect to continue to use our Torre
facility for receiving, distribution and other Iagics related activities until we can transitiorsthortion of our remanufacturing operation
our facility in Mexico.

On October 28, 2004, we entered into a buildud-lease covering approximately 125,000 squaedEindustrial premises in Tijuana, Mexi
The lease has a term of 10 years from the datéthigy was available for occupancy, and we hameoption to extend the lease term for
additional 5year periods. In May 2005, we took possession efdhpremises. In April 2006, we leased an additiéiz000 square fe
adjoining its existing space. On October 18, 2006 entered into an amendment to lease an adja2&r@d0 square feet. This new space
fully occupied in January 2007 and is expectedeta$ed for core receiving, sorting and storagaeelunctions. The amendment has the ¢
terms as the current lease.

In addition, we occupy nearly 50,000 square feeieated remanufacturing, warehousing, and offi@espnder eight separate leases w
expire on various dates through March 31, 200Simyapore and Malaysia.

The Nashville, Tennessee area facilities we leassist of two locations. We currently lease apprately 2,067 square feet of office sg
under a lease that expires on May 31, 2012. InI&065, we entered in an agreement to lease appedgly 82,600 square feet of warehc
and office space for a term of five years and twanths. We currently intend to close this warehdaséity during the second quarter of fis
2008 and are seeking to sub-lease the facility.

We believe the facilities we are retaining areisiéght to satisfy our foreseeable warehousing, petidn, distribution and administrative off
space requirements.

Item 3 Legal Proceedings

In fiscal 2003, the SEC filed a civil suit againstand our former chief financial officer, PetepBiberg, arising out of the SECinvestigatio
into our fiscal 1997 and 1998 financial statemét®omplaint”). Simultaneously with the filing of the SEC Complaime agreed to settle 1
SEC'’s action without admitting or denying the allegaian the Complaint. Under the terms of the segletnwe are subject to a permai
injunction barring us from future violations of thatifraud and financial reporting provisions oé tiederal securities laws. No monetary fin
penalty was imposed upon us in connection with skitlement with the SEC. The United States Attprm©ffice has informed us that it di
not intend to pursue criminal charges against the@any arising from the events involved in the SE@nplaint.

On May 20, 2004, the SEC and the United StatesrAdtds Office announced that Peter Bromberg was serdetoceen months, including fir
months of incarceration and five months of homeeuiédn, for making false and misleading statemetsut our financial condition a
performance in our 1997 and 1998 Forms 10-K filéith the SEC.

In December 2003, the SEC and the United Statesrdy’s Office filed charges against Richard Marks, aenmfer President and Ch
Operating Officer. Mr. Marks agreed to plead guilty the criminal charges, and on June 17, 2005 &s sentenced to nine months
incarceration, nine months of home detention, 18t of probation and fined $50,000. In settlemehthe SECS civil fraud actior
Mr. Marks paid over $1.2 million in fines and wasrmanently barred from serving as an officer oectior of a public company.

Based upon the terms of agreements we previousgrezhinto with Mr. Marks, we paid the costs heuimed in connection with the SEC ¢
United States Attorney’s Office’investigation. During fiscal 2006, 2005 and 2004,incurred costs of approximately $368,000, $886 ani
$966,000, respectively, pursuant to this indemaifan arrangement. Following the conclusion of ¢hdsvestigations, we sou
reimbursement from Mr. Marks of certain of the lefgges and costs we advanced. In June 2006, weeehiteto a Settlement Agreement

Mutual Release with Mr. Marks. Under this agreembfrt Marks is obligated to pay us $682,000 on dapd5, 2008 and to pay interest at
prime rate plus one percent on June 15, 2007 ane¢hdpa 15, 2008. Mr. Marks made the June interegneat on June 22, 2007. As require(
this agreement, Mr. Marks pledged 80,000 sharesiofommon stock to secure this payment obligatioat any time the market price of
stock pledged by Mr. Marks is less than 125% of Marks’ obligation, he is required to pledge additionakktto maintain no less than -
125% coverage level. Richard Marks is the son of Marks, our founder, largest shareholder and merobeur Board. The settlement w
Mr. Richard Marks was unanimously approved by ac@&peCommittee of the Board consisting of Messratrigo, Gay and Siegel.

March 31, 2007, we recorded a shareholder notévisddle for the $682,000 Mr. Marks owes to us. Theeris classified in shareholdeesjuity
as it is collateralized by our common stock. Weurssdi our general and administrative expenses b2,868 and recorded related inte
income of $75,000 during the year ended March 8072

We are subject to various other lawsuits and cldimfie normal course of business. Management doebelieve that the outcome of th
matters will have a material adverse effect offifigncial position or future results of operations.
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Item 4 Submission of Matters to a Vote of Securitydolders

None.

PART Il
Item 5 Market for Registrant’s Common Equity, Related Stockholder Matters and Issuer Purchases of Equyi Securities

Our Common Stock is currently traded on the PinkeB under the trading symbol MPAA.PK. The tradinghe Pink Sheets can be spor
and does not constitute an established trading ehd&ok our Common Stock. The following table setgh the high and low bid quotations
our Common Stock during each quarter of fiscal 2800 2006 as tracked on the Pink Sheets. The duuaeflect interdealer prices and m
not necessarily represent actual transactions ambtinclude any retail mark-ups, markdowns or ©ossions.

Fiscal 2007 Fiscal 2006
High Low High Low
1st Quarte $13.3¢ $11.0¢ $11.6¢ $ 9.8C
2nd Quarte $13.517 $11.3¢ $11.41 $10.72
3rd Quarte $14.7( $13.1( $11.0C $ 8.9¢
4th Quarte! $14.9¢ $12.6( $14.9( $ 9.9t

As of June 27, 2007 there were 12,026,731 shar€owfmon Stock outstanding held by 69 holders obnecWe have never declared or |
dividends on our Common Stock. The declaration rof prospective dividends is at the discretion af Board of Directors and will |
dependent upon sufficient earnings, capital requéngs and financial position, general economic @@, state law requirements and o
relevant factors. Additionally, our agreement wotlr lender prohibits payment of dividends, exceptls dividends, without the lendsrpriol
consent.

Preferred Stock

On February 24, 1998, we entered into a Rights é&gent with Continental Stock Transfer & Trust CompaAs part of this agreement,
established 20,000 shares of Series A Junior Raating Preferred Stock, par value $.01 per shlne. Series A Junior Participating Prefe
Stock has preferential voting, dividend and liqtidia rights over the Common Stock.

On February 24, 1998, we also declared a dividéstrilsution to the March 12, 1998 holders of recofdne Right for each share of Comr
Stock held. Each Right, when exercisable, entitlediolder to purchase one otfeusandth of a share of our Series A Junior Rpatitc
Preferred Stock at a price of $65 per one one-tirudth of a share (subject to adjustment).

The Rights are not exercisable or transferabletdpam the Common Stock until an Acquiring Persan,defined in the Rights Agreem
acquires 20% or more of the outstanding shareseoCommon Stock or announces a tender offer thatdwesult in 20% ownership, in et
case without the prior consent of our Board of Bives. We are entitled to redeem the Rights, @d%fer Right, any time until ten days aft
20% position has been acquired. Under certain gistances, including the acquisition of 20% of oontnon Stock, each Right not ownec
a potential Acquiring Person will entitle its hotde receive, upon exercise, shares of Common Staglkhg a value equal to twice the exer
price of the Right.

Holders of a Right will be entitled to buy stock afi Acquiring Person at a similar discount if, affee acquisition of 20% or more of «
outstanding Common Stock, we are involved in a mieay other business combination transaction withtlzer person in which we are not
surviving company, our common shares are changedrorerted, or we sell 50% or more of our assetaoning power to another person.
Rights expire on March 12, 2008 unless earlier etk by the Company.

The Rights make it more difficult for a third pattyacquire a controlling interest in the Comparithaut our Board$ approval. As a result, t
existence of the Rights could have an adverse itrgrathe market for our Common Stock.
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Equity Compensation Plan Information

The following table summarizes our equity compeinsagplans as of March 31, 2007:
@ (b) (©)

Number of securities
remaining available for future

Number of securities to b~ Weighted-average exercis issuance under equity
issued upon exercise of price of outstanding compensation plans (excludin
outstanding options, options warrants and securities reflected in column
Plan Category warrants and rights rights (a)
Equity compensation plans approved by securitiddens 1,688,06(1) $ 8.2¢ 187,76¢2)
Equity compensation plans not approved by sechotglers N/A N/A N/A
Total 1,688,06 $ 8.2¢ 187,76¢

(M Consists of options issued pursuant to our 1994l&yee Stock Option Plan, 1996 Employee Stock @pRlan, Directos Plan, 200
Long-Term Incentive Plan and 2004 M-Employee Director Stock Option Ple

(@  Consists of options available for issuance unde2603 Lon-Term Incentive Plan and 2004 N-Employee Director Stock Option Ple
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Performance Graph

The following graph compares the cumulative retariolders of common stock for the fiscal yearseshMarch 31, 2003, 2004, 2005, 2
and 2007 with the National Association of Secusifiealers Automated Quotation (“NASDA@WNarket Index and an index for our peer gr
The comparison assumes $100 was invested at tee ofobusiness on March 31, 2002 in our commorksana in each of the comparis

groups, and assumes reinvestment of dividends.

Comparison of 5 Year Cumulative Total Return
Assumes Initial Investment of $100 at March 31,200
Index Through March 2007

350000

30000

250,00

200.00

50,00
.
100.00 =
50,00
0.00 ! : : : !
2002 2003 2004 2005 2006 2007

—— Motorcar Parts of America Ine. —— Peer Group

—&— NASDACQ) Composite

Annual Return Percentage —Based upon historical performance, the followinigldadepicts the annual percentage return earneddh o
the three comparison groups
Total Shareholder Returns-Dividends Reinvested

Annual Return Percentage

Year Ended March 31,

Company/Index 2003 2004 2005 2006 2007
Motorcar Parts of America, Ir -50.55% 271.1% 31.15% 21.92% 7.4<%
Peer Groui -28.01% 43.21% 5.7%% 2.12% 21.12%
NASDAQ -26.98% 49.3% 0.85% 18.01% 4.17%
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Indexed Returns —Based upon historical performance, the followinglgadisplays the results of $100 invested at tloseclof business
March 31, 2002 in the common stock of each of tiraparison groups and assumes reinvestment of did&de

ZACKS TOTAL RETURN ANNUAL COMPARISON
5 YEAR CUMULATIVE TOTAL RETURN SUMMARY
Through March 31, 2007

2002 2003 2004 2005 2006 2007
MPA Return & (50.5%) 271.1: 31.1¢ 21.97 7.4¢
Cum $ $100.0( $ 49.4¢ $183.5: $240.6¢ $293.4¢ $315.4!
NASDAQ Return & (26.9¢) 49.3¢ 0.8t 18.01 4.17
Cum $ $100.0( $ 73.02 $109.0¢ $110.0( $129.8: $135.2:
Peer Grouy Return & (28.07) 43.21] 5.7¢ 2.12 21.1Z
Cum $ $100.0( $71.9¢ $103.1( $109.0: $111.3¢ $134.8¢

Corporate Performance Graph with peer group usesgreup only performance and excludes MotorcatsRdrAmerica, Inc.
Peer group indices use beginning of period marépitalization weighting.

S&P index returns are calculated by Zacks.

Peer Group:
. Aftermarket Technologies Corporati
. Dorman Products, Ini
. Standard Motor Products, Ir

. Proliance International, In

Item 6 Selected Financial Data

The following selected historical consolidated finel information as of and for each of the yeardesl March 31, 2007, 2006, 2005, 2004
2003, has been derived from and should be readrijuiction with our consolidated financial statetsesnd related notes thereto.

Fiscal Year Ended March 31,

Income Statement Data 2007 2006 2005 2004 2003

Net sales $136,323,00  $108,397,00  $96,719,000  $80,349,000  $83,969,00
Operating income (los: (2,475,000 6,298,001 13,438,00 9,232,00! 7,521,001
Net income (loss $ (4,956,000 $ 2,085,000 $ 7,281,000 $ 5,400,000 $10,994,00
Basic net income (loss) per shi $ (059 % 028 0.8 $ 067 $ 1.3¢
Diluted net income (loss) per sh $ (059 $ 028 % 0.8t $ 064 $ 1.2¢

March 31,

Balance Sheet Dat: 2007 2006 2005 2004 2003

Total asset $131,986,00 $101,136,00 $85,647,00 $62,150,00 $57,604,00
Working capital (27,162,00) 12,608,00 16,840,00 18,367,00 7,563,001
Line of credit 22,800,00 6,300,00! — 3,000,00! 9,932,00!
Capital lease obligatior— less current portio 3,629,00! 4,857,001 938,00( 1,247,001 209,00(
Shareholdel equity $ 47,828,00 $ 51,595,00 $48,670,00 $40,834,00 $35,775,00

Working capital has been adjusted for the reclasgibn of core inventory as described in Item 7agemens Discussion and Analysis
Financial Condition and Results of Operations”,ti€al Accounting Policies)nventory, Long-term Core Inventory and Lotegm Cort
Deposits, page 18.
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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 forwalgeking statements with respect to our future penfince that involve risks and uncertainties. Va
factors could cause actual results to differ maligrifrom those projected in such statements. THas®ors include, but are not limited
concentration of sales to certain customers, cleimgeur relationship with any of our customersguning the increasing customer pressur
lower prices and more favorable payment and ottvend, our ability to renew the contract with oungksst customer that is scheduled to e
in August 2008 and the terms of any such renewaljrcreasing demands on our working capital, idg the significant strain on worki
capital associated with large core inventory puselsdrom customers of the type we have increasimglgle, our ability to obtain any additio
financing we may seek or require, our ability thiage positive cash flows from operations, potérititure changes in our previously repol
results as a result of the identification and attfom of errors in our accounting policies or prdgees, the material weaknesses in our int
controls over financial reporting, the SECeview of our previously filed public reportswler revenues than anticipated from new and exi
contracts, our failure to meet the financial coveaar the other obligations set forth in our ban&dit agreement and the baskefusal t
waive any such defaults, any meaningful differelbe®veen projected production needs and ultimagsgalour customers, increases in int
rates, changes in the financial condition of anpwf major customers, the impact of high gasolirniees, the potential for changes in const
spending, consumer preferences and general ecormmmditions, increased competition in the autoneofparts industry, including increa:
competition from Chinese manufacturers, diffictityobtaining cores and component parts or increas#se costs of those parts, politica
economic instability in any of the foreign counsriethere we conduct operations, unforeseen incréaseperating costs and other fac
discussed herein and in our other filings with $teC.

Management Overview

During the fiscal year ended March 31 2007, we ekdzhon a number of important initiatives. Firstlye focused on increasing market sl
in both the DIY and the DIFM market. Secondly, weedsed on making sure that our operating margingddcwithstand the threat
competitive pricing pressures by moving the majooit our production offshore. We are also in thegasss of moving the remaining logis
support from our California location to our Mexifaxility.

With respect to the first initiative, our focus wasincrease our market share with retailers wieopaedominantly in the DIY market and v
are increasingly targeting the DIFM market. Witkpect to this initiative, we added a full line slyppgontract with one of the top five retail
in the United States. We began shipping produthitonew customer in August after a significantrajeover effort. When we entered into
new customer relationship, we did not expect tdizeahe full benefit from this arrangement durithge first year of the contract due to
various starp expenses. We believe this customer will be dritrior to our profitability in the future. In adibn, we have taken efforts
bolster the service levels to each of our retast@mers to ensure that we maximize their respectportunities for growth. As a result of t
initiative, unit sales to our retail customers apeby 10% over the prior year excluding the effefdhe termination of the POS arrangement.
have also made significant mads into supplying the DIFM market. As of yeadesur private label and our own brand, Quality BY
represents unit sales of approximately 21% of otal unit sales, an increase of 43% over the yar. This does not include the portion of
unit sales to the DIFM market that come from otaifeustomer.

Overall during fiscal 2007, our net sales reachstbhic highs. Net sales increased by 25.8%. Thasrimhas been affected positively by a
time catch up of sales of product previously shippader our terminated POS arrangement. If thes sedsociated with the POS terminatior
not taken into account, net sales are up by 14.9%

A significant portion of this sales growth is supied by longterm agreements with our customers. During fis€8I72 we began shipping ti
large new customer, amended our agreement withaogest customer to end the prior POS agreemenparahase a portion of their dranc
cores, and broadened our agreement with our laEeudtomer. While these longerm agreements strengthen our customer relatips st
improve our overall business base, they requirebstantial amount of working capital to meet ramppdoroduction demands, purchase
inventory and provide marketing and other allowantteat are often front-loaded and significantlyueel the neaterm gross profit and tl
associated cash flow from these new or expandeshgements. We evaluate new business opportunifiésolting at the returns over a &
5 year period. If the anticipated returns meettbreshold levels, we will pursue the new business.

With respect to our second initiative outlined abowe embarked on a dual approach to increasingftsimore manufacturing. We opene
new remanufacturing facility in Mexico with the dda produce the majority of our supply to the NoAmerican marketplace in Mexico. 1
facility has been successfully, launched with eangications that our manufacturing costs will beproved. In addition we intend
completely move core sorting warehousing and shippo this location. During fiscal 2007, we hadndligant expenses relating to building
this facility and the rampip of production at this facility. We experiencearious operating inefficiencies, including a siggaht new wor
force which had to go through intensive trainingieDo the significant number of laborers needealinoperating processes this was expe!
and slow. In addition, we had to keep our Califaraperations running at a higher than normal cap&zimake sure that none of our operat
suffered while we continued with our
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offshore initiative. As of the end of fiscal 2007etMexico workforce totaled 638. We also had to gaplicative overhead costs like re
maintain excess inventory to continue hitting féites with customers and allocate inventory ovettipte locations. The impact of the
expenditures is evidenced by lower gross margidsagmnincrease in our fixed and overhead costs.dtr expectation that we will start to r
the benefits of these initiatives in the future.

The impact on our working capital from these fast@ evident in the significant increases in act®yayable and accrued liabilities,
increase in the line of credit and the decreasetraccounts receivable. These changes from thefistal year are primarily due to the hig
levels of inventory purchased, the increase in rfeanturing costs and higher level marketing allowesnprovided to our customers.

The increased borrowings on our line of credithiiglevel of factored receivables and increasedageedays over which the receivables \
factored, associated with extended payment termbave provided to our customers, resulted in a rtttaa 100% increase in our net inte
expense.

Based upon the closing price of our common stoclSeptember 29, 2006, we are now required to comjily Section 404 of the Sarbanes-
Oxley Act of 2002 (“SOX”").A significant amount of management time has beended on compliance work and significant costs Hzea
incurred. During fiscal 2007, we incurred approxieia $2,379,000 of general and administrative esperrelated to Section 404 compliance

As we move forward into fiscal 2008, we continueagigressively increase both the volume and theeptage of units remanufactured at
Mexico and Malaysia facilities. In addition, becausur Mexico operations experience lower latmated costs than Torrance, we bege
relocate our logistics functions to Mexico by lemsian additional building adjacent to the existfagility. We expect to continue to use
Torrance facility for receiving, distribution an¢her logistics related activities until we transitithis portion of our operations to our facili
in Mexico during fiscal 2008. We also anticipatatthompetitive pressures may increase as oversaasfatturers, particularly those base
China, expand the scope of their operations.

Although our SOX compliance work will continue tequire a significant commitment of management tand the incurrence of significe
general and administrative expenses, we are neaiale of the first year of compliance which reediboth the documentation of our inte
controls and the implementation of a testing precés we move into the second year, the focus efctmpliance work shifts to necess
remediation, maintenance of the internal controcpss and its documentation and testing.

To address our working capital needs, in May 20@¥ sold 3,641,909 shares of our common stock invate placement at a price of $11
per share, resulting in aggregate gross proceddsebexpenses of $40,061,000 and net proceedspobdmately $36,500,000. We also iss
warrants to purchase up to 546,283 shares of aunmm stock, at an exercise price of $15.00 perestidre warrants are callable by us if
volume weighted average trading price of our commamtk as quoted by Bloomberg L.P. is greater $2&50 for 10 consecutive trad
days.

Critical Accounting Policies

We prepare our consolidated financial statementscaordance with U.S. generally accepted accoumtiimgiples, or GAAP. Our significa
accounting policies are discussed in detail belodia Note B to our consolidated financial statetaen

In preparing our consolidated financial statemews,use estimates and assumptions for mattersateainherently uncertain. We base
estimates on historical experiences and reasorasiemptions. Our use of estimates and assumptftetdsathe reported amounts of ass
liabilities and the amount and timing of revenurd axpenses we recognize for and during the remppériod. Actual results may differ frc
our estimates.

Our remanufacturing operations require that we mequores, a necessary raw material, from our costse and offer our customers marke
and other allowances that impact revenue recognifibese elements of our business give rise toustitwy issues that are more complex
many businesses our size or larger. In additioa,ridevant accounting standards and issues continegsolve. As a result, certain of
previously issued financial statements have bestated to reflect changes in our application ofegalty accepted accounting principles.

Inventory, Long¢-term Core Inventory and Long-term Core Deposit

Inventory is stated at the lower of cost (determdinsing an average costing method) or market. #redard cost of inventory is based upor
direct costs of material and an allocation of labod variable and fixed overhead costs. The standast of inventory is evaluated at e
quarterly during the fiscal year and adjusted ftect current lower of cost or market levels. Stamtcosts are determined for individual it
of inventory within each of the three classificatioof inventory as follows:

Core and other raw material inventories are statetde lower of cost (determined using an averagtirgg method) or market. We detern
market by obtaining the current replacement coseth@n average purchase prices for cores or aihematerials.
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Since we accept a significant level of return cdrem our customers at rates that do not reflectecul replacement costs, we also use
broker price lists to establish current replacentasts when purchases from core brokers do notiggmufficient average purchase p
information. The price list information was adjuste provide for the impact seasonality had onsilygply and demand of cores and thu
the replacement cost of the cores. Since the imgfastasonality has diminished significantly, tatgustment has become immaterial ant
discontinued this practice during fiscal 2007. T¢timnge will not have a material effect on ourfiicial statements.

Finished goods cost includes the standard cosbadscand raw materials and allocations of labor weibble and fixed overhead. 1
allocations of labor and variable and fixed ovetheasts are determined based on the average astialf the production facilities over
prior twelve months which approximates normal cégadhis method prevents the distortion in staddeosts that would otherwise oc
during short periods of abnormally low or high punotion. In addition, we exclude certain unallocategrheads such as severance ¢
duplicated facility overhead costs, and spoilagenfithe calculation of the standard costs and exp#ram as period costs as require
Financial Accounting Standards Board (FASB) StateniNp. 151, “Inventory Costs, an amendment of AR& K3, Chapter 4’"RAS 151)
For the year ended March 31, 2007, costs of apprataly $216,000 were considered abnormal and thdsided from the standard c
calculation.

Work in process is in various stages of productisrmn average 50% complete and is valued at 508eo$tandard cost of a finished g¢
Work in process inventory historically comprisessiéghan 3% of the total inventory balance.

We provide for an allowance for potentially excass obsolete inventory based upon historical usage.

We apply the guidance pursuant to the Emergingels3ask Force Issue No. 02-18ctounting by a Customer (Including a Reseller)Gais!
Consideration Received from a Vendor” (“EITF 02-1.@Jy recording vendor discounts as a reduction oéimeries that are recognized
reduction to cost of sales as the inventories @l s

When we ship goods to a customer, we reduce thentowy account for the amount of product shipped establish an inventory unreturi
account representing the value of cores and fidighmods included in that portion of the shipmergttis expected to be returned by
customer within one year. Inventory unreturnedakigd in the same manner as our other inventory.

In the fourth quarter of fiscal 2007, we reclagglficore inventory held at our locations and heldwstomers’ locations to lorgrm cori
inventory. The reclassified core inventory tota$t?,492,000 and $33,822,000 at March 31, 2007 806,2espectively. This reclassificat
had no impact on total assets or core inventorye:aDur determination for reclassifying the coreeimory was based on a current assess
of the timing of the realization of the core values

The longterm core deposit account represents the valuemscshipped to customers and expected to be eetlvayond a one year ti
frame. The longerm core deposit is established when we agree avithstomer to purchase cores held by the custanteremaining on tl
customer’s premises. The purchase is made thrdwglssuance of credits against that custosnteivables either on a one time basis or
an agreed-upon period. The credits against thabeues’s receivable are based upon the core purchase pmes@usly established with t
customer. At the same time, we record the Iterga core deposit for the cores purchased at amdstd core cost. The difference betwee
credit granted and the standard cost of the long-t®re deposit is treated as a sales allowaneeimgl revenue as required under EITF 01-9.

Our longterm core deposits are stated at the lower of aosharket. The cost is established at the timenefttansaction based on the 1
current standard cost of the related core inventatryeast annually, and as often as quarterlyeamciliation and confirmation is performe
determine that the number of cores purchased ebained at the customerpremises, remains sufficient to support the arnsoretorded in tt
longterm core deposit account. At the same time, theahcores is reviewed to determine that the aggpeegalue of cores in the account
not changed during the reporting period. We evaluhe value of cores supporting the ldegn core deposit account each quarter.
evaluation is performed on the cores in aggregatec@nsiders our core standard costs. If we idemtify permanent reduction in either
number or the aggregate value of the core inventdryheld at the customer location, we will recardeduction in the longerm core depos
account for that period.
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Revenue Recognitio

We recognize revenue when our performance is campdad all of the following criteria establisheg $taff 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 (“FOBhipping point, revenue is recognized on the ddteshipment. For products shipped F
destination, revenues are recognized two days #feedate of shipment based on our experience degpathe length of transit duration.
include shipping and handling charges in the gingeice price to customers and classify the totabant as revenue in accordance '
Emerging Issues Task Force (“EITF”) 00-10, “Accangtfor Shipping and Handling Fees and Cosghipping and handling costs are reco
in cost of sales.

Revenue Recognition; Mof-Core-Value Basis

The price of a finished product sold to customsrgeénerally comprised of separately invoiced ansdmit the core included in the prod
(“core value”) and for the value added by remantufideg (“unit value”). The unit value is recorded as revenue based othearcurrent pric
list, net of applicable discounts and allowancesse®l on our experience, contractual arrangemetitiscwstomers and inventory manager
practices, more than 90% of the remanufacturedraters and starters we sell to customers arenetuby customers as a used
remanufacturable core. In accordance with our fiebrevalue revenue recognition policy, we do not recegrithe core value as revenue w
the finished products are sold. We generally licoite returns to the number of similar cores preslipshipped to each customer.

Revenue Recognition and Defer— Core Revenue

Full price coresWhen we ship a product, we invoice certain custenfier the core portion of the product at full casades price but do r
recognize revenue for the core value at that tioe.these cores, we recognize core revenue basmdampestimate of the rate at which
customers will pay cash for cores in lieu of retngncores for credits.

Nominal price coresWe invoice other customers for the core portioprafduct shipped at a nominal core price. Unlikefthleprice cores, w
only recognize revenue from cores not expecteeteeturned when we believe that we have met aliathe@wing criteria under SAB 104:

. we have a signed agreement with the customer cayéne nominally priced cores not expected to bemed, and the agreement n
specify the number of cores our customer will pagtcfor in lieu of returning a core and the basisvbich the nominally priced cor
are to be valued (normally the average price pex stipulated in the agreemer

. the contractual date for reconciling our recordd anstome’'s records of the number of nominally priced cores expected to |
returned must be in the current or a prior per

. the reconciliation must be completed and agredyy tilve custome
. the amount must be billed to the custon

Deferral of Core Revenue. As noted previously, \aeehin the past and may in the future agree tolagk cores from certain customers.
difference between the credit granted and the arahcbst of the cores bought back is treated adea sllowance reducing revenue as req
under EITF 019. As a result of the increasing level of core agks, we have now decided to defer core revenus fh@se customers ui
there is no expectation that sales allowances ededowith core buybacks from these customersaffilet core revenues that would othen
be recognized once the criteria noted above haee beet. During the year ended March 31, 2007, $108D of such core revenues '
deferred. No core revenues were deferred in peoiogs.

Revenue Recognition; General Right of Re

We allow our customers to return goods to us thatrtenduser customers have returned to them, whetheretugned item is or is n
defective (warranty returns). In addition, undez terms of certain agreements with our customedgsimafustry practice, our customers fi
time to time are allowed stock adjustments wheir theentory quantity of certain product lines egds the anticipated quantity of sales to end-
user customers (stock adjustment returns). We wektit the aggregate of customer returns, inahgdivarranty and stock adjustment retc

to less than 20% of unit sales. In some instareesllow a higher level of returns
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in connection with a significant update order.

We provide for such anticipated returns of inveyptaraccordance with Statement of Financial AccounStandards No. 48, “Revenue
Recognition When Right of Return Exists” by redgcievenue and the related cost of sales for this estimated to be returned.

Our allowance for warranty returns is establishaskell on a historical analysis of the level of thie of return as a percentage of total unit
sales. Stock adjustment returns do not occur aspagific time during the year, and the expectedllef these returns cannot be reasonably
estimated based on a historical analysis. Our alfme for stock adjustment returns is based on fipeastomer inventory levels, inventory
movements and information on the estimated timiingt@ck adjustment returns provided by our cust@mner

Sales Incentive!

We provide various marketing allowances to ouraungrs, including sales incentives and concessMagketing allowances related to a sin
exchange of product are recorded as a reductioevehues at the time the related revenues aredegar when such incentives are offered.
Other marketing allowances, which may only be aggpéigainst future purchases, are recorded as eti@uto revenues in accordance with a
schedule set forth in the relevant contract. Salesntive amounts are recorded based on the véline éncentive provided.

Accounting for Deferred Taxe

The valuation of deferred tax assets and liabdlitebased upon management’s estimate of currenfusure taxable income using the
accounting guidance in SFAS 109, “Accounting faxdme Taxes.” For fiscal 2007 and 2006 managemeatrdaed that no valuation
allowance was necessary for deferred tax assets.

Financial Risk Management and Derivatives

We are exposed to market risk from material movemienforeign exchange rates between the U.S. dafid the currencies of the foreign
countries in which we operate. As a result of aewgng operations in Mexico, our primary risk r@ato changes in the rates between the U.S
dollar and the Mexican peso. To mitigate this cuekerisk, in August 2005 we began to enter intavimd foreign exchange contracts to
exchange U.S. dollars for Mexican pesos. The extewhich we use forward foreign exchange contracperiodically reviewed in light of ot
estimate of market conditions and the terms angtleaf anticipated requirements. The use of dekiedinancial instruments allows us to
reduce our exposure to the risk that the eventetatash outflow resulting from funding the expensfethe foreign operations will be materie
affected by changes in the exchange rates. We dengage in currency speculation or hold or isgnemntial instruments for trading purposes.
We had foreign exchange contracts with a U.S. delimivalent notional value of $5,463,000 and $4,880 and a nominal fair value at
March 31, 2007 and 2006, respectively. These cotstexpire in a year or less. Any changes in tirevédue of foreign exchange contracts are
accounted for as an increase or offset to genathhdministrative expenses in current period egmikor fiscal 2007, the net effect of the
foreign exchange contracts was to increase gearthhdministrative expenses by approximately $101,00

Share-based Payments

Effective April 1, 2006, we adopted Financial Acoting Standards Board (FASB) Statement of Finarstalounting Standards No. 123
(revised 2004), “Share-Based Payment”, (FAS 123R)githe modified prospective application methodrafsition for all our stock-based
compensation plans. Accordingly, while the reporeslilts for the fiscal 2007 reflect the adoptidfrAS 123R, prior year amounts have not
been restated. FAS 123R requires the compensaigia associated with stock-based compensation panscognized and reflected in our
reported results.
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The following table presents the impact adoptioRAS 123R had on our audited consolidated stateoferperations for the year ended
March 31, 2007.

Year Ended March

31, 2007
Operating income (los: $ (1,557,00)
Interest expens— net of interest incom —
Income (loss) before income tax expense (ber (1,557,000
Income tax expense (benel (542,000
Net income (loss $ (1,015,000
Basic net income (loss) per shi $ (0.12)
Diluted net income (loss) per shi $ (0.12)

Prior to the adoption of FAS 123R, we accountedstock-based employee compensation as prescrib@ddnunting Principles Board
Opinion (“APB”) No. 25, “Accounting for Stock Issdd¢o Employees,” and adopted the disclosure prongsbdf SFAS 123, “Accounting for
Stock-Based Compensation,” and SFAS 148, “Accogrfiin Stock-Based Compensation-Transition and D@ale-an amendment of SFAS
123"

Under the provisions of APB No. 25, compensatiost or stock options is measured as the excesamyf, of the market price of our common
stock at the date of the grant over the amount@i@/ee must pay to acquire the stock. Under threvédue based method, compensation cost
is recorded based on the value of the award ajrdngt date and is recognized over the service gerio

As of March 31, 2007, we had approximately $1,4@@,6f unrecognized compensation cost related tevested stock options. This cost is
expected to be recognized over the remaining weijaverage vesting period of 2.3 years.

New Accounting Pronouncemen

In February 2007, the FASB issued SFAS No. I3% Fair Value Option for Financial Assets and Fioal Liabilities (* FAS N0.159").FAS
No. 159 permits companies to choose to measuggratdiue certain financial instruments and othems that are not currently required tc
measured at fair value. FAS No. 159 is effectivefifical years beginning after November 15, 200¢€. &¥pect to adopt FAS No. 159 in the
first quarter fiscal 2009.

In September 2006, the FASB issued FAS No. Fait, Value MeasurementSFAS No. 157"). FAS No. 157 defines fair valua ¢he price
that would be received to sell an asset or patdattsfer a liability in an orderly transaction beem market participants at the measurement
date. It also established a framework for measusirgzalue in GAAP and expands disclosures abautalue measurement. FAS No. 157
applies to other accounting pronouncements thatiregr permit fair value measurements. FAS No. i$5ffective for fiscal years ending a
November 15, 2007 and interim periods within thfiseal years. We are currently evaluating the inhpdid-AS No. 157 on our consolidat
financial position and results of operations.

In June 2006, the FASB issued FASB Interpretation48, “Accounting for Uncertainty in Income Taxas, interpretation of FASB Statement
No. 10¢" (“FIN 48”). FIN 48 clarifies the accounting fomgertainty in income taxes recognized in an enisgjw financial statements and
prescribes a recognition threshold for financiatesthent recognition and a measurement attribute fax position taken or expected to be t:

in a tax return. This interpretation also providelated guidance on derecognition, classificatioterest and penalties, accounting in interim
periods and disclosure. FIN 48 is effective fobaginning April 1, 2007. While our evaluation istmomplete, we do not expect adoption of
FIN 48 to have a material impact on our financiatements.

Subsequent Event

On May 23, 2007, we completed the sale of 3,64159@3es of our common stock, at a price of $11eédGhpare, resulting in aggregate gross
proceeds before expenses of $40,061,000 and reggats of approximately $36,500,000, and warrangsitohase up to 546,283 shares of our
common stock at an exercise price of $15.00 peesfi&is sale was made through a private placetoeattcredited investors. The warrants
callable by us if the volume weighted average trgdgirice of our common stock as quoted by BloomleRy is greater than $22.50 for 10
consecutive trading days.

We are obligated to file a registration statememar the Securities Act of 1933 to register theehaf common stock sold and the shares
issued upon the exercise of the warrants by Jul23Q7 and to cause the registration statemergdorhe effective no later than October 19,
2007. If we miss either of these deadlines, wephligated to pay the purchasers of the common sdadkwarrants sold in the private
placement partial liquidated damages equal to 1#hehggregate proceeds from this private placemedtan additional 1% for each
subsequent month these deadlines are not metthmiartial liquidated damages paid equals 19%uch aggregate proceeds. Any payments
made under this registration rights agreementredlLice additional paid-in-capital.
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Results of Operations

The following table summarizes certain key operatiata for the periods indicated:

Year Ended March 31,

2007 2006 2005
Gross profil 15.€% 23.2% 29.%
Cash flow from operatior $(9,313,00i) $(11,454,00)  $4,206,00
Finished goods turnover ( 4.21 2.3t 3.0C
Finished goods turnover, excluding POS inventojy 5.0t 4.4z 5.2:2
Return on equity (3 (10.36% 4.3(% 17.8(%

(1) Finished goods turnover is calculated by dividing tost of goods sold for the year by the averdgieedfiinished goods inventory value
including the longerm core portion at the beginning and the enchohe/ear. We believe that this provides a usefidsuaee of our abilit
to turn production into revenue. The finished gotaeover ratio in fiscal 2007 was positively impeat by the termination of the POS
agreement in August 200

(2) Finished goods turnover, excluding POS inventogaisulated by dividing the cost of goods soldtfar year by the average of t
finished goods inventory values, including the ldgagn core portion at the beginning and the englach year and excluding pay-on-scan
inventory. We believe that this provides a usefabsure of our ability to manage the inventory whsctvithin our physical contro

(3) Return on equity is computed as net incom@&ldd by beginning shareholders’ equity and measaue ability to invest shareholders’
funds profitably.

Following is our results of operation, reflectedagsercentage of net sales:

Fiscal Year Ended March 31,

2007 2006 2005
Net sales 100.(% 100.(% 100.(%
Cost of goods sol 84.4 76.€ 70.4
Gross profil 15.€ 23.4 29.€
Operating expense
General and administrati\ 13.: 13.2 12.C
Sales and marketir 3.C 3.3 2.8
Research and developmt 1.1 1.1 0.¢
Operating income (lost (1.9 5.8 13.¢
Interest expens— net of interest incom 4.3 2.7 1.7
Income tax expense (benel (2.5 1.2 4.€
Net income (loss (3.9) 1.9 7.5

Fiscal 2007 compared to Fiscal 2006

Net Sales Gross sales in fiscal 2007 increased by appraein&55,836,000 or 37.9% primarily due to the sdlproducts previously
shipped on a POS basis totaling $19,795,000 arftehigples to our new and existing customers. Tici®ase was partially offset by the
$8,062,000 write-down of the long-term core depagitestablished in connection with the terminatibthe POS arrangement that reduced net
sales by a comparable amount. Our gross salesasereas further offset by an $8,849,000 increaseairketing allowances from $18,620,000
for fiscal 2006 to $27,469,000 for fiscal 2007. §hicrease was primarily due to marketing allowange provided to new customers during
fiscal 2007. In general, a disproportionate peragatof marketing allowances for new customersrarg-doaded. Marketing allowances as a
percentage of sales including the net sales infpact the termination of the POS arrangement, irgdanarginally by 0.9% for fiscal 2007
compare to fiscal 2006. Customer returns (which edsluce gross sales) increased by $6,697,0008&87156,000 for fiscal 2006 to
$34,853,000 for fiscal 2007. As a percentage afsselcluding the net sales impact from the ternmedf the POS arrangement, customer
returns decreased 2.0% for fiscal 2007 comparéddal 2006 primarily due to a reduction in warsargturn rates. As a result of these factors,
net sales for fiscal 2007 increased $27,926,0085@%, to $136,323,000 over the net sales foafi2006 of $108,397,000.
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Cost of Goods Sol€ost of goods sold as a percentage of net salesaised from 76.6% for fiscal 2006 to 84.4% fordls2007 resulting i
a corresponding decrease in our gross profit pgaigerto 15.6% in fiscal 2007 from 23.4% in fisc@08. The $8,062,000 sales incentive
associated with the write-down of the long-termecdeposit noted above, the increase in marketlogzahces associated with new business
and the customer returns and adjustments discurssled preceding paragraph reduced our gross refitentage for fiscal 2007 by 11.6%.
Each of these charges reduced net sales for #8€a1, but did not impact the cost of goods solc Bhwer per unit manufacturing costs
resulting from improvements in manufacturing effiaties at our Mexican facility when compared todl2006 were partially offset by the
reduction in the value of on-hand inventory asgdediavith the reduction in our standard cost. Thipact is expected to continue until our
standard cost fully reflects the lower remanufaotyicosts of the Mexican and Malaysian facilities.

General and Administrativéur general and administrative expenses increa3&4 8,000 to $18,185,000 from $14,337,000 for fisca
2006. The increase was primarily due to approxiipai2,100,000 of increased expenses we incurredeet the SOX Section 404
requirements by the end of fiscal 2007, compensatipenses of approximately $1,557,000 associaitkdowr initial recognition under FAS
123R of stock options and approximately $1,463 @bciated with incentive and other bonuses. Geaedsadministrative expenses in our
Mexico facility increased from $587,000 in fisc&ld5 to $1,225,000 in fiscal 2007 due primarilylie tamp-up of activities at our Mexico
facility. In addition, we eliminated 80 positionsaur Torrance facilities in the fourth quarterfistal 2007 and recorded $258,000 of severance
and other costs related to this reduction in s@ifft general and administrative expenses weretdisthe recording of the shareholder note
receivable of $682,000 for reimbursement of inddioaiion costs. In addition, general and admintsteaexpenses were further offset by the
reduction in fiscal 2007 of the following expensieat were incurred during fiscal 2006: (i) $364,@&3ociated with our response to the SEC’s
review of our SEC filings that began in 2004 ang tblated restatement of our financial statemé€int$368,000 in our indemnification costs
associated the SEC’s and the U.S. Attorney’s Officerestigation of our former president and clapérating officer and (iii) start-up costs of
approximately $716,000 related to our productiaratmn in Mexico and our distribution center in Reile, Tennessee. In addition, in fiscal
2007, we recorded a $300,000 increase in the araticn of the deferred gain associated with ow/lEsseback financing that reduces our
general and administrative expenses.

Sales and Marketingur sales and marketing expenses increased byGREB® $4,116,000 for fiscal 2007 from $3,536,000fiscal
2006. The increase was due primarily to increasasaiffing in the sales and marketing departmensgsipport the increased sales volume and
customer base and the $180,000 increase in conumiespenses to $388,000 for fiscal 2007. As a péage of sales, sales and marketing
expenses decreased from 3.3% for fiscal 2006 &b 3dD fiscal 2007. The reduction as a percentagsalefs was a result of increased sales.

Research and DevelopmeResearch and development expenses increased byo8aZBm $1,234,000 for fiscal 2006 to $1,457,600
fiscal 2007. The increase, primarily in waggated expenses, was due to the increased ceappbrting our new business and the develop
of new diagnostic equipment for our Mexico and Mala facilities.

Interest Expens@ur interest expense, net of interest income, B818,000 in fiscal 2007. This represents an irsmred $2,959,000 over
net interest expense of $2,954,000 for fiscal 200fs increase was principally attributable to mcréase in the average outstanding balance or
our line of credit, the increase in the amounteafeivables that were discounted under our fact@grgements, the increase in the average
over which the receivables were factored associatttdthe extended payment terms we have providethin of our customers and the
increase in short-term interest rates.

Income Tax For fiscal 2007, we recognized income tax besefit$3,432,000 compared to an income tax expei®&, 259,000 for fiscal
2006. Our tax rate for fiscal 2007 was significamtifferent compared to the tax rate for fiscal @@@imarily as a result of the greater impac
tax credits and foreign tax payments on a lowemeded U.S. net income before taxes. During fi2€46, we utilized all of our net operating
loss carry forwards available for income tax pugso®©ur net operating loss in fiscal 2007 resuhetie creation of net operating loss carry
forwards of approximately $1,921,000.

Fiscal 2006 compared to Fiscal 2005

Net Sales Gross sales in fiscal 2006 increased by appraein&24,179,000 or 18.2% primarily due to the rampgn sales to one of the
largest automobile manufacturers that distributesppoducts directly to the professional instaftearket. Gross sales also increased due to an
increase of $2,295,000 in revenue from unreturmedscand an increase in royalty income of $281,08@.stock adjustment and other returns
which offset gross sales increased $1,238,000 doeply to the increase in gross sales in fis€&20& over fiscal 2005. For fiscal 2006 and
2005, we recorded a reduction in gross sales 06203000 and $11,996,000 respectively attributabliscounts and allowances. The increase
of $6,624,000 or 55.2% in fiscal 2006 over fiscad2 included $4,094,000 of front loaded marketithopeances we provided for new business
from several of our customers. The remainder ofrtbeease in discounts and allowances was dueetontpact of increased unit sales on
existing discount programs and additional shorhtdiscounts that we provided to respond to contigigiompetitive pressures. As a result of
these factors, net sales for fiscal 2006 incre&44¢678,000 or 12.1% to $108,397,000 over the alesgor fiscal 2005 of $96,719,000.
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Cost of Goods Solcost of goods sold as a percentage of net salessaised to 76.6% in fiscal 2006 from 70.4% in fi2@05 causing a
decrease in the gross profit percentage to 23.4flédal 2006 from 29.6% in fiscal 2005. Approximigté.3% of the decrease in the gross p
percentage resulted from the $6,624,000 increadesaounts and allowances, which reduce reportied sat do not impact the cost of goods
associated with those sales. In addition, facditgrtup costs of $699,000 related to our new produdtication in Tijuana, Mexico and our n
distribution center in Nashville, Tennessee contel to this decrease. These decreases were lyastfakt by higher unreturned core revenue,
which has a higher margin than unit sales, anddrighyalty income, which has no associated costlzfs.

General and Administrativ®©ur general and administrative expenses increas$ti4,337,000 for fiscal 2006 from $11,622,000ffscal
2005. This $2,715,000 and 23.4% increase is dugteases in the outside professional and conguiéies of approximately $364,000
associated with the SEC's review of our SEC filiagsl the related restatement of our financial states, administrative start-up costs of
approximately $716,000 related to our new produckization in Tijuana, Mexico and our new distribatcenter in Nashville, Tennessee,
consulting fees of approximately $300,000 incutedatisfy the requirements of the SarbaBetey Act of 2002, and increases in headcou
strengthen the administrative departments and stffpmadditional sales volume. These increases wartially offset by a $188,000 decrease
in the expenses associated with our indemnificatfoRichard Marks, a former officer, in connectiwith the SEC’s and the United States
Attorney’s investigation of him.

Sales and Marketin@ur sales and marketing expenses increased byGX¥a@r 28.2% to $3,536,000 for fiscal 2006 from7$3,000 for
fiscal 2005. This increase is primarily attributabd increases in advertising costs from $87,0G&aal 2005 to $320,000 in fiscal 2006 and
increases in staffing in the sales and marketiggdeents to support the increased sales volumewstdmer base and costs incurred in
connection with the printing and electronic coni@rf our product catalog.

Research and Developme@ur research and development expenses increasethevarior year by $398,000 or 47.6% to $1,234,fa00
fiscal 2006 from $836,000 for fiscal 2005. Thisre&se was attributable to personnel hired anddkedf personnel reassigned to assist with
the research and development needs of our newxaracthéed business.

Interest Expensé-or fiscal 2006, interest expense, net of intaresime, was $2,954,000. This represents an increhk 262,000 over
net interest expense of $1,692,000 for fiscal 20Bks increase was principally attributable to acréase in the average outstanding loan
balance on our line of credit and increases intsieom interest rates on both the line of credd #re accounts receivable we discounted under
our factoring agreements. Interest expense is deetpprincipally of interest paid under our ban&dit agreement, discounts recognized in
connection with our receivables factoring arranget:iand interest on our capital leases.

Income Tax For fiscal 2006 and 2005, we recognized incomeigense of $1,259,000 and $4,465,000, respegtibelring fiscal 2006,
we utilized all of our net operating loss carrywfards available for income tax purposes. As a tea@ anticipate that our future cash flow v
be more significantly impacted by our future taympants.

Liquidity and Capital Resources

During the last five fiscal years, we financed operations through the use of our bank creditifgcitash flows from operating activities, the
receivable discount programs we have with two ofeaustomers and a capital financing sale-leasetraokaction with our bank. Our working
capital needs have increased significantly in lightore inventory purchases, ramped up produatemands and related higher inventory
levels and increased marketing allowances assdaréth our new or expanded business. During theftas fiscal years, our tax payments
were significantly reduced through the utilizatimiour net operating loss carry forwards. As altesfuour fiscal 2007 loss, we now have a net
operating loss carry forward of approximately $1,89P0 that can be used to reduce future tax paygn@ntrespond to our growing working
capital needs and strengthen our financial positmMay 2007 we completed a private placemenoofimon stock and warrants that resulted
in aggregate gross proceeds before expenses @&4000 and net proceeds of approximately $36,900,0

We believe the proceeds from our recent privateguteent together with amounts available under owerated bank credit facility, cash flows
from operations and our cash and short term investsnon hand are sufficient to satisfy our expefiteate working capital needs, capital le
commitments and capital expenditure obligations tlve next year. We cannot provide assurance énrégard, however.

Working Capital and Net Cash Flow

At March 31, 2007, we had negative working capife$27,162,000, a ratio of current assets to cailiahilities of 0.6:1, and cash and cash
equivalents of $349,000, which compares to worlkiapital of $12,608,000, a ratio of current assetutrent liabilities of 1.3:1, and cash and
cash equivalents of $400,000 at March 31, 2006 Kiigrcapital decreased primarily due to the de@@asrade receivables of $11,643,000
resulting from the increased marketing allowancegvovided to secure new business and accruatsiftomer finished good returns, an
increase in trade accounts payable and accruatitiesbof $21,718,000, an increase in our linedit of $16,500,000. These decreases in
working capital were partially offset by an increas unreturned finished goods inventory of $2,088,that resulted from increased unit sales
and an increase in income tax receivable and deféncome tax assets of $2,629,000.
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Net cash used in operating activities was $9,31Bfo0fiscal 2007 compared to $11,454,000 for fiR06. The most significant changes
operating activities for fiscal 2007 were the irage in customer finished good returns accrual (#35000, the decrease in accounts recei

of $5,396,000 and the increase in accounts payatsleaccrued liabilities of $21,702,000. The incegascustomer finished goods returns
accrual was primarily related to the increase it sales. The decrease in accounts receivable vimsuily related to increase in marketing
allowances provided to customers and the timingugtomer core returns. The increase in accountshpayvas primarily due to lengthening of
payment terms with suppliers. In fiscal 2007, weeaged payment terms on our accounts payable as fae can reasonably expect to, and we
believe the additional capital available from otivate placement will reduce the need to put a camaiple strain on our supplier relationships
in the future. These changes in operating activitiere partly offset by the increase in deferradassets of $3,444,000, the increase in
unreturned finished goods inventory of $2,938,a08,increase in our long-term core inventory 06%8,000 and the increase in our long-term
core deposit of $20,791,000. The increase in umetlfinished goods inventory as well as long-teore inventory was due primarily to
increased product sales. The increase in long-tene deposits was due primarily to the terminatbthe POS agreement and the related core
buy back with our largest customer. (See discussimter Part I, tem 1. Business, “Multi-Year Invarnyt Transactions”, on page 5.)

Net cash used in investing activities totaled $86,000 in fiscal 2007. These investing activitiegeverimarily related to the capit
expenditures of $5,887,000 during this period preidantly spent in conjunction with our new manuteictg facility in Mexico. We expect to
continue to use cash in investing activities dufisgal 2008.

Net cash provided by financing activities was $28,800 in fiscal 2007 primarily as a result of didaial drav-downs under our bank line of
credit. These funds were primarily used to purcltastomers’ core inventories and establish théaélbbng-term core deposits, make a final
payment of $3,910,000 in connection with the relgeterminated POS arrangement with our largestaust that was made in April 2006 and
to purchase property, plant and equipment.

Capital Resources
Private Placemer

On May 23, 2007, we completed the private placern&Bt641,909 shares of our common stock at a fi¢d 1.00 per share and warrants to
purchase up to 546,283 shares of our common sabely exercise price of $15.00 per share. ThispFiplacement resulted in gross proceeds
before expenses of $40,061,000 and net proceeagpobximately $36,500,000 that will be used foreyahcorporate purposes. In connection
with this private placement, we agreed to file gisgation statement under the Securities Act &31® register the shares of common stock
sold and the shares to be issued upon the exefcise warrants by July 31, 2007 and to causedfistration statement to become effective no
later than October 19, 2007. If we miss eithethefle deadlines, we are obligated to pay the puecha$ the common stock and warrants sold
in the private placement partial liquidated damaggsal to 1% of the aggregate proceeds from tlvafgr placement, and an additional 1% for
each subsequent month these deadlines are notimtiéthe partial liquidated damages paid equaPb 1® such aggregate proceeds. Any
payments made under this registration rights agee¢mill reduce additional paid-in-capital.

Line of Credit

In April 2006, we entered into an amended credieament with our bank that increased our creditlavitity from $15,000,000 to
$25,000,000, extended the expiration date of taditfacility from October 2, 2006 to October 1080and changed the manner in which the
margin over the benchmark interest rate is caledlabtarting June 30, 2006, the interest rateufates as noted below:

Leverage ratio as of the end of the fiscal quarte
Greater than or

Base Interest Rate Selected by the Company equal to 1.50to 1.0 Less than 1.50 to 1.C
Bank's Reference Rate, pl 0.0% per yea -0.25% per yea
Bank's LIBOR Rate, plu: 2.0% per yea 1.75% per yea

For purposes of this calculation, leverage ratideBned to mean the ratio of (a) Indebtednesd #sedast day of the fiscal quarter minus any
direct or contingent obligations under our lettecredit to (b) EBITDA for the four consecutiveda quarters ending on such date.

In August 2006, the bank credit agreement was astetalincrease the credit availability from $25,@00 to $35,000,000. In March 2007, we
entered into an additional amendment to this cieglieement. Under the terms of March 2007 amendrtienbank agreed to provide us a non-
revolving loan of up to $5,000,000. This non-rewadvloan bore interest at the bank’s prime ratewad due on June 15, 2007. At March 31,
2007, no amounts were outstanding. On May 24, 28@7#epaid the $5,000,000 utilized subsequent tcMa1, 2007 with the proceeds from
our recently completed private placement of comistook and warrants.

The bank holds a security interest in substantalllpf our assets. As of March 31, 2007, we hagmeed $4,301,000 of our line for standby
letters of credit for workers’ compensation inswand had borrowed $22,800,000 under this revglire of credit.
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The credit agreement as amended includes varinasdial conditions, including minimum levels of gélsle net worth, cash flow, current rat
fixed charge coverage ratio, maximum leverage saind a number of restrictive covenants, includiimgs on capital expenditures and
operating leases, prohibitions against additioméébtedness, payment of dividends, pledge of aasétfoans to officers and/or affiliates. In
addition, it is an event of default under the lagmneement if Selwyn Joffe is no longer our CEO.

In connection with the April 2006 amendment to oredit agreement, we also agreed to pay a quafeelpf 0.375% per year if the leverage
ratio as of the last day of the previous fiscalrtgrawas greater than or equal to 1.50 to 1.0026% per year if the leverage ratio is less than
1.50 to 1.00, as of the last day of the previosedl quarter. A fee of $125,000 was charged byé#mk in connection with the April 2006
amendment. The amendment completion fee is payalitheee installments of $41,666, one on the dathemamendment to the credit
agreement, one on February 1, 2007 and one orfarebiéebruary 1, 2008. The fee was deferred abeirsy amortized on a straight-line basis
over the remaining term of credit facility.

As a result of the August 2006 amendment, the lrareased the minimum fixed charge coverage rattbthe maximum leverage ratio and
increased the amount of allowable capital expenelitun addition, the unused facility fee is nowplgd against any difference between the
$35,000,000 commitment and the average daily audgtg amount of the credit we actually use duriagrequarter. The bank charged an
amendment fee of $30,000 which was paid and expems¢he effective date of the amendment to thdicagreement.

In November 2006, the bank credit agreement wakduamended to eliminate the impact of the $8@@2reduction in the carrying value of
our long-term core deposit account discussed ire Nof our consolidated financial statements inelilich this Form 10-K for the purposes of
determining our compliance with the minimum casiwflcovenant and to decrease the minimum require@muratio. This amendment was
effective as of September 30, 2006.

In connection with the March 2007 amendment toavadit agreement, we agreed to provide the bark mdnthly financial statements,
monthly aged reports of accounts receivable anduatts payable and monthly inventory reports. We atgreed to allow the bank, at its
request, to inspect our assets, properties anddeemd conduct on-site appraisals of our inventory

At March 31, 2007, we were not in compliance withri agreement covenants requiring us to (i) acHEBI@ DA of not less than $3,000,000
for the fiscal quarter ended March 31, 2007, @hiave EBITDA of not less than $13,000,000 for finer consecutive fiscal quarters ended
March 31, 2007, (iii) maintain a leverage raticnot less than 2.25 to 1.00 as of the last dayefitdtal quarter ended March 31, 2007,

(iv) maintain a current ratio of not less than 1t@Q..00 as of the last day of the fiscal quartetegl March 31, 2007, (v) incur operating lease
obligations exceeding $3,000,000 for the fiscalyaraded March 31, 2007 and (vi) achieve minimunelgof tangible net worth. In June 201
the bank provided us with a waiver of these covedafaults.

In addition, in conjunction with the June 2007 waivthe bank credit agreement was amended to etmithe impact of the $8,062,000
reduction in the carrying value of the long-termecdeposit account for purposes of determiningcounpliance with the fixed charge coverage
ratio and the leverage ratio. The effective datthhefamendment for the fixed charge coverage vei® March 31, 2007.

Our ability to comply in future periods with thefincial covenants in the amended credit agreemiéirdepend on our ongoing financial and
operating performance, which, in turn, will be sdtjto economic conditions and to financial, businend other factors, many of which are
beyond our control and will be substantially deparicbn the selling prices and demand for our prisjuwtistomer demands for marketing
allowances and other concessions, raw materias,castl our ability to successfully implement ouer@l business strategy. If a violation of
any of the covenants occurs in the future, we waittieimpt to obtain a waiver or an amendment fromlenders. No assurance can be given
that we would be successful in this regard.

Receivable Discount Progra

Our liquidity has been positively impacted by reebile discount programs we have established withafrour customers. Under this program,
we have the option to sell the customers’ recegshbb their respective banks at an agreed uponuisset at the time the receivables are sold.
The discount has averaged 4.2% during fiscal 20@7has allowed us to accelerate collection of ked#es aggregating $87,713,000 by an
average of 226 days. On an annualized basis, tlghtee average discount rate on receivables saba@nds during fiscal 2007 was 6.7%.

While this arrangement has enhanced our liquiditgre can be no assurance that it will continudénfuture. These programs resulted in
interest costs of $3,785,000 during fiscal 2007 sEhinterest costs will increase as interest ratesas utilization of this discounting
arrangement expands and as the discount periodieisded to reflect the more favorable payment tesm$iave provided to certain customers.

Multi-year Vendor Agreements

We have long-term agreements with substantiallpfatiur major customers. Under these agreemenishwypically have initial terms of at
least four years with certain customers, we ar@gdased as the exclusive or primary supplier facéfied categories of remanufactured
alternators and starters. In consideration fordmsignation as a customer’s exclusive or primappber, we typically provide the customer
with a package of marketing incentives. These itices differ from contract to contract and can
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include (i) the issuance of a specified amountreflits against receivables in accordance with adide set forth in the relevant contract,

(i) support for a particular customer’s researcinarketing efforts provided on a scheduled bggisdiscounts granted in connection with
each individual shipment of product and (iv) otherketing, research, store expansion or produaldpment support. We have also entered
into agreements to purchase certain customers’iogeatory and to issue credits to pay for thatmwery according to a schedule set forth in
the agreement. These contracts typically requaewe meet ongoing performance, quality and fafi@ht requirements. Our contracts with
major customers expire at various dates ranging ftecember 2007 through December 2012.

In May 2004, we entered into a four-year agreemétiit our largest customer. Under this agreementhaeame the primary supplier of import
alternators and starters for eight of this custdsrdistribution centers and agreed to sell thidmmer certain products on a “pay-on-

scan” (“POS”) basis. Under the POS arrangementyere entitled to receive payment upon the saleadyrcts to end users by the customer.
As part of the 2004 agreement, the parties alseeagio use reasonable commercial efforts to coiverdverall purchasing relationship to a
POS arrangement by April 2006, and, if the POS easign was not fully accomplished by that time,ageeed to convert $24,000,000 of this
customer’s inventory to a POS arrangement by psrabehis inventory, paid for by the issuance @fdits of $1,000,000 per month over a 24-
month period ending April 2008.

The POS conversion was not completed by April 2@D@l, the parties agreed to terminate the POS amagigt as of August 24, 2006. As part
of the August 2006 agreement, the customer purdhhsse products previously shipped on a POS bafes. the application of our revenue
recognition policies, this transaction increasetsaées by $19,795,000 for the fiscal year endecc81, 2007. This agreement also extended
the term of our primary supplier rights from May03Xo August 2008.

Under this agreement, we purchased approximateédyo80,000 of the customer’s core inventory by isguiredits to the customer in that
amount on August 31, 2006. To establish the reliateg-term core deposit, we valued this core inggntising the same asset valuation
methodologies we use to value our unreturned co@nitory. The resulting $8,062,000 reduction in¢agying value of this asset reduced our
net sales for the fiscal year ended March 31, 280the same amount. If our relationship with thistomer is terminated, the customer is
obligated to purchase any unreturned cores froforusash either immediately or over a period ofdias that customer liquidates the invent
The amount of the payment is based upon the cdo&dger core price. This contractual price excabdsore value used to establish the long-
term core deposit. As of March 31, 2007, the lagrgrt core deposit balance related to this agreemastpproximately $19,629,000.

In the fourth quarter of fiscal 2005, we entereio i five-year agreement with one of the largestrmobile manufacturers in the world to
supply this manufacturer with a new line of rematifired alternators and starters for the UniteteStand Canadian markets. We expanded
our operations and built-up our inventory to méetitequirements of this contract and incurred gettansition costs associated with this build-
up. As part of the agreement, we also agreed 1t ¢inegs customer $6,000,000 of credits that aneedsas sales to this customer are made. Of
the total credits, $3,600,000 was issued durirgafi2006 and $600,000 was issued in the secondequrrfiscal 2007. The remaining
$1,800,000 is scheduled to be issued in three dpayanents of $600,000 in the second fiscal quarteach of the fiscal years 2008 to 2010.
The agreement also contains other typical provssisach as performance, quality and fulfillmentuiegments that we must meet, a
requirement that we provide marketing support i® tastomer and a provision (standard in this mactufers vendor agreements) granting
customer the right to terminate the agreementatiare for any reason.

In March 2005, we entered into an agreement wititrear major customer. As part of this agreementgdesignation as this customer’s
exclusive supplier of remanufactured import altéoreand starters was extended from February 28 g9December 31, 2012. In addition to
customary marketing allowances, we agreed to aedié customer’s import alternator and starter corentory by issuing $10,300,000 of
credits over a five-year period. The amount of itseidsued is subject to adjustment if sales toctiretomer decrease in any quarter by more
than an agreed upon percentage. As of March 3T, 2jiproximately $5,613,000 of credits remainsedssued. The customer is obligated to
purchase the cores in the customer’s inventory t@oenination of the agreement for any reason. Assage credits to this customer, we
establish a long-term asset account for the vditleeocore inventory estimated to be on hand withdustomer and subject to purchase upon
termination of the agreement, and reduce revenubhégmount by which the credit exceeds the estidhedre inventory value. As of

March 31, 2007, the long-term asset account wasoappately $1,938,000. We regularly review the ldegm core deposit account using the
same asset valuation methodologies we use to waluenreturned core inventory.

In July 2006, we entered into an agreement witbva customer to become their primary supplier dfrathtors and starters. As part of this
agreement, we agreed to acquire a portion of teomer’s import alternator and starter core invgnby issuing approximately $950,000 of
credits over twenty quarters. As of March 31, 2Giphroximately $855,000 of credits remains to baeasl under the agreement. Certain
promotional allowances were earned by the cust@mem accelerated basis during the first year®btireement. On May 22, 2007, the
agreement was amended to eliminate our obligat@cguire a portion of the customer’s import alééon and starter core inventory and the
customer refunded approximately $95,000 in accowgusivable credits previously issued.

The longer-term agreements strengthen our custoeteionships and business base. However, theyredadt in a continuing concentration of
our revenue sources among a few key customersegpuite a significant increase in our use of worlkgagital to
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build inventory and increase production. This iased production caused significant increases innwentories, accounts payable and
employee base and customer demands that we purtieiseore inventory has been a significant stoairour available capital. In addition, 1
marketing and other allowances that we have tylyicginted our customers in connection with these or expanded relationships adversely
impact the near-term revenues and associated loaeh ffom these arrangements. However, we belieigeiicremental business will improve
our overall liquidity and cash flow from operatiomger time.

Capital Expenditures and Commitments

Our capital expenditures were $5,887,000 for fi@€dl7. A significant portion of these expenditurglate to our Mexico production facility.
The amount and timing of capital expenditures mary \depending on the final build-out schedule Far Mexico production facility as well as
the logistics facility. We expect our fiscal 200&pital expenditure to be in the range of $3.5 nnillio $4.5 million. These capital expenditures
will be financed by our working capital.

Contractual Obligations

The following summarizes our contractual obligati@md other commitments as of March 31, 2007, aeffect such obligations could have
on our cash flow in future periods:

Payments Due by Period

Less than 1to3 4t05 More than 5
Contractual obligations Total 1 year years years years
Line of Credit $22,800,00 $22,800,00 $ = $ — $ —
Capital (Finance) Lease Obligatic 5,818,00! 1,875,00! 3,223,00! 720,00( —
Operating Lease Obligatiol 22,088,00 3,248,00! 6,403,00! 6,003,00! 6,434,00!
Core Purchase Obligatio 8,062,00! 2,821,001 4,895,001 346,00( —
Other Lon¢-Term Obligations 18,728,00 8,258,00! 6,315,00! 3,105,00! 1,050,001
Total $77,496,00 $39,002,00 $20,836,00 $10,174,00 $7,484,00

Capital Lease Obligations represent amounts duerdirnce leases of various types of machinerycamdputer equipment that are accounted
for as capital leases.

Operating Lease Obligations represent amountsatueiit under our leases for office and warehoastities in California, Tennessee,
Malaysia, Singapore and Mexico.

Core Purchase Obligations represent our obligatoimssue credits to two large and several smallstomers for the acquisition of the
customers’ core inventory.

Other Long-Term Obligations represent commitmergshave with certain customers to provide markegitmvances in consideration for
supply agreements to provide products over a defireziod.

Item 7A Quantitative and Qualitative Disclosures Almut Market Risk

Our primary market risk relates to changes in ggerates and currency exchange rates. Markeisrible potential loss arising from adverse
changes in market prices and rates, includingesteiates and currency exchange rates. We do testiato derivatives or other financial
instruments for trading or speculative purposesoésoverseas operations expand, our exposure tasks associated with currency
fluctuations will continue to increase.

Our primary interest rate exposure relates to otstanding line of credit and receivables discarmngements which have interest costs that
vary with interest rate movements. Our $35,000 @@dit facility bears interest at variable basesatqual to the LIBOR rate or the bank’s
reference rate, at our option, plus a margin rafgeddant upon our most recently reported leverati iThis obligation is the only variable r
facility we have outstanding. Based upon the $22@00 that was outstanding under our line of craglibf March 31, 2007, an increase in
interest rates of 1% would increase our annuaintetest expense by $228,000. In addition, for e&dd0,000,000 of accounts receivable we
discount over a period of 180 days, a 1% increasetérest rates would decrease our operatingteebyl$500,000.

We are exposed to foreign currency exchange riséramt in our anticipated purchases and assetbadnilities denominated in currencies ot
than the U.S. dollar. We transact business in tfoesgn currencies which affect our operationg: balaysian Ringit, the Singapore dollar,
and, in fiscal 2006 we began to transact busimetisei Mexican peso. Our total foreign assets wéré2R,000 and $3,918,000 as of March 31,
2007 and 2006, respectively. In addition, as ofde81, 2007 and 2006 we had $2,573,000 and $1,029%pectively due from our foreign
subsidiaries. While these amounts are eliminatemirsolidation, they impact our foreign curren@nslation gains and losses.
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During fiscal 2007 and 2006, we experienced imnigtgains relative to our transactions involving alaysian Ringit and the Singapore
dollar. Based upon our current operations reladetiése two currencies, a change of 10% in excheatge would result in an immaterial
change in the amount reported in our financialestants.

Our exposure to currency risks has increased sirecexpansion of our remanufacturing operatioridéxico. Since these operations will be
accounted for primarily in pesos, fluctuationshe value of the peso are expected to have a graewsd of impact on our reported results. To
mitigate the risk of currency fluctuation betwehbe tJ.S. dollar and the peso, in August 2005 we ibéga&nter into forward foreign exchange
contracts to exchange U.S. dollars for pesos. Xteneto which we use forward foreign exchange i@mts is periodically reviewed in light of
our estimate of market conditions and the termslangith of anticipated requirements. The use ofvdéve financial instruments allows us to
reduce our exposure to the risk that the eventetatash outflow resulting from funding the expensfethe foreign operations will be materie
affected by changes in exchange rates. These ctswagpire in a year or less. Any changes in falugs of foreign exchange contracts are
reflected in current period earnings. During fis2@07 we recognized additional general and admatige expenses of $11,000 associated
these forward exchange contracts.

Item 8 Financial Statements and Supplementary Data

The information required by this item is set farttthe Consolidated Financial Statements, commenaimpage F-1 included herein.

Item 9 Changes in and Disagreements with Accountasiton Accounting and Financial Disclosure

None.

Item 9A Controls and Procedures

a. Disclosure Controls and Procedures

In connection with the preparation and filing oftiAnnual Report, we completed an evaluation ofaffectiveness of our disclosure controls
and procedures under the supervision and with dinécpation of our chief executive officer and ehfinancial officer. This evaluation was
conducted pursuant to the Securities Exchange At9®4, as amended.

Management assessed the effectiveness of ourahtawntrol over financial reporting as of March 2007. In making this assessment,
management used the framework set forth in thertépernal Control — Integrated Frameworksued by the Committee of Sponsoring
Organizations of the Treadway Commission, or COB@. COSO framework summarizes each of the compsmérat company’s internal
control system, including (i) the control enviromrmhg(ii) risk assessment, (iii) control activitigs) information and communication, and
(v) monitoring.

Based on the evaluation, management concludeathatisclosure controls and procedures were nettife as of March 31, 2007 due to the
material weaknesses noted below in "Management®R®n Internal Control over Financial Reporting’material weakness is a control
deficiency, or combination of control deficienci#sat results in more than a remote likelihood thataterial misstatement of the financial
statements will not be prevented or detected amely basis by employees in the normal course eif tivork.

b. Management’s Report on Internal Control Over Famcial Reporting

As evidenced by the material weaknesses descridlesbwe determined that entity-level controls tethto the control environment and
control activities did not operate effectively ritglg in material weaknesses in each of these ms@eCOSO components. The deficiency in
each of these individual COSO components represesgeparate material weakness. These material wesé® contributed to an environment
where there is a more than a remote likelihood dhatterial misstatement of the interim and anfinahcial statements could occur and no
prevented or detected.

Control Environment

Our finance and accounting department is undeestafnd lacks sufficient training or experience c8ithe department is understaffed, we
cannot maintain sufficient segregation of dutiesc#figcally in the revenue recording cycles of omahcial reporting process. Accounting
personnel do not have an adequate understandcgytain accounting standards and how those stam@apuly to our business. Our accounting
and finance personnel also lack certain requirdts §nd competencies to oversee the accountingatipas and review, periodically inspect
and test, and investigate the transactions ofa@idgn locations to insure application of U.S. GAARis material weakness in the operating
effectiveness of internal control resulted in mialeadjustments to our interim and annual constdiddinancial statements for fiscal 2007, 2
and 2005 and resulted in the restatement of prelsidssued financial statements. The adjustments wemarily due to (i) misinterpretation
certain accounting literature, (ii) lack of
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understanding and interpretation of customer cohttmendments, (i) erroneous application of GA#MRI (iv) improper classification of
certain consolidated financial statement line items

Control Activities

The internal controls were not adequately desigmeaperating in a manner to effectively supportrégguirements of the financial reporting .
period-end close process. This material weaknab®iresult of aggregate deficiencies in intermaitml activities. The material weakness
includes failures in the operating effectivenessanftrols which would ensure (i) the consistent ptation, review and approval of key balance
sheet account analyses and reconciliations, (ipnal entries and their supporting worksheets ansistently reviewed and approval
documented, (iii) the appropriate review for congtess and accuracy of certain information inpwatrtd output from financial reporting and
accounting systems, (iv) analysis of intercompattively and the consolidation of subsidiary finasdnformation and (v) accuracy and
completeness of the financial statement disclosamespresentation in accordance with GAAP. Dudéosignificance of the financial closing
and reporting process to the preparation of raidiblancial statements and the potential impathefdeficiencies to significant account
balances and disclosures, there is more than atedikelihood that a material misstatement of thteiiim and annual financial statements
would be prevented or detected.

Entity Level Control:

In addition to the material weaknesses noted abme@agement also concluded that there is a signffideficiency in our entity level controls.
This was evidenced by the lack of documentatiathéplanning for IT strategy, asset protection paags, and comprehensive accounting and
human resources policies and procedures manuasAtitiit Committee also failed to conduct a seleasment of their effectiveness and a
formalized Disclosure Committee has not been astadall. These items were, in aggregate, consideseghdicant deficiency in the entity lev
internal controls over financial reporting.

Because of the material weaknesses and signifiefitiency described above, management believésabaf March 31, 2007, we did not
maintain effective internal control over financiaporting based on the COSO criteria.

Attestation Report of the Registered Public AcciognfEirm.

The report of the independent registered publioawcting firm on page 59 is incorporated hereindfgmence.

c. Changes in Internal Control Over Financial Repang

Management has reported to the Audit Committeetiment of the material weaknesses identified ina@sessment. Addressing these
weaknesses is a priority of management and wenateiprocess of remediating the cited materiakwesses. Key elements of the remedie
effort include, but are not limited to the follovgmnitiatives. We will recruit suitably qualifieccaounting personnel and institute training
sessions for existing financial reporting and actimg personnel. This initiative will require tinte hire and train personnel and build
institutional knowledge. We will adopt and implerhenmmon policies and procedures for the documiemtgperformance and testing of our
significant accounting controls over financial repay. We will establish an internal audit and cdiapce function reporting directly to the
Audit Committee, which we expect will provide neddesources to our Audit Committee which has ogétsiesponsibility for our internal
control over financial reporting. We expect our S€ofnpliance work will continue to require signifitacommitment of management time and
the incurrence of significant general and admiatste expenses.

Management has established a goal to remediateatdirial weaknesses in internal control over fi@meporting by March 31, 2008, althou
there can be no assurance that this goal will taénad.

Except as disclosed in the preceding paragrapées titave been no changes in our internal contrl fiwancial reporting that occurred during
the period covered by this report that have mdterdfected, or are reasonably likely to mategiaffect our internal control over financial
reporting.

Item 9B Other Information

None.
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PART Il
Item 10. Directors, Executive Officers and Corpora¢ Governance

Our directors, their ages and present positionis usgtas of June 1, 2007 are as follows:

Name Age Position with the Company

Selwyn Joffe 49 Chairman of the Board of Directors, President ah@fCExecutive
Officer

Mel Marks 79 Director and Consultar

Irv Siegel 61 Director, Chairman of the Compensation Committee, member of th
Audit and Ethics Committe

Philip Gay 49 Director, Chairman of the Audit and Ethics Comngttand member of
the Compensation Committ

Rudolph J. Borne 66 Director and member of the Audit, Compensation &tidcs Committer

Selwyn Joffehas been our Chairman of the Board, President &inef Executive Officer since February 2003. He baen a director of our
company since 1994 and Chairman since November. F98&n 1995 until his election to his present pos#, he served as a consultant to us.
Prior to February 2003, Mr. Joffe was Chairman @héef Executive Officer of Protea Group, Inc. a gamy specializing in consulting and
acquisition services. From September 2000 to Deee@®01, Mr. Joffe served as President and Chietttive Officer of Netlock
Technologies, a company that specializes in segumatwork communications. In 1997, Mr. Joffe corfdad Palace Entertainment, a ngfi-of
amusement parks and served as its President aefl @bérating Officer until August 2000. Prior tetfounding of Palace Entertainment,

Mr. Joffe was the President and Chief Executivadeffof Wolfgang Puck Food Company from 1989 to@.94r. Joffe is a graduate of Emory
University with degrees in both Business and Lad isra member of the Georgia State Bar as well@srtified Public Accountant.

Mel Marks founded our company in 1968. Mr. Marks served asGhairman of the Board of Directors and Chief BExa® Officer from that
time until July 1999. Prior to founding our compaMr. Marks was employed for over 20 years by BAckley-Worldparts, a division of
Echlin, Inc. (one of the largest importers andribstors of parts for imported cars), where he edras Vice President. Mr. Marks has
continued to serve as a consultant and directos tgince July 1999.

Irv Siegel joined our Board of Directors on October 8, 2008 athe Chairman of our Compensation Committeeaanmmber of our Audit,
Ethics and Nominating and Corporate Governance Cittees. Mr. Siegel is a retired attorney admitethie bar of the state of New Jersey
with a background in corporate finance. Since 1983,Siegel has been the principal owner of Si€@hpany, a full service commercial real
estate firm. Mr. Siegel has also served as thetdiref real estate for Wolfgang Puck Food Compsinge 1992.

Philip Gay joined our Board of Directors on November 20, 20@4. Gay is currently serving as President and Chiecutive Officer of Grill
Concepts, Inc., a publicly-traded company that af@sra chain of upscale casual restaurants thrati¢ie United States. From March 2000
until he joined Grill Concepts, Inc. in June 2004, Gay served as Managing Director of Triple Eptises, a business advisory firm that
assisted mid-cap companies with financing, mergedsacquisitions, franchising and strategic plagnifirom March 2000 to November 2001,
Mr. Gay served as an independent consultant withaSb Energy from time to time and assisted El Easogy with its efforts to reduce
overall operating and manufacturing overhead c&tviously he served as Chief Financial OfficerGalifornia Pizza Kitchen (1987 to 19¢
and Wolfgang Puck Food Company (1994 to 1996) atd Vvarious Chief Operating Officer and Chief Exoe Officer positions at Color Me
Mine and Diversified Food Group from 1996 to 2000. Gay is also on the board of the California Rasant Association and is a Certified
Public Accountant, a former audit manager at Lavelnhind Horwath and a graduate of the London ScbbBtonomics. Mr. Gay is the
Chairman of our Audit and Ethics Committees andeanfoer of our Compensation and Nominating and Catpdbovernance Committees.

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 Departmenté&dtoinc. Mr. Borneo served as President of Ma€gkfornia from 1989 to 1992 and
President of Macy’s West from 1992 until his appwiant as Vice Chairman and Director of Stores. Bémrneo is member of our Audit,
Compensation, Ethics and Nominating and Corporatee@ance Committees.
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Information about our non-director executive officas

Our executive officers (other than executive officeho are also members of our board of directthg)r ages and present positions with our
company, are as follows:

Name Age Position with the Company
Mervyn McCulloch 63 Chief Financial Officel

Douglas Schoone 37 Vice President, Global Manufacturing Operati
Thomas Stricke 54 Vice President, Sale

Michael Umansky 65 Vice President, Secretary and General Cou

Our executive officers are appointed by and sertkeadiscretion of our Board of Directors. A brascription of the business experience of
each of our executive officers other than executifieers who are also members of our Board of €iwes is set forth below.

Mervyn McCulloch was appointed our chief financial officer on OctoB8, 2005. From November 2003 until he joined @ampany,

Mr. McCulloch served as chief executive officer aief financial officer of Instone LLC, a sportstrition and diet products company based
in Irvine, California. From November 2001 until Nawmber 2003, Mr. McCulloch was a business consuétdwising start-ups, turnaround
candidates and other companies seeking equityign&rom April 1990 until October 2001, he servedhief financial officer of three public
companies —novio Biomedical Corp., Global Diamonds Inc andvar All Products Corp., all based in Southern @afifa. Mr. McCulloch i
a certified public accountant and was a partn@aibitte & Touche from March 1972 to March 1990..MtcCulloch is a graduate of the
University of South Africa and of the University \bfitwatersrand Graduate Business School Executexeldpment Program.

Douglas Schooner our Vice President, Global Manufacturing Openagigoined our company in 1993 and became the Riesident, Global
Manufacturing Operations in January 2001. Mr. Scleods a Degreed Mechanical Engineer, and hasthelgositions of Assistant Vice
President, Production and Vice President, Manufagprior to assuming his current position wittr ctompany. As Vice President, Global
Manufacturing Operations, Mr. Schooner is respdaditr all manufacturing, materials and logisticogtions for our facilities.

Thomas Stricker, our Vice President of Sales Worldwideas been with our company since 1989 and becaméitkePresident of Sales
Worldwide in April 2007. Mr. Stricker held the ptish of Vice President Sales of our company sir@@9luntil assuming his current position.
As Vice President of Sale Worldwide, Mr. Strickereesees all domestic and international sales.

Michael Umansky has been our Vice President and General Counsm damuary 2004 and is responsible for all legatersea The additional
appointment as Secretary became effective Septemi2005. Mr. Umansky was a partner of Stroock &tk & Lavan LLP, and the
founding and managing partner of its Los Angeldégeffrom 1975 until 1997 and was Of Counsel td firan from 1998 to July 2001.
Immediately prior to joining our company, Mr. Uméaigswvas in the private practice of law, and durifi®2 and 2003, he provided legal
services to us. From February 2000 until March 20l Umansky was Vice President, Administration aregal, of Hiho Technologies, Inc.,
a venture capital financed producer of workforcenagement software. Mr. Umansky is admitted to fpradaw in California and New York
and is a graduate of The Wharton School of the &hsity of Pennsylvania and Harvard Law School.

There are no family relationships among our dinecty named executive officers. There are no nmaltproceedings to which any of our
directors or executive officers or any of theiradates, is a party adverse to us or any of ousididries, or has a material interest adverse
or any of our subsidiaries. To our knowledge, noneur directors or executive officers has beervimied in a criminal proceeding during the
last five years (excluding traffic violations omslar misdemeanors), and none of our directorsxecetive officers was a party to any judicial
or administrative proceeding during the last fieass (except for any matters that were dismiss#tbwi sanction or settlement) that resulte
a judgment, decree or final order enjoining thesperfrom future violations of, or prohibiting adgties subject to, federal or state securities
laws, or a finding of any violation of federal date securities laws.

Section 16(a) Beneficial Ownership Reporting Compdince

Section 16(a) of the Securities Exchange Act of41@3 amended, requires our directors and execoffieers, and persons who own more t
ten percent of our common stock, to file with tlee&ities and Exchange Commission initial repoftsvenership and reports of changes in
ownership of our common stock and other equity stées. Based solely on our review of copies oftstarms received by us, or written
representations from reporting persons that no Ftsmvere required for those persons, we believedtiainsiders complied with all applicat
Section 16(a) filing requirements during the 20@¢dl year.
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Code of Ethics

Our Board of Directors formally approved the creatof our Ethics Committee on May 8, 2003 and agldpt Code of Business Conduct and
Ethics, which applies to all our employees. ThadstiCommittee is currently comprised of Philip Gefno serves as Chairman, Irv Siegel and
Rudolph Borneo. The Code of Business Conduct ahit&ts filed with the SEC and we intend to diselasly amendment or waiver to our
Code of Business Conduct and Ethics in a repoRiam 8-K filed with the SEC. We will provide a copfthe Code of Business Conduct and

Ethics to any person without charge, upon requedtesssed to the Corporate Secretary at Motorcas BBAmerica, Inc., 2929 California
Street, Torrance, CA 90503.
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Item 11. Executive Compensation
Compensation Discussion And Analysis

The following discussion and analysis of compensairangements of our named executive officeréigoal 2007 should be read together
with the compensation tables and related disclasged forth below. This discussion contains certaimvardlooking statements that are bas
on our current plans, considerations, expectatiand determinations regarding future compensatiasgpams. Actual compensation progra
that we adopt in the future may differ materiatigm currently planned programs as summarized is tliscussion.

The Compensation Committee of our Board of Diretsresponsible for developing and making recontagons to the Board of Directors
with respect to our executive compensation poliaies evaluating the performance of Mr. Joffe, duetexecutive officer, and setting his
annual compensation. The role of the Compensatamrittee is to oversee our compensation and bergéins and policies, administer our
equity incentive plans and review and approvea@ihpgensation decisions relating to all executivécefs and directors. Mr. Joffe currently sets
or negotiates the salary to be paid to our othigcess and makes recommendations with respectiadand option grants to be provided to
these other officers. Mr. Joffe’s recommendatiomssaibject to review and approval by our Board mé&ors.

The primary objectives of the Compensation Committéth respect to executive compensation are to:

. provide appropriate incentives to our executiffeeers to implement our strategic business obyestiand achieve the desired company
performance

. reward our executive officers for their contribuitito our success in building lc-term shareholder value; a
. provide compensation that will attract and retaipegior talent and reward performan

Our method of determining compensation varies foaige to case based on a discretionary and sulgetgtermination of what is appropriate
at the time. When establishing salaries and bosuedd, the Compensation Committee considers thgesaban executive’s duties and his
performance, in additional to the overall perforicenf our company. In determining specific compaserf compensation, the Compensation
Committee considers individual performance, legkesponsibility, skills and experience, and otb@mpensation awards or arrangements.
With respect to officers other than the chief exeeuofficer, the chief executive officer makes aoendations to the Compensation Commi
and Board of Directors for approval.

In determining these elements of compensation forddffe, the Compensation Committee considereddéributions Mr. Joffe has made to
our strategic direction. These contributions inelddtrengthening our relationships with key custsntierough long-term contracts,
transitioning our remanufacturing capacity to ce#inufacturing and lower-cost production centerduising the establishment of our Mexican
remanufacturing facility, and building sales to titefessional installer marketplace. The Compeasafiommittee recognized that our
company is a complicated business to manage, platig in light of its size, with complex accoungimssues. In addition, Mr. Joffe's
contributions have been made during a period wkearal of our competitors have been under finargtialss. The Compensation Committee
also takes into consideration the standard ofdjvahthe Los Angeles vicinity in which our corpagaiffices are located.

Our Compensation Committee performs an annualwesfeour compensation policies, including the apiate mix of base salary, bonuses
and long-term incentive compensation. The Comp@arms&ommittee also reviews and approves all anboaus targets, long-term incentive
compensation and other benefits (including our KPafid our non-qualified deferred compensation Jplan

Compensation Components

Our executive officer compensation program consitfaze primary elements: (1) base salary; (2panual bonus; (3) long-term incentive
compensation in the form of stock options; andn@)-qualified deferred compensation arrangemerdg%ncoverage under our broad-based
employee benefit plans, such as our group heatta(k) plans, and executive perquisites.

Base Salaryln determining base salaries the Compensation Ctteertakes into account such factors as competitthestry and local market
salary ranges, a named executive officer’'s scopesgfonsibilities, level of experience, and indinatiperformance and contribution to our
company. The Compensation Committee also takesittount both external competitiveness for suclviddal’s position and internal equity
of salaries of individuals in comparable positiamsl markets. Base salaries are reviewed annuallyadjusted from time to time to realign
salaries with market levels after taking into aggdadividual responsibilities, performance and exgnce. Our employment agreement with
Mr. Joffe provides that we may increase, but narelgse, his base salary.

Annual BonusBonuses paid to several of our executives, othaar ¥r. Joffe, were based upon Mr. Joffe’s evaluatibthese officers’
respective contribution to the results of our compar. Joffe used the guidelines of an outsidesodtant to recommend to our Compensation
Committee the bonuses to be awarded to the ottmeda@xecutive officers.
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Stock Option ProgramEquity awards are an integral part of our oveza#icutive compensation program because we bdli@t@ur longterm
performance will be enhanced through the use otyqwards that reward our executives for maxingzamareholder value over time. We h
historically elected to use stock options that wesr time as the primary long-term equity inceatiehicle to promote retention of our key
executives. Although we have not adopted formatkstawnership guidelines, our named directors amtetive officers currently hold 20.1%
of our fully-diluted common stock, substantiallydhgh the ownership of stock options. In determgrtime number of stock options to be
granted to executives, we take into account thiviithdal’s position, scope of responsibility, abjlito affect profits and shareholder value and
the value of the stock options in relation to othlements of the individual executive’s total comgetion.

Deferred Compensation Benel. We offer a non-qualified deferred compensatianpb selected executive officers which providefsinded,

non-tax qualified deferred compensation benefits.Wlieve this program helps promote the reterdgfarur senior executives. Participants

may elect to contribute a portion of their compéiosato the plan, and we make matching contribigioh25% of each participant’s elective
contributions to the plan up to 6% of the particigcompensation for the year. Contributions fecdl 2007 and yeand account balances
those executive officers can be found in the Nolifigd Deferred Compensation table.

Other Benefits We provide to our executive officers medical H#a¢hat are generally available to our other esgpks. Executives are also
eligible to participate in our other broad-basegkayee benefit plans, such as our long and shamt-thsability, life insurance and 401(k) plan.
Historically, the value of executive perquisites determined in accordance with the rules of th€ 8Hated to executive compensation, has
exceeded 10% of the base salary of any of our ¢ixesu

Tax Considerations

Section 162(m) of the Code generally disallowsxadieduction for annual compensation in excess df 8iillion paid to our named executive
officers. Qualifying performance-based compensatidgthin the meaning of Section 162(m) of the Cade regulations) is not subject to the
deduction limitation if specified requirements aret. We generally intend to structure the perforoeapased portion of our executive
compensation, when feasible, to comply with exeomgiin Section 162(m) so that the compensationirentax deductible to us. However, «
Board or Compensation Committee may, in its judgimauthorize compensation payments that do not tomith the exemptions in Section
162(m) when it believes that such payments arecgpiate to attract and retain executive talent.

In limited circumstances, we may agree to makeageitems of income to our named executive officarsneutral to them. Accordingly, we
have agreed to gross-up certain payments to owf Elxiecutive Officer to cover any excise taxes (sgldted income taxes on the “gross-up”
payment) that he may be obligated to pay with resseethe first $3,000,000 of “parachute paymeiiés’ defined in Section 280G of the Code)
to be made to him upon a change of control of ocungany.

Compensation Committee Report

The Compensation Committee has reviewed and disdube Compensation Discussion and Analysis rediyeltem 402(b) of Regulation S-
K with management and, based on such review amdisigons, the Compensation Committee recommendeaar tBoard of Directors that the
Compensation Discussion and Analysis be includegti;mAnnual Report on Form 10-K.

Compensation Committee

Irv Siegel, Chairman
Rudolph Borneo
Philip Gay
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2007 Summary Compensation Table

The following table sets forth information concemifiscal 2007 compensation of our Chief Execu@ficer, Chief Financial Officer and the
three other most highly compensated executive erffisvho were serving as executive officers at titedad fiscal 2007 and whose aggregate
fiscal 2007 compensation was at least $100,008dwvices rendered in all capacities. We refer és¢hindividuals as our “named executive
officers”.

Change in
Nonqualified
Deferred All Other
Name and Principal Fiscal Stock Option Compensation Compensation
Position Year Salary Bonus Awards Awards(1) Earnings (2) Total
Selwyn Joffe 2007 $524,00( $500,10( $— $821,02¢ $— $73,11( $1,918,231
Chairman of the Boart
President and CE!
Mervyn McCulloch 2007 $245,61t $ 50,10( $— $ 79,76¢ $— $24,02: $ 399,50!
Chief Financial Office
Michael Umansky 2007 $401,61¢ $ 50,10( $— $ 81,21t $— $47,08t¢ $ 580,01
Vice President,
Secretary and Genera
Counse|
Douglas Schoone 2007 $186,61! $ 60,10( $— $ 67,76 $— $48,69¢ $ 363,17!
Vice President, Global
Manufacturing
Operations
Thomas Stricker 2007 $186,61! $ 60,10( $— $ 67,76: $— $18,49¢ $ 332,97:

Vice President, Sale

(1) Option award amounts represent the exec’s portion of our reported stock compensation expémsfiscal 2007 in accordance w
FAS 123R. Please refer to footnote B and S of titesito our audited consolidated financial statémieluded in Part IV of this Form
10-K for discussion of the relevant assumptionddtermine the option award value at the grant dédeawards were forfeited as of
March 31, 2007

(2) The following chart is a summary of the items thia included in th* All Other Compensatic” totals:

Deferred
Compensation
401K Plan

Automobile Health Insurance Employer's Employer’'s

Expenses Premiums Contribution Contributions Other Total
Selwyn Joffe $21,69: $35,47¢ $ 31z $15,63( $— $73,11(
Mervyn McCulloch $ 4,38¢ $18,86¢ $ 76¢ $ — $— $24,02:
Michael Umansky $10,38t $28,36¢ $1,40¢ $ 6,921 $— $47,08t¢
Douglas Schoone $ 4,38t $40,54¢ $ — $ 3,76 $— $48,69¢
Thomas Stricke $ 4,38t $14,11( $ — $ — $— $18,49:
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2007 Grants of Plan-Based Awards

The following table sets forth information regamligrants of plan-based awards to named executfieed for the fiscal year ended March 31,
2007.

All Other
All Other Option
Stock Awards:
Awards: Number of
Number of Securities Exercise or Base Grant Date Fair
Shares of Underlying Price of Option Value of Option
Name Grant Date Stock Options Awards Awards
Selwyn Joffe 8/30/200¢ — 250,00((1) $12.0C $1,405,00(3)
Mervyn McCulloch 8/30/200 — 20,00((2) $12.0C $ 109,69¢3)
Michael Umansky 8/30/200¢ — 20,00((2) $12.0C $ 109,69¢3)
Douglas Schoone 8/30/2001 — 20,00((2) $12.0( $ 109,69¢3)
Thomas Stricke 8/30/200 = 20,00((2) $12.0C $ 109,6943)

(1) The options were granted pursuant to our. Long TEquity Incentive Plan. The shares subject to fhteon vest 3/1(thon grant date
3/10ton each of the next two anniversary dates, withréneaining 1/1¢"on the third anniversary from grant date. The oplias a ten-
year term from the date of grant, subject to eadigiration if the executivs employment terminate

(2) The options were granted pursuant to our Lbagn Equity Incentive Plan. The shares subjetti¢ooption vest in three equal
installments beginning on the date of grant. Thiioophas a ten-year term from the date of grarijesat to earlier expiration if the
executivi s employment terminate

(3) Represents the full fair value of options grantedrdy fiscal 2007 at date of grant under our 2008d.Term Equity Incentive Pla
Please refer to footnote B and S of the noteseaa@tidited consolidated financial statements farudision of the relevant assumptions to
determine the option award value at the grant dédeawards were forfeited as of March 31, 2(
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Outstanding Equity Awards At Fiscal Year End

Option Awards

The following table summarizes information regagdaption awards granted to our named executiveaffithat remain outstanding as of
March 31, 2007.

Number of Securities

Underlying Unexercised Number of Securities Option Option
Options (#) Exercisable Underlying Unexercised Options Exercise Expiration
Name vested (#) Unexercisable unvested Price ($) Date
Selwyn Joffe
43,75( = $3.15( 11/15/201.
40,00( — $2.20C 1/11/201!
1,50( — $1.21C 4/30/201(
1,50( = $1.13C 4/30/201:
1,50( — $3.600 4/29/201.
100,00( = $2.16( 3/2/201:
1,50( = $1.80C 4/29/201:
100,00( — $6.345  1/13/201-
200,00( — $ 9.27 7/20/201-
100,00( 50,00((2) $10.01 11/2/201!
75,00( 175,00((2) $12.0C 8/29/201!
Mervyn McCulloch —
8,33: 16,66(4) $ 9.65 10/28/201!
6,667 13,33{(3) $12.0C 8/29/201t
Michael Umansky
16,66 8,33%(1) $10.01 11/2/201!
6,667 13,33{(3) $12.0C 8/29/201t
Doug Schoone
19,00( — $ 3.1t 11/15/201.
5,00( — $ 1.1C 4/12/201:
12,00( — $ 8.7C 5/11/201«
8,00( 4,00((2) $10.01 11/2/201!
6,667 13,334(3) $12.0C 8/29/201t
Tom Stricker
17,25( = $ 3.1t 11/15/201.
12,00( = $ 8.7C 5/11/201:
8,00( 4,00((1) $10.01 11/2/201!
6,667 13,33%3) $12.0C 8/29/201¢
Mel Marks
1,50( — $ 1.21 4/30/201(
1,50( — $ 1.1 4/30/201:
1,50( — $ 3.6C 4/29/201.
1,50( — $ 1.8C 4/29/201.
(1) This award vests in three equal installments beéggnfrom the grant date, 11/02/2005, subject taicoed employmen

(@)

3)
(4)

This award vests 3/1hon each anniversary from grant date, 08/30/2008 thi remaining 1/1thvesting on the fourth anniversary frc

grant date, subject to continued employm

This award vests in three equal installments beggfrom the grant date, 08/29/2006, subject tdticoled employmen
This award vests in three equal installments beéginfrom the grant date, 10/29/2005, subject tatiooled employmen

OPTION EXERCISES AND STOCK VESTED

None of our named executive officers exercisedstogk options or had any shares of stock vest duhia 2007 fiscal yea
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Nonqualified Deferred Compensation

The following table sets forth certain informatiegarding contributions, earnings and account lalsuinder our Executive Deferred
Compensation Plan, our only defined contributicampthat provides for the deferral of compensatiom dasis that is not tax qualified, for e
of the named executive officers as of fiscal yeategl March 31, 2007. A description of the matdeains and conditions of the Executive
Deferred Compensation Plan follows.

Registrant Aggregate Aggregate
Executive Contributions Aggregate Withdrawals/ Balance in
Contributions in Last FY Earnings in Distributions Last FYE

Name in Last FY ($) D)2 Last FY ($) ($) $)
Selwyn Joffe $62,52( $15,63( $31,70( $— $303,12¢
Mervyn McCulloch $ — $ — $ — $— $ —
Douglas Schoone $15,06( $ 3,76¢ $13,37: $— $131,17.
Thomas Stricke $ — $ — $19,75: $— $205,89¢
Michael Umansky $27,70¢ $ 6,927 $ 5,91( $— $115,46:

(1) The amounts set forth in this column areuded in the “Salary’ and ‘Bonus” columns, as apie, in our “2007 Summary
Compensation Tak”.

(2) See description of the Non-Qualified Defer@ampensation Plan in the “—Grants of Plan Base@d#s” section. The following table
shows our contribution to each named executive®'s account

Name Contribution Interest(a) Total
Selwyn Joffe $15,63( $— $15,63(
Mervyn McCulloch $ — $— $ —
Douglas Schoone $ 3,76¢ $— $ 3,76¢
Thomas Stricke $ — $— $ —
Michael Umansky $ 6,921 $— $ 6,927

(&) Nointerest is paid by the registra

Nonqualified Deferred Compensation PI

We maintain the Motorcar Parts of America, Inc. &ixeve Deferred Compensation Plan, an unfundedgualified deferred compensation p
for a select group of management or highly compedsamployees, including our named executive afficRarticipants in the plan may elect
to defer up to 100% of their gross income. We nfakg vested matching contributions of 25% of egetticipant’s elective contributions to
the plan up to 6% of the participant’s annual conga¢éion. We may also make additional fully vestegrtionary contributions to participant
accounts. Plan participants can allocate theinatiaccount balances among certain investmentroptiA participant may choose when an
what form he will receive his account balances utide plan. The plan is designed to defer taxatiae participant on contributions and
notional earnings thereon until receipt. A rabbstrprovides funding for the plan, although thetassets remain subject to our general
creditors.

Employment Agreements

On February 14, 2003, we entered into an employmagrement with Selwyn Joffe pursuant to whichshemployed fultime as our Preside
and Chief Executive Officer in addition to serviag our Chairman of the Board of Directors. Thisagrent, which
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was negotiated on our behalf by Mel Marks, the tBeairman of the Compensation Committee was orilyisaheduled to expire on

March 31, 2006. The February 14, 2003 agreemeniged for an annual base salary of $542,000, antitfgation in our executive bonus
program. Mr. Joffe remains entitled to receiveamsaction fee of 1.0% of the “total consideratiohany equity transaction, resulting in a
change of control, his efforts bring to us thatpveviously agreed to provide to him as part ofiarpzonsulting agreement with Protea Group,
Mr. Joffe’s company. Mr. Joffe also participateghe stock option plans approved for by the shddehe and also receives other benefits
including those generally provided to other empésye

On April 22, 2005, we entered into an amendmewutoemployment agreement with Mr. Joffe. Underaheendment, Mr. Joffe’'s term of
employment was extended from March 31, 2006 to M&d; 2008. His base salary, bonus arrangementsratfgaction fee right and fringe
benefits remained unchanged.

Before the amendment, Mr. Joffe had the right tmbeate his employment upon a change of controlrandive his salary and benefits through
March 31, 2006. Under the amendment, upon a chaihgentrol (which has been redefined pursuant éoatmendment), Mr. Joffe will be
entitled to a sale bonus equal to the sum of (@ tiwes his base salary plus (ii) two times hisrage bonus earned for the two years
immediately prior to the change of control. The adraent also grants Mr. Joffe the right to termirtdteemployment 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 immebigrior to his voluntary termination.

If Mr. Joffe is terminated without cause or resimsgood reason (as defined in the amendment)etistrant must pay Mr. Joffe (i) his base
salary, (ii) his average bonus earned for the teary immediately prior to termination, and (iii) @her benefits payable to Mr. Joffe pursuant
to the employment agreement, as amended, throeglatir of two years after the date of terminatibemployment or March 31, 2008. Under
the amendment, Mr. Joffe is also entitled to antamdl “gross-up” payment to offset the excisedsxand related income taxes on the “gross-
up” payment) that he may be obligated to pay wétspect to the first $3,000,000 of “parachute paysidias defined in Section 280G of the
Internal Revenue Code) to be made to him upon agehaf control. The amendment has redefined tme thar cause” to apply only to
misconduct in connection with Mr. Joffe's perfornsarof his duties. Pursuant to the amendment, atigrepthat have been or may be granted
to Mr. Joffe will fully vest upon a change of canitand be exercisable for a two-year period follogvihe change of control, and Mr. Joffe
agreed to waive the right he previously had underemployment agreement to require the registoaptitchase his option shares and any
underlying options if his employment were termimiter any reason. The amendment further providashtr. Joffe’'s agreement not to
compete with the registrant terminates at the drndsoemployment term.

In December 2006, our employment agreement withJifife was further amended to extend the termisfagreement from March 31, 200¢
August 30, 2009. This amendment was unanimouslycapp by our Board of Directors.

In conformity with our policy, all of our directoend officers execute confidentiality and nondisal@ agreements upon the commencement o
employment. The agreements generally provide thatwventions or discoveries by the employee reldteour business and all confidential
information developed or made known to the emplayuging the term of employment shall be our exelegiroperty and shall not be disclo:

to third parties without our prior approval.
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Pot e ntial Payments Upon Termination or Change in Contrd Table

The following table provides an estimate of theeir@mt value of Mr. Joffe’s employment agreementdeed above, assuming the agreements
were terminated on March 31, 2007, the last ddisoél 2007. Please refer to “—Employment Agreers&fdr more information.

Before Change of

Control:
Voluntary
Termination by Mr. After Change of
Joffe for Good Control:
Reason or Voluntary
Termination by Termination by Termination by
Company for Company w/o Cause Change in  Mr. Joffe for Good
Benefit Cause (1) Death (2) Disability (3) (4) Control Reason (5
Salary Continuatiol $ — $ — $ — $1,084,00! $ — $542,00(
Bonus $500,00( $500,00( $500,00( $1,000,001 $ — $500,00(
Stock Options (6 $ — $770,37: $770,37: $ 770,37: $ — $770,37:
Healthcare $ — $ — $ 24,00( $ 48,00( $ — $ 24,00(
Transaction Fee (i $ — $ — $ — $ — $ — $ —
Sale Bonus (8 $ — $ — $ — $ — $2,184,00! $ —
Automobile Allowance (9 $ — $ — $ — $ 36,00( $ — $ 18,00(
Accrued Vacation Paymer $ 72,00( $ 72,00( $ 72,00( $ 144,00( $ — $ 72,00(

(1) Upon a termination for cause, Mr. Joffe will beidatl to his accrued salary, bonus and transadéies (as described in footnote 7)
any, and benefits owing to him through the dayisftermination

(2) Mr. Joffe's employment term will end on the date of his dedfion such event, Mr. Jo’s estate will be entitled to receive his accr
salary, bonus and transaction fees (as describlewinote 7), if any, and accrued but unused vandtme, owing to Mr. Joffe through
the date of his death. In addition, Mr. Joffe’sagstwill assume Mr. Joffe’s rights under the 198gc& Option Plan and the related rights
under the employment agreeme

(3) If during the employment term, Mr. Joffe becomesalied and is terminated by us, Mr. Joffe will b&tked to receive his accrued sale
bonus, and transaction fees (as described in fe®jo if any, and benefits owing to Mr. Joffe thgh the date of termination. In additi
Mr. Joffe will be entitled to receive the benefimyable pursuant to a disability insurance pohelyich we pay Mr. Joffe $24,000 annu:
to be used by Mr. Joffe to purchase same for hietite

(4) Upon a termination by Mr. Joffe for good reasomyus without cause, Mr. Joffe will be entitledrézeive his base salary, his aver
bonus earned for the two years immediately precghlis termination, accrued vacation, healthcaredisability benefits, automobile
allowance, and any accrued transaction fees (asibled in footnote 7). The payments are to be paMr. Joffe until March 31, 200!

(5) If achange in control occurs, Mr. Joffe wiive the right to voluntarily terminate the empi@nt agreement with effect on or after the
one year anniversary of the change in control ugpeimg at least 90 days prior written notice. Updn Joffe's
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voluntary termination, one year after the claimgcontrol occurs, he will be entitled to recefgeone year after his termination date, his
base salary, his average bonus earned for the éas ynmediately preceding his termination, accusamhtion payments, healthcare and
disability benefits, automobile allowance, and angrued transaction fees (as described in fooffo

(6) Upon the termination of the employment agreememtafy reason other than termination by us for eamugermination by Mr. Joff
without good reason, any options which are noyfulisted will immediately vest and remain exerdisddy Mr. Joffe for a period of two
years or, if shorter, until the ten year anniversdrthe date of grant of each such option. Theiaht value shown in the table is
additional compensation expense we would have decbupon the immediate vesting of all options whiehre not fully vested at
March 31, 2007

(7) Inthe event that one or more proposed transactioasr during the term of Mr. Jo’s employment agreement, Mr. Joffe will be entit
to receive a transaction fee, as additional congt@mswith respect to each proposed transactionwill@ay Mr. Joffe a transaction fee
upon the closing of a proposed transaction in aowsrnequal to 1% of the “total consideration”. Qi transaction fee was accrued as
of March 31, 2007 and there were no proposed tcdioses on which to estimate a 1% fee as of Margh2B07, zero amounts were
entered

(8) Upon a change in control, Mr. Joffe will betided to receive a sale bonus equal to the sufi) ko times Mr. Joffe’s salary, plus
(i) two times Mr. Joffe’s average bonus earnedtifar two years immediately prior to the year inethihe change in control occurs. The
sale bonus will be paid to Mr. Joffe in a lump somthe closing date of the change in control tratiga. If Mr. Joffe terminates his
employment after this change of control, he wilcabe entitled to the compensation and other hsradiscribed in footnote 5 abo

(9) Mr. Joffe is entitled to receive an automekdllowance until March 31, 2009 in the amountbb$0 per month, payable monthly. In
addition, all costs of operating the automobilejuding fuel, oil, insurance, repairs, maintenaand other expenses, are our
responsibility.

Equity Based Employee Benefit Plans

1994 Stock Option Planin January 1994, we adopted the 1994 Stock Oftlan, under which we were authorized to issue quaadified stock
options and incentive stock options to purchasecoarmon stock to key employees, directors and dtargs. After a number of shareholder-
approved increases to this plan, at March 31, 2Q0® 960,000 shares of our common stock wereaailfor option grant under this plan.
The term and vesting period of options granteceiginined by a committee of the Board of Directeith a term not to exceed ten years. The
exercise price of options issued pursuant to tha play not be less than the fair market value otommon stock at the date of grant. At the
our Annual Meeting of Shareholders held on Noven®h&@002 the 1994 Plan was amended to increasmutherized number of shares issued
to 1,155,000. As of March 31, 2007, options to pase 526,500 shares of common stock were outstanditer the 1994 Plan and no options
were available for grant.

2003 Long-Term Incentive Pla®n October 31, 2003, our Board of Directors adopt@d2003 Long-Term Incentive Plan. Our Board helge
that it is desirable for, and in the best interestsis to adopt the plan and recommends thatlmanretolders vote in favor of the adoption of the
2003 Long-Term Incentive Plan. The purpose of @32Long-Term Incentive Plan is to foster and prtrour long-term financial success
and interests and to materially increase the valube equity interests in the Company by: (a) @maging the long-term commitment of
selected key employees, (b) motivating superiofoperance of key employees by means of long-terrfop@ance related incentives,

(c) encouraging and providing key employees witbrenal program for obtaining an ownership inteiaghe Company, (d) attracting and
retaining outstanding key employees by providingeirtive compensation opportunities competitive witiier major companies, and (e)
enabling participation by key employees in our kiegn growth and financial success. The plan isiatstered by our Compensation
Committee. Our Compensation Committee has thepfiler and authority to construe and interpret ®@32_ong-Term Incentive Plan and
may, from time to time, adopt such rules and retguiia of carrying out the 2003 Long-Term IncentiRlan as it may deem appropriate. The
decisions of the Compensation Committee are fowiclusive and binding upon all parties.

Under the 2003 Longerm Incentive Plan, the Committee has the authwigrant to our key employees and consultant$at@wving types o
awards (Incentive Awards): (i) stock options in fbem of incentive stock options qualified undectsen 422 of the Code (Incentive Options),
or nonqualified stock options (Nonqualified Optipna both (Options); (ii) stock appreciation rigifSARS); (iii) restricted stock (Restricted
Stock); (iv) performance-based awards; and (v) kupental payments dedicated to payment of any irectaes that may be payable in
conjunction with the 2003 Long-Term Incentive Plal.of our employees are eligible to participatetihe 2003 Long-Term Incentive Plan. A
total of 1,200,000 shares of Common Stock have bessrved for grants of Incentive Awards under20@3 Long-Term Incentive Plan. The
2003 Long-Term Incentive Plan will terminate on @xr 31, 2013, unless terminated earlier by our@oéDirectors.
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The Compensation Committee may limit an optioneiglst to exercise all or any portion of an Optiantilone or more dates subsequent to the
date of grant. The Compensation Committee alsdHeasght, in its sole discretion, to accelerate dlate on which all or any portion of an
Option may be exercised. The 2003 Long-Term Ingerfilan also provides that, under certain circuntgs, if any employee is terminated
within two years after a Change of Control (asmsdiin the 2003 Long-Term Incentive Plan), eachiddptr SAR then outstanding shall
immediately become vested and immediately exerlggalfull, all restrictions and conditions of &kstricted Stock then outstanding shall be
deemed satisfied and the restriction period to teexpered, and all Performance Shares and Perforendnds shall become vested, deemed
earned in full and properly paid. In the event ehange of control, however, the Compensation Cdteemimay, after notice to the participant,
require the participant to “cash-out” his rightstignsferring them to the Company in exchangetfeirtequivalent “cash value.”

If we terminate an Employee’s employment for argsan other than death, disability, retirement, lartary termination or termination for
good reason, any Incentive Award outstanding atithe and all rights thereunder will terminate, amiess otherwise established by the
Committee, no further vesting shall occur and theipipant shall be entitled to exercise his or fiights (if any) with respect to the portion of
the Incentive Award vested as of the date of teatiom for a period of 30 calendar days after secmination date; provided, however, that if
an Employee is terminated for cause, this empl®ygght to exercise his or her rights (if any) widspect to the vested portion of his or her
Incentive Award shall terminate as of the datecofination of employment. In the event of termioatfor death, disability, retirement, or in
connection with a change in control, an Incentiweafd may be only exercised as provided in an imldial’'s Incentive agreement, or as
determined by the Committee.

Options. No Incentive Option may be granted with an exsrgirice per share less than the fair market \@ltiee Common Stock at the date
of grant. Nonqualified Options may be granted at exercise price. The exercise price of an Optiay lme paid in cash, by an equivalent
method acceptable to the Committee, or, at the Citierrs discretion, by delivery of already ownedusts of Common Stock having a fair
market value equal to the exercise price, or,@Qbmmittee’s discretion, by delivery of a combioatof cash and already owned shares of
Common Stock. However, if the optionee acquiredstioek to be surrendered directly or indirectlynfras, he or she must have owned the
stock to be surrendered for at least six monthar poi tendering such stock for the exercise of ptidD.

An eligible employee may receive more than onentige Option, but the maximum aggregate fair maxiedtie of the Common Stock
(determined when the Incentive Option is granteith) wespect to which Incentive Options are firséestsable by such employee in any
calendar year cannot exceed $100,000. In additiotncentive Option may be granted to an employeeing directly or indirectly stock
possessing more than 10% of the total combinedgqtower of all classes of our stock (a 10% shddeinp unless the exercise price is not
than 110% of the fair market value of the shardsgesiti to such Incentive Option on the date of gramtards of Nonqualified Options are not
subject to these special limitations.

Except as otherwise provided by the Compensatianr@ittee, awards under the 2003 Long-Term IncerRiea are not transferable other than
as designated by the participant by will or by lthes of descent and distribution. The expiratioted# an Incentive Option is determined by
the Committee at the time of the grant, but in wmen¢ may an Incentive Option be exercisable afterexpiration of 10 years from the date of
grant of the Incentive Option (five years in theeaf an Incentive Option granted to a 10% shadsinpl

SARs. SARs may be granted under the 2003 Long-Termiinge Plan in conjunction with all or part of an @m, or separately. The exercise
price of the SAR shall not be less than the fairkevalue of the Common Stock on the date of tlamigof the option to which it relates. The
SAR granted in conjunction with an Option will beeecisable only when the underlying Option is eigaile and once an SAR has been
exercised, the related portion of the Option undegl the SAR will terminate. Upon the exercise pf®AR, the Company will pay to the
Participant in cash, Common Stock, or a combinatieneof (the method of payment to be at the disoref the Compensation Committee),
an amount equal to the excess of the fair marketevaf the Common Stock on the exercise date dwepption price, multiplied by the numt
of SARs being exercised.

The Compensation Committee, either at the timeaftgor at the time of exercise of any Nonqualif@gtion or SAR, may provide for a
supplemental payment (Supplemental Payment) bZtmapany to the Participant with respect to the @gerof any Nonqualified Option or
SAR, in an amount specified by the Compensation @ittee, but which shall not exceed the amount rezgg<g0 pay the federal income tax
payable with respect to both the exercise of thedqualified Option and/or SAR and the receipt of Bupplemental Payment, based on the
assumption that the shareholder is taxed at thénmem effective federal income tax rate on such am&urhe Committee shall have the
discretion to grant Supplemental Payments thapayable in cash, Common Stock, or a combinatidvotti, as determined by the Committee
at the time of payment.

Restricted Stock Restricted Stock awards may be granted unde2@B8 Long-Term Incentive Plan, and the provisiomgligable to a grant of
Restricted Stock may vary among participants. Ikingaan award of Restricted Stock, the Committeledetermine the periods during which
the Restricted Stock is subject to forfeiture. Dgrihe restriction period, the Participant may sail, transfer, pledge or assign the Restricted
Stock, but will be entitled to vote the Restric&tck. The Compensation Committee, at the timeesfing of Restricted Stock, may provide

a Supplemental Payment by the Company to the eatitin an amount specified by the Compensatiom@itee that shall not exceed the
amount necessary to pay the federal income taxipp@yeth respect to both the vesting of the RetdStock and receipt of the Supplemental
Payment, based on the assumption that the empisyared at the maximum effective federal incomergde on such amount.
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Performance UnitsThe Compensation Committee may grant Incentivardla representing a contingent right to receivé ¢asrformance
Units) or shares of Common Stock (Performance Shattethe end of a performance period. The Compiens@ommittee may grant
Performance Units and Performance Shares in suwdnaer that more than one performance periodpsdgress concurrently. For each
performance period, the Committee shall establisumber of Performance Units or Performance Stard the contingent value of any
Performance Units or Performance Shares, whichvaaydepending on the degree to which performabgectives established by the
Compensation Committee are met. The Compensatiom@itee may modify the performance measures arettibgs as it deems appropri

The basis for payment of Performance Units or Perémce Shares for a given performance period beate achievement of those financial
and nonfinancial performance objectives determimethe Committee at the beginning of the perfornegmeriod. If minimum performance is
not achieved for a performance period, no paymieat e made and all contingent rights shall cekiseinimum performance is achieved or
exceeded, the value of a Performance Unit or Pedace Share shall be based on the degree to witichl performance exceeded the pre-
established minimum performance standards, asmdeted by the Committee. The amount of payment sfetletermined by multiplying the
number of Performance Units or Performance Shawsged at the beginning of the performance periothb final Performance Unit or
Performance Share value. Payments shall be mathes liscretion of the Compensation Committee lgahecash or Common Stock, or a
combination of cash and Compensation Common Sfoltkyving the close of the applicable performanegiqd.

The Committee, at the date of payment with resfzestich Performance Units or Performance Shareg pno&ide for a Supplemental Paym

by us to the Participant in an amount specifiedhieayCompensation Committee, which shall not ex¢bedmount necessary to pay the federal
income tax payable with respect to the amount gfrnt made with respect to such Performance UniBedormance Shares and receipt of
the Supplemental Payment, based on the assumptbthe Participant is taxed at the maximum eféectederal income tax rate on such
amount.

Nor-Employee Director Option Pla.he purpose of our Non-Employee Director Stock @p#lan is to foster and promote our long-term
financial success and interests and to materiatlyeiase the value of the equity interests in theamy by: (a) increasing our ability to attract
and retain talented men and women to serve on oardB (b) increasing the incentives that theseerployee directors have to help us
succeed and (c) providing our non-employee dirsototh an increased opportunity to share in ougterm growth and financial success.

Under the Non-Employee Director Stock Option Piach non-employee director will be granted optimngurchase 25,000 shares of our
common stock upon their election to our Board okbiors. In addition, each non-employee directdlrlve awarded an option to purchase an
additional 3,000 shares of our common stock fohdalt year of service on our Board of Director$ieTexercise price for each of these options
will be equal to the fair market value of our conmmatock on the date the option is granted. Thecgseprice of an option is payable only in
cash. Options awarded under the Plan are not gaidé other than as designated by the participaniill or by the laws of descent and
distribution.

Each of these options will have a ten-year terme-@iird of the options will be exercisable immedigtupon grant, and one-half of the
remaining portion of each option grant will vestidsecome exercisable on the first and second arszimedates of the date of grant, assuming
that the non-employee director remains on our Boardach such anniversary date. In the event bhage of control, we may, after notice to
the participant, require the participant to “cash*dis rights by transferring them to us in excparfor their equivalent “cash value.”

The Board shall not have the right to modify thentier of options granted to a non-employee direatdhe terms of the option grants.

A total of 175,000 shares of common stock have beserved for grants of stock options under the-Horployee Director Stock Option Plan.
The Plan will terminate ten years from its adoptignour shareholders unless terminated earlierunyBoard of Directors.

Tax ConsequencedJnder current tax laws, the grant of an optionggelly will not be a taxable event to the optiareesd we will not be
entitled to a deduction with respect to such grdpon the exercise of an option, the non-employetbr optionee will recognize ordinary
income at the time of exercise equal to the exoéfse then fair market value of the shares of cemistock received over the exercise price.
The taxable income recognized upon exercise ofhgumlified option will be treated as compensatimeoime subject to withholding, and we
will be entitled to deduct as a compensation expamsamount equal to the ordinary income an optiseeognizes with respect to such
exercise. When common stock received upon the imeeof a nonqualified option subsequently is saoléxahanged in a taxable transaction
holder thereof generally will recognize capitalrgér loss) equal to the difference between thal enhount realized and the fair market value
of the common stock on the date of exercise; tlagatter of such gain or loss as long-term or steort capital gain or loss will depend upon
the holding period of the shares following exercise

Amendment and TerminatiariThe Board of Directors may from time to time amhesnd the Board of Directors may terminate, tha-No
Employee Director Incentive Plan, provided thasoch action shall modify the number of options tgdno a non-employee director or
change the terms of any option grants, in each aasemmarized in the preceding discussion, orradiyeaffect option rights already granted
thereunder without the consent of the impacted eroployee director. In addition, no amendment maynbde without the approval of our
shareholders if shareholder approval is neceseasydier to comply with applicable law.
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2007 Director Compensation

We use a combination of cash and equity incentwe®mpensate our non-employee directors. Direettus are also our employees received
no compensation for their service on our Board ioé@ors in fiscal 2007. To determine the apprdprlavel of compensation for our non-
employee directors, we take into consideratiorstgrificant amount of time and dedication requibgdhe directors to fulfill their duties on
our Board of Directors and Board committees as aglhe need to continue to attract highly qualiiandidates to serve on our Board of
Directors. In addition, our compensation arrangetmeéth Mel Marks reflects his 45 years of relevarperience in the industry and our
company. The information provided in the followitalple reflects the compensation received by owrctiirs for their service on our board in
fiscal 2007.

Fees Earnec

or Paid in Option All Other
Name Cash Stock Awards Awards(1) Compensation Total
Philip Gay $90,00( $— $9,00( $ — $ 99,00(
Rudolph Bornec $56,00( $— $9,00( $ — $ 65,00(
Irv Siegel $60,00( $— $9,00( $ — $ 69,00(
Mel Marks $ — $— $ — $350,00( $350,00(

(1) Option award amounts represent our non-eng@alrector’s portion of our reported share-basgdment expense for fiscal 2007 in
accordance with FAS 123|

We have supplemental compensatory arrangementdveitiMarks, our founder, largest shareholder andhbver of our board. In August 20C
our Board of Directors agreed to engage Mel Maokgrovide consulting services to our company. Marké is paid an annual consulting fee
of $350,000 per year. We can terminate our comsplirrangement with Mr. Marks at any time.

We agreed to pay Mr. Gay $90,000 per year for agrein our Board of Directors, as well as assuntiegrésponsibility for being Chairman of
our Audit and Ethics Committees.

In addition, each of our noamployee directors, other than Messrs Marks and (gagives annual compensation of $20,000 andidsgpofee o
$2,000 for attending each Board of Directors megt#2,000 for attending each Audit Committee megéind $500 for any other Board
committee meeting attended. Each director is asobursed for reasonable out-of-pocket expensesred to attend Board or Board
committee meetings.

Under our Non-Employee Director Stock Option Pkach non-employee director is granted options tol@ase 25,000 shares of our common
stock upon their election to our Board of Directdrsaddition, each noamployee director is awarded an option to purclhasadditional 3,00
shares of our common stock for each full year ofise on our Board of Directors.

Indemnification of Executive Officers and Directors

Article Seventh of our Restated Certificate of Impmration provides, in part, that to the extentuiesd by New York Business Corporation
Law, or NYBCL, no director shall have any persadiedility to us or our shareholders for damagedny breach of duty as such director,
provided that each such director shall be liabldeurthe following circumstances: (a) in the evéiat 2 judgment or other final adjudication
adverse to such director establishes that hisca@missions were in bad faith, involved intentiomésconduct or a knowing violation of law
that such director personally gained in fact arfial profit or other advantage to which such diveevas not legally entitled or that such
director’s acts violated Section 719 of the NYBQL(l) for any act or omission prior to the adoptairrticle Seventh of our Restated
Certificate of Incorporation.

Article Ninth of our Bylaws provide that we shaldemnify any person, by reason of the fact thah gerson is or was a director or officer of
our company or served any other corporation, peshi, joint venture, trust, employee benefit planpther enterprise in any capacity at our
request, against judgments, fines, amounts pasétilement and reasonable expenses, includinghattarfees incurred as a result of an action
or proceeding, or any appeal therefrom, providesdver, that no indemnification shall be made tmobehalf of, any director or officer if a
judgment or other final adjudication adverse tohsdicector or officer establishes that (a) his er &cts were committed in bad faith or were
result of active and deliberate dishonesty aneéjtimer case, were material to the cause of actiaadfudicated, or (b) he or she personally
gained in fact a financial profit or other advargag which he or she was not legally entitled.
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We may purchase and maintain insurance for ouriad@mnification and for that of our directors arftiaers and other proper persons as
described in Article Ninth of our Bylaws. We maimtand pay premiums for directors’ and officeralility insurance policies.

We are incorporated under the laws of the Statdéesi York and Sections 721-726 of Article 7 of th¥BCL provide for the indemnification
and advancement of expenses to directors and ffiSection 721 of the NYBCL provides that inderwaifion and advancement of expenses
provisions contained in the NYBCL shall not be dedmexclusive of any rights which a director or cdfi seeking indemnification or
advancement of expenses may be entitled, provideddemnification may be made on behalf of anyaoeor officer if a judgment or other
final adjudication adverse to the director or adfiestablishes that his or her acts were commiittedd faith or were the result of active and
deliberate dishonesty and were material to theecafiaction so adjudicated, or that he or she pat§ogained in fact a financial profit or ott
advantage to which he or she was not legally edtitl

Section 722 of the NYBCL permits, in general, a Néark corporation to indemnify any person madethweatened to be made, a party to an
action or proceeding by reason of the fact thadh&he was a director or officer of that corponatior served another entity in any capacity at
the request of that corporation, against any judgnfmes, amounts paid in settlement and reaseraljenses, including attorney’s fees
actually and necessarily incurred as a result ofi siction or proceeding, or any appeal thereiswidh person acted in good faith, for a purpose
he or she reasonably believed to be in, or, irctse of service of another entity, not opposethpest interests of that corporation and, in
criminal actions or proceedings, who in additiodl In@ reasonable cause to believe that his or hedumt was unlawful. However, no
indemnification may be made to, or on behalf of; dimector or officer in a derivative suit in regpef (a) a threatened action or a pending
action that is settled or otherwise disposed gbpany claim, issue or matter for which the persaa been adjudged to be liable to the
corporation, unless and only to the extent thaiwatdn which the action was brought, or, if noiactwas brought, any court of competent
jurisdiction, determines upon application that pleeson is fairly and reasonably entitled to indé¥nfar that portion of settlement and exper
as the court deems proper.

Section 723 of the NYBCL permits a New York corgama to pay in advance of a final disposition oflswaction or proceeding the expenses
incurred in defending such action or proceedingnugeeipt of an undertaking by or on behalf ofdivector or officer to repay such amount
and to the extent, required by statute. Sectionof2de NYBCL permits a court to award the inderwaifion required by Section 722.

Section 725 provides for repayment of such expewbes the recipient is ultimately found not to Imgitteed to indemnification. Section 726
provides that a corporation may obtain indemnifaratnsurance indemnifying itself and its directarsl officers.

The foregoing is only a summary of the describedices of the NYBCL and our Restated Certificatéraforporation, as amended, and
Bylaws and is qualified in its entirety by the nefiece to such sections and charter documents.

We have entered into indemnity agreements with e&chur directors and officers. The indemnity agneats generally indemnify such pers
against liabilities arising out of their servicetireir capacities as directors, officers, employ@mesgents of our company. We may from time to
time enter into indemnity agreements with additlandividuals who become officers and/or directofour company.

Compensation Committee Interlocks and Insider Parttipation

The Compensation Committee of our Board of Directigtermines the compensation of our officers areatirs. None of our executive
officers currently serves on the compensation catemior board of directors of any other companwioich any members of our Board of
Directors or our Compensation Committee is an etvezwfficer.

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

The following table sets forth, as of June 27, 2@@Ttain information as to the common stock owmiersf each of our named executive
officers, directors and director nominees, all ndregecutive officers and directors as a group dinoeasons known by us to be the beneficial
owners of more than five percent of our commonlistdbe percentage of common stock beneficially ahisebased on 12,026,731 shares of
common stock outstanding as of June 27, 2007.
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Beneficial ownership is determined in accordandh wie rules of the SEC. In computing the numbeshafres beneficially owned by a person
and the percentage of ownership held by that pesd@ares of common stock subject to options helthaperson that are currently exercisi
or will become exercisable within 60 days of JuiieZ007 are deemed outstanding, while these shaeasot deemed outstanding for
determining the percentage ownership of any otkesgn. Unless otherwise indicated in the footnbtdsw, the persons and entities hamed in
the table have sole voting and investment power wspect to all shares beneficially owned, sulifpcommunity property laws where
applicable. Unless otherwise indicated in the fot#a below, the address of the stockholder is adtokéar Parts of America, Inc. 2929
California Street, Torrance, CA 90503.

Amount and Nature of

Name and Address of Beneficial Shareholder Beneficial Ownership(1) Percent of Class
Mel Marks(2) 1,739,63! 14.5%
Third Point LLC (3) 1,150,001 9.4%
Costa Brava Partnership Il L.P.( 982,60t 8.2%
Midwood Capital Management LLC(! 738,72t 6.1%
Selwyn Joffe(6. 664,75( 5.2%
Philip Gay(7) 28,00( *
Rudolph Borneo(8 28,00( *
Irv Siegel(9) 3,00( *
Mervyn McCulloch(10] 15,00( *
Douglas Schooner(1: 50,661 *
Thomas Stricker(1z 43,917 *
Michael Umansky(13 23,33¢ *
Directors and executive officers as a gr— 9 persons(14 2,596,30 20.1%

* Less than 1% of the outstanding common st

(1) The listed shareholders, unless otherwise indicat#ue footnotes below, have direct ownership dleramount of shares indicated in
table.

(2) Includes 6,000 shares issuable upon exercise térly exercisable options under the 1994 Stockdbg®lan.

(3) Includes 150,000 shares issuance upon theisgef currently exercisable warrants. Based 8eleedule 13G filed with the SEC on
May 29, 2007. Daniel S. Loeb as the chief executiffieer of Third Point LLC, which is the investmemanager of Third Point Offshore
Fund, Ltd., has the power to vote and disposeethares of our common stock held of record bydiRwoint LLC and Third Point
Offshore Fund, Ltd. The business address of eadimiofl Point LLC and Mr. Loeb is 390 Park AvenueviNYork, NY 10022. The
business address of Third Point Offshore Fund, istd/o Walkers SPV Limited, Walker House, 87 M&tyeet, George Town, Grand
Cayman KY-9002, Cayman Islands, British West Indi

(4) Includes 13,650 shares issuance upon theisgesf currently exercisable warrants. Based arha&ule 13G/A filed with the SEC on
December 22, 2006. Seth W. Hamot as the presiddddark, Rearden & Hamot LLP, which is the gengaattner of Costa Brava
Partnership Il L.P., has the power to vote angalie of the shares of our common stock held ofrdelop Costa Brava Partnership
L.P. The business address of each of Costa Brawadpship Il L.P., Seth W. Hamot and Roark, Rear@léthamot, LLC is 420 Boylston
Street, Boston, MA 0211

(5) Includes 13,649 shares issuance upon theisgesf currently exercisable warrants. Based Scleedule 13D/A filed with the SEC on
May 23, 2007. Midwood Capital Partners, LLC is Hode general partner of Midwood Capital PartnerB, Lthe record holder of 262,937
shares of our common stock and Midwood CapitalrfeastQP, L.P., the record holder of 334,045 shafresr common stock. David E.
Cohen and Ross D. DeMont as manager of Midwoodt@lgpartners, LLC have the power to vote and dispdthe shares of our
common stock held by these entities. The busingdeeas of each of Midwood Capital Partners, LLC Btadsrs. Cohen and DeMont is
575 Boylston Street, 4th Floor, Boston, MA 021

(6) Represents 30,000 shares issuable upon seeatoptions exercisable under the 1996 Stocka@Rian (the “1996 Stock Option Plan);
255,250 shares issuable upon exercise of currerdycisable options under the 1994 Stock Option;Riad 4,500 shares issuable upon
exercise of currently exercisable options grantedien the Non-Employee Director Plan and 375,000@eshiasuable upon exercise of
options under the 2003 Long Term Incentive Plan@sable within 60 days of June 27, 20
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(7) Represents 28,000 shares issuable upon seatcurrently exercisable options granted under2004 Non-Employee Director Stock

Option Plan

(8) Represents 28,000 shares issuable upon seatcurrently exercisable options granted under2004 Non-Employee Director Stock
Option Plan

(9) Represents 3,000 shares issuable upon ex@fcirrently exercisable options granted under2004 Non-Employee Director Stock
Option Plan

(10) Includes 15,000 shares issuable upon exercisertdrily exercisable options under the 2003 LonghT Brcentive Plan

(11) Includes 24,000 shares issuable upon exercisercéntly exercisable options under the 1994 S®@ption Plan and 26,667 shares
issuable upon exercise of currently exercisableoptunder the 2003 Long Term Incentive P

(12) Includes 17,250 shares issuable upon exercisermdntly exercisable options under the 1994 StockddPlan and 26,667 shat
issuable upon exercise of currently exercisableaptunder the 2003 Long Term Incentive P

(13) Includes 23,334 shares issuable upon exercisermdntly exercisable options under the 2003 Longi Brcentive Plan

(14) Includes 302,500 shares issuable upon exerciserdrily exercisable options granted under the 12@4k Option Plan; 30,000 shal
issuable upon exercise of currently exercisabl@optgranted under the 1996 Stock Option Plan;Gigb@res issuable upon exercise of
currently exercisable options granted under the-NEmployee Director Plan; 466,668 shares issuabba @percise of currently
exercisable options granted under the 2003 LonghTecentive Plan; and 59,000 shares issuable upertise of currently exercisable
options granted under the 2004 I-Employee Director Stock Option Ple

Item 13. Certain Relationships and Related Transa@ins, and Director Independence

We have entered into a consulting agreement withNiéeks, our founder, Board member and largestedi@der. We currently pay Mel Mar
a consulting fee of $350,000 per year under thsngrement. In addition, the Compensation Commétekthe Board authorized a bonus
payable to Mr. Marks with respect to fiscal 2004560,000. We have also agreed to pay Mr. Gay, almeeof our Board of Directors, $90,000
per year for his service as a member of our BoaddGhairman of our Audit Committee. For additiomdibrmation, see the discussion under
the caption “Compensation of Directors”.

Based upon the terms of agreements we previousdyeghinto with Mr. Richard Marks, we paid the sdsé incurred in connection with the
SEC and United States Attorney’s Office’s invedtigga During fiscal 2006 and 2005, we incurred sadtapproximately $368,000 and
$556,000, respectively, pursuant to this indematifan arrangement. As provided in the agreemertts Mi. Richard Marks, we sought
reimbursement from him of certain of the legal faed costs we advanced. In June 2006, we enteieed iBettlement Agreement and Mutual
Release with Mr. Richard Marks. Under this agreeimmdn. Richard Marks is obligated to pay us $688,0d January 15, 2008. Mr. Marks
made the June interest payment on June 22, 200@asialso agreed to make payments of intereseagirtine rate plus one percent on June 15,
2007 and January 15, 2008. Mr. Richard Marks’ atlan to us is secured by the pledge of 80,000eshafr our common stock that he owns. If
at any time the market price of the stock pledgedib. Richard Marks is less than 125% of his oMiiga, he is required to pledge additional
stock so as to maintain no less than the 125% agedevel. Richard Marks is the son of Mel Marks, fmunder, largest shareholder and
member of our Board. The settlement with Mr. Richistarks was unanimously approved by a Special Cdteenof the Board consisting of
Messrs. Borneo, Gay and Siegel. At March 31, 2@@&7recorded a shareholder note receivable for @82 $00 that Mr. Marks owes us. The
note is classified in shareholders’ equity as @dBateralized by our common stock. We reducedgaureral and administrative expenses by
$682,000 and recorded related interest income Bf0®D during the year ended March 31, 2007.

Corporate Governance, Board of Directors and Commtees of the Board

Audit CommitteeThe current members of our Audit Committee areipi@lay, Irv Siegel and Rudolph Borneo, with Mr. Gagyving as
chairman. Our Board has determined that all ofAbdit Committee members are independent withinntieaning of the applicable SEC rules.
Our Board has also determined that Mr. Gay is anfinal expert within the meaning of the applica®EC rules. The Audit Committee overs
our auditing procedures, receives and accepteperts of our independent registered public ac@nisf oversees our internal systems of
accounting and management controls and makes reendations to the Board concerning the appointmeotioauditors. The Audit
Committee met 13 times in fiscal 2007.

Compensation Committe€he current members of our Compensation Committeéra Siegel, Rudolph Borneo and Philip Gay, with

Mr. Siegel serving as chairman. The Compensatianr@ittee is responsible for developing and makirmpnemendations to the Board with
respect to our executive compensation policies. tspensation Committee is also responsible foluatiag the performance of our chief
executive officer and other senior officers and mgkecommendations concerning the salary, bonaiséstock options to be awarded to tf
officers. No member of the Compensation Commitieg dnrelationship that would constitute an intédlog relationship with the executive
officers or directors of another entity. For funtliéscussion of our Compensation Committee, seerff@msation Committee; Interlocks and
Insider Participation” above. The Compensation Cdtbea met 7 times in fiscal 2007.
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Ethics CommitteeThe current members of our Ethics Committee ar&Biy, who serves as Chairman, Irv Siegel anddfdBorneo. The
Ethics Committee is responsible for implementing @ade of Business Conduct and Ethics. No issuzsearhich required our Ethics
Committee to meet in fiscal 2007.

Nominating and Corporate Governance CommitWe formed a Nominating and Corporate Governancer@itiee in June 2006 and
appointed Irv Siegel, Rudolph Borneo and Philip @aynembers. Each of the members of the NominatidgCorporate Governance
Committee is independent within the meaning of @pple SEC rules. Beginning with our 2007 Annualetieg of Shareholders, our
Nominating and Corporate Governance Committeetakk responsibility for nominating candidates to Baard of Directors
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Item 14. Principal Accountant Fees and Services

The following table summarizes the total fees wiel paour independent certified public accounta@sant Thornton LLP, for professional
services provided during the years ended March 31:

2007 2006 2005

Audit Fees $1,769,00! $1,488,00! $619,00(
Audit Related Fee — — 29,00(
Tax Fees — — —
All Other Fees 67,00( 15,00( 69,00(
Total $1,836,00! $1,503,00! $717,00(

Audit fees billed in fiscal 2007, 2006 and 2005 sisted of (i) the audit of our annual financialtetaents and (ii) the reviews of our quarterly
financial statements, (iii) the review of our compke with SOX 404 requirements, (iv) the reviews&C letters and (v) the review of restated
financial statements and related Forms 10-K/A ah@IA.

Audit related fees billed in fiscal 2005 consistefiew of our accounting for customer long-termtcacts.

Other fees billed in fiscal 2007 relate primaritygrofessional services related to our POS unwinasaction and FAS 123R. Other fees billed
in fiscal 2006 relate to attendance at our annualeholders meeting and at a meeting regardingdadr of our new facility in Tijuana,
Mexico. Other fees billed in fiscal 2005 consistégrofessional services for due diligence worlatedl to a potential acquisition that was
abandoned.

Our Audit Committee must pre-approve all audit and-audit services to be performed by our independeditors and will not approve any
services that are not permitted by SEC rules. Athe audit and non-audit related fees in fiscdl Z@006 and 2005 were pre-approved by the
Audit Committee.
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PART IV

Item 15. Exhibits, Financial Statement Schedules.

a. Documents filed as part of this report:

1)

Index to Consolidated Financial Statements

Report of Independent Registered Public Accourftimm

Consolidated Balance She: F-1
Consolidated Statements of Operati F-2
Consolidated Statement of Sharehol’ Equity F-3
Consolidated Statements of Cash F F-4
Notes to Consolidated Financial Stateme F-5
(2) Schedules
Schedule I— Valuation and Qualifying Accoun S-1
(3) Exhibits:
Number Description of Exhibit Method of Filing
3.1  Certificate of Incorporation of the Compa Incorporated by reference to Exhibit 3.1 to the @am’s
Registration Statement on Form SB-2 declared éffecin
March 22, 1994 (th“ 1994 Registration Stateme”)
3.2  Amendment to Certificate of Incorporation of then@many Incorporated by reference to Exhibit 3.2 to the @any’s
Registration Statement on Form S-1 (No. 33-97498)
declared effective on November 14, 1995 (the “1995
Registration Stateme”)
3.2 Amendment to Certificate of Incorporation of then@aany Incorporated by reference to Exhibit 3.3 to the @any’s
Annual Report on Form 10-K for the fiscal year esthde
March 31, 1997 (th“1997 Form 1-K")
3.4  Amendment to Certificate of Incorporation of then@many Incorporated by reference to Exhibit 3.4 to the @am’s
Annual Report on Form 10-K for the fiscal year esthde
March 31, 1998 (th“1998 Form 1-K")
3.5 Amendment to Certificate of Incorporation of then@many Incorporated by reference to Exhibit C to the Conypa
proxy statement on Schedule 14A filed with the SIEC
November 25, 200:
3.€  By-Laws of the Compan Incorporated by reference to Exhibit 3.2 to the4l
Registration Statemer
4.1  Specimen Certificate of the Compi¢s Common Stoc Incorporated by reference to Exhibit 4.1 to the4l
Registration Statemer
4.2  Form of Underwrite€' s Common Stock Purchase Warr Incorporated by reference to Exhibit 4.2 to the4l
Registration Statemer
4.3 1994 Stock Option Pla Incorporated by reference to Exhibit 4.3 to the4l
Registration Statemer
4.4  Form of Incentive Stock Option Agreeme Incorporated by reference to Exhibit 4.4 to the4l
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Number Description of Exhibit Method of Filing
4.5 1994 Noi-Employee Director Stock Option PI. Incorporated by reference to Exhibit 4.5 to the @am’s
Annual Report on Form 10-KSB for the fiscal yeadeth
March 31, 1995
4.6 1996 Stock Option Plan Incorporated by reference to Exhibit 4.6 to the @any’s
Registration Statement on Form S-2 (No. 333-37977)
declared effective on November 18, 1997 (the “1997
Registration Stateme”).
4.7  Rights Agreement, dated as of February 24, 199&nl Incorporated by reference to Exhibit 4.8 to the&
between the Company and Continental Stock Traasfer Registration 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 tleCSn
April 2, 2004.
4.2 2004 Nori-Employee Director Stock Option Pl Incorporated by reference to Appendix A to the Br
Statement on Schedule 14A for the 2004 Annual
Shareholders Meetin
4.1C Registration Rights Agreement among the Companytlaad Incorporated by reference to Exhibit 10.2 to CuriReport
investors identified on the signature pages thedsted as on Form 8-K filed on May 18, 2007.
of May 18, 2007
411  Form of Warrant to be issued by the Company tostors Incorporated by reference to Exhibit 10.4 to CutriReport
in connection with the May 2007 Private Placen on Form K filed on May 18, 2007
10.1 Amendment to Lease, dated October 3, 1996, by Incorporated by reference to Exhibit 10.17 to
between the Company and Golkar Enterprises, Lidting December 31, 1996 Form 10-Q.
to additional property in Torrance, Califorr
10.z  Lease Agreement, dated September 19, 1995, by and 1997 Form 1K. Incorporated by reference to Exhibit 10
between Golkar Enterprises, Ltd. and the Compalaying to the 1995 Registration Statement.
to the Compar’s facility located in Torrance, Californ
10.z  Agreement and Plan of Reorganization, dated agaof A, Incorporated by reference to Exhibit 10.22 to tB87
1997, by and among the Company, Mel Marks, Richard ~ Form 10-K.
Marks and Vincent Quek relating to the acquisittdiMVR
and Unijoh
10.£  Form of Indemnification Agreement for officers and Incorporated by reference to Exhibit 10.25 to tB87
directors Registration Statemer
10.5  Warrant to Purchase Common Stock, dated April 00z Incorporated by reference to Exhibit 10.29 to theT
by and between the Company and Wells Fargo Bank, 10-K.
National Associatiol
10.6  Amendment No. 1 to Warrant dated May 31, 2001,iy a  Incorporated by reference to Exhibit 10.32 to tAeR
between the Company and Wells Fargo Bank, National 10-K.
Association
10.7  Form of Employment Agreement dated February 143200 Incorporated by reference to Exhibit 10.42 to tA862
by and between the Company and Selwyn J 1C-K.
10.¢  Letter Agreement dated July 17, 2002 by and betwiee Incorporated by reference to Exhibit 10.43 to theZ
Company and Houlihan Lokey Howard & Zukin Capi 1C-K.
10.¢  Second Amendment to Lease dated March 15, 2002ke  Incorporated by reference to Exhibit 10.44 to theZ
Golkar Enterprises, Ltd. and the Company relating t 10-K.
property in Torrance, Californi
10.1C  Separation Agreement and Release, dated February 14  Incorporated by reference to Exhibit 10.45 to tA62

2003, between the Company and Anthony Sc

1C-K.
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Number Description of Exhibit Method of Filing
10.11  Employment Agreement, dated April 1, 2003 betwdwex Incorporated by reference to Exhibit 10.46 to theZ
Company and Charles Yeagle 1C-K.
10.1z  Form of Warrant Cancellation Agreement and Rele Incorporated by reference to Exhibit 10.47 to theZ
dated April 30, 2003, between the Company and Wells 10-K.
Fargo Bank, N.A
10.1:  Form of Agreement, dated June 5, 2002, by and lestwlee  Incorporated by reference to Exhibit 10.38 to th82
Company and Sun Trust Bar 1C-K.
10.1¢  Credit Agreement, dated May 28, 2004, between the Incorporated by reference to Exhibit 10.15 to tleen@anys
Company and Union Bank of California, N.A. Annual Report on Form 10-K for the year ended M&th
2004 (the*2004 1(-K").
10.15*  Addendum to Vendor Agreement, dated May 8, 2| Incorporated by reference to Exhibit 10.15 to tBe4
between AutoZone Parts, Inc. and the Comp 1C-K.
10.1¢  Employment Agreement, dated November 1, 2003, tet Incorporated by reference to Exhibit 10.16 to thé4£
the Company and Bill Laughlii 1C-K.
10.17  Form of Orbian Discount Agreement between the Cay| Incorporated by reference to Exhibit 10.17 to thé4£
and Orbian Corg 1C-K.
10.1¢  Form of Standard Industrial/Commercial M-Tenant Incorporated by reference to Exhibit 10.18 to thé4£
Lease, dated May 25, 2004, between the Company and  10-K.
Golkar Enterprises, Ltd for property located at B&&ple
Avenue, Torrance, Californi
10.1¢  Stock Purchase Agreement, dated February 28, Incorporated by reference to Exhibit 99.2 to Foi-K filed
between the Company and Mel Mar with the SEC on March 29, 20C
10.2C  Build to Suit Lease Agreement, dated October 2842 Incorporated by reference to Exhibit 99.1 to CutriReport
among Motorcar Parts de Mexico, S.A. de CV, the @amy  on Form 8-K filed on November 2, 2004.
and Beatrix Flourie Geoffro
10.21  Amendment No. 1 to Employment Agreement, dated Incorporated by reference to Exhibit 99.1 to CuriReport
April 19, 2004, between the Company and Selwynel on Form &K filed on April 25, 2005
10.2z  Third Amendment to Credit Agreement dated as ofil Ay, Incorporated by reference to Exhibit 99.1 to CutriReport
2006 between Motorcar Parts of America, Inc. anébbin on Form 8-K filed on April 24, 2006
Bank of California, N.A
10.2:  Revolving Note dated as of April 10, 2006 execuig Incorporated by reference to Exhibit 99.2 to CuriReport
Motorcar Parts of America, Inc. and Union Bank of on Form 8-K filed on April 24, 2006
California. N.A.
10.2¢  Settlement Agreement and Mutual Release, Secured Incorporated by reference to Exhibit 99.1 to CutriReport
Promissory Note and Stock Pledge Agreement allddate on Form 8-K filed on June 28, 2006
June 26, 2006, between the Company and Mr. Richard
Marks
10.25  Fourth Amendment to Credit Agreement dated as of Incorporated by reference to Exhibit 99.1 to CuriReport
August 8, 2006 between Motorcar Parts of Amerioe, &nc  on Form 8-K filed on August 16, 2006
Union Bank of California, N.A
10.2¢  Revolving Note dated as of August 8, 2006 exechie Incorporated by reference to Exhibit 99.2 to CuriReport
Motorcar Parts of America, Inc. and Union Bank of on Form 8-K filed on August 16, 2006
California. N.A.
10.27*  Amendment No. 3 to P-On-Scan Addendum date Incorporated by reference to Exhibit 99.1 to CutriReport
August 22, 2006 between AutoZone Parts, Inc. aad th on Form 8-K filed on August 30, 2006
Company.
10.28*  Amendment No. 1 to Vendor Agreement dated August 22 Incorporated by reference to Exhibit 99.2 to @ntReport
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10.3(C

10.31

10.32

10.3¢

10.3¢

2006 between AutoZone Parts, Inc. and MotorcarsRart
America, Inc.

Lease Agreement Amendment dated October 12, 2006
between the Company and Beatrix Flourie Geff

Fifth Amendment to Credit Agreement dated as of
November 10, 2006 between Motorcar Parts of Ame
Inc. and Union Bank of California, N./

Third Amendment to Lease Agreement as of NovemBe
2006 between Motorcar Parts of America, Inc. antk&o
Enterprises, Ltd

on Form 8-K filed on August 30, 2006

Incorporated by reference to Exhibit 99.1 to CutiiReport
on Form K filed on October 20, 200

Incorporated by reference to Exhibit 99.1 to CutiReport
on Form 8-K filed on November 11, 2006

Incorporated by reference to Exhibit 99.1 to CuriReport
on Form 8-K filed on November 27, 2006

Amendment No. 2 to Employment Agreement between the Incorporated by reference to Exhibit 99.1 to CuriReport

Company and Selwyn Joff

Sixth Amendment to Credit Agreement dated as of
March 21, 2007 between Motorcar Parts of Amerioa, |
and Union Bank of California, N./

Side letter regarding Credit Agreement dated M&t}

2007 between Motorcar Parts of America, Inc. andbbn
Bank of California, N.A
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on Form &K filed on December 7, 200
Incorporated by reference to Exhibit 99.1 to CuriReport
on Form 8-K filed on March 29, 2007.

Incorporated by reference to Exhibit 99.2 to CuriReport
on Form 8-K filed on March 29, 2007.
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10.3¢  Non-revolving Note dated March 21, 2007 execute« Incorporated by reference to Exhibit 99.3 to CutriReport
Motorcar Parts of America, Inc. in favor of Uniomrfik of on Form 8-K filed on March 29, 2007.
California, N.A
10.3¢  Securities Purchase Agreement among the Compantha  Incorporated by reference to Exhibit 10.1 to CutiReport
investors identified on the signature pages thedsted as on Form 8-K filed on May 18, 2007.
of May 18, 2007
10.37  Seventh Amendment to Credit Agreement dated as of Filed herewith.
June 27, 2007 between Motorcar Parts of Ameriaa,dnd
Union Bank of California, N./
14.1  Code of Business Conduct and Ett Incorporated by reference to Exhibit 10.48 to theZ
1C-K.
18.1  Preferability Letter to the Company from Grant Titon Incorporated by reference to Exhibit 18.1 to th82@0-K.
LLP
21.1  List of Subsidiarie: Filed herewith
23.1  Consent of Independent Registered Public Accouriing. Filed herewith
31.1  Certification of Chief Executive Officer pursuant Filed herewith
Section 302 of the Sarbanes Oxley Act of 2(
31.z  Certification of Chief Financial Officer pursuaot Filed herewith
Section 302 of the Sarbanes Oxley Act of 2(
32.1  Certifications of Chief Executive Officer and Ch Filed herewitr

Financial Officer pursuant to Section 906 of theb@aes
Oxley Act of 2002

*

Portions of this exhibit have been granted confidéitreatment by the SE(
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SIGNATURES
Pursuant to the requirements of Section 18{the Securities Exchange Act of 1934, the Regidthas duly caused this report to be signed
on its behalf by the undersigned, thereunto duthaiized.
MOTORCAR PARTS OF AMERICA, INC

Dated: June 28, 200 By: /s/ Mervyn McCulloch
Mervyn McCulloch
Chief Financial Officer

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

/sl Selwyn Joffe Chief Executive Officer and Directi June 28, 200
Selwyn Joffe (Principal Executive Officer)
/s/ Mervyn McCulloch Chief Financial Officer June 28, 2007
Mervyn McCulloch (Principal Financial and Accounting Officer)
/sl Mel Marks Director June 28, 2007
Mel Marks
/s/ Rudolph Borneo Director June 28, 2007
Rudolph Bornec
[s/ Philip Gay Director June 28, 2007
Philip Gay
/sl Irv Siegel Director June 28, 2007
Irv Siegel
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Report of Independent Registered Public Accountingrirm on Internal Control over Financial Reporting

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

We have audited management’s assessment, inclodled accompanying Management’s Report on Inteoakrol Over Financial Reporting,
that Motorcar Parts of America, Inc. did not maintaffective internal control over financial regag as of March 31, 2007, because of the
effect of the material weakness identified in mamagnt's assessment, based on criteria establishaternal Control—Integrated Framework
issued by the Committee of Sponsoring Organizatigrise Treadway Commission (COSQO). Motorcar Pafrdsmerica, Inc.’s management is
responsible for maintaining effective internal cohbver financial reporting and for its assessnwdrihe effectiveness of internal control over
financial reporting. Our responsibility is to expsean opinion on management’s assessment andraoropn the effectiveness of the
Company'’s internal control over financial reportiogsed on our audit.

We conducted our audit in accordance with the stededof the Public Company Accounting Oversighti@iq@nited States). Those standards
require that we plan and perform the audit to obtaasonable assurance about whether effectivenaiteontrol over financial reporting was
maintained in all material respects. Our auditudeld obtaining an understanding of internal cordv@r financial reporting, evaluating
management’s assessment, testing and evaluatimg#ign of the operating effectiveness of inteouaitrol, and performing such other
procedures as we considered necessary in the @tanoes. We believe that our audit provides a redse basis for our opinions.

A Company’s internal control over financial repodiis a process designed to provide reasonablesassuregarding the reliability of financial
reporting and the preparation of financial statetméor external purposes in accordance with gelyesatepted accounting principles (GAAP).
A Company’s internal control over financial repodiincludes those policies and procedures thaiéftpin to the maintenance of records that,
in reasonable detail, accurately and fairly reftbettransactions and dispositions of the assetseeo€ompany; (2) provide reasonable assur
that transactions are recorded as necessary tatgeaparation of financial statements in accor@awih generally accepted accounting
principles, and that receipts and expendituree®Qompany are being made only in accordance withoaizations of management and
directors of the Company; and (3) provide reasanabburance regarding prevention or timely detectfainauthorized acquisition, use, or
disposition of the Company’s assets that could lzan&terial effect on the financial statements.

Because of its inherent limitations, internal cohtiver financial reporting may not prevent or d¢tisstatements. Also, projections of any
evaluation of effectiveness to future periods afgect to the risk that controls may become inadézjbecause of changes in conditions, or
the degree of compliance with the policies or pdaces may deteriorate.

A material weakness is a control deficiency, or boration of control deficiencies, that results ionethan a remote likelihood that a material
misstatement of the annual or interim financialesteents will not be prevented or detected. Thefdlg material weaknesses have been
identified and included in management’s assessment:

Control Environment

The Company’s finance and accounting departmamdgrstaffed and lacks sufficient training or eig@ce. Since the department is
understaffed, they cannot maintain sufficient sggtien of duties specifically in the revenue re@ogdcycles of the Company’s financial
reporting process. The Company’s accounting perlamnot have an adequate understanding of cextaiounting standards and how those
standards apply to their business. The Compmaagtounting and finance personnel also lack cerégjuired skills and competencies to ove
the accounting operations and review, periodidalbpect and test, and investigate the transactibfweign locations to insure application of
U.S. GAAP. This material weakness in the operatifigctiveness of internal control resulted in miateadjustments to the Company’s interim
and annual consolidated financial statements $mafi2007, 2006 and 2005 and resulted in the ezstatt of previously issued financial
statements. The adjustments were primarily du@ taiginterpretation of certain accounting litenatu(ii) lack of understanding and
interpretation of customer contract amendmenti$ gfironeous application of GAAP and (iv) impropassification of certain consolidated
financial statement line items.

Control Activities

The internal controls were not adequately desigimezperating in a manner to effectively supportribguirements of the financial reporting .
period-end close process. This material weaknab®iresult of aggregate deficiencies in intermaitml activities. The material weakness
includes failures in the operating effectivenessanftrols which would ensure (i) the consistent ptation, review and approval of key balance
sheet account analyses and reconciliations, (ibnal entries and their supporting worksheets ansistently reviewed and approval
documented, (iii) the appropriate review for congtess and accuracy of certain information inpwatrtd output from financial reporting and
accounting systems, (iv) analysis of intercompattively and the consolidation of subsidiary finasdnformation and (v) accuracy and
completeness of the financial statement disclosamelspresentation in accordance with GAAP. Dudéosignificance of the financial closing
and reporting process to the preparation of raidiblancial statements and the potential impathefdeficiencies to significant account
balances and disclosures, there is more than atedikelihood that a material misstatement of thteiim and annual financial statements
would be prevented or detected
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Entity Level Control:

In addition to the material weaknesses noted akibwas also concluded that there is a signifideficiency in the Company’s entity level
controls. This was evidenced by the lack of docusat@mn in the planning for IT strategy, asset petiten programs, and comprehensive
accounting and human resources policies and proesdoanuals. The Audit Committee also failed todem a self assessment of their
effectiveness and a formalized Disclosure Commitieznot been established. These items were, egafg, considered a significant
deficiency in the entity level internal controlses\financial reporting.

These material weaknesses were considered in dategnthe nature, timing, and extent of audit tegiplied in our audit of the 2007
consolidated financial statements, and this reghoes not affect our report dated June 28, 2007%winkpressed an unqualified opinion on
those financial statements.

We have also audited, in accordance with the stasd# the Public Company Accounting Oversight Bo@inited States), the consolidated
balance sheets of Motorcar Parts of America, Ias@faMarch 31, 2007 and March 31, 2006, and tretedlconsolidated statements of
operations, changes in shareholders’ equity, asl ftaws for each of the three years in the peeioded March 31, 2007, and our report dated
June 28, 2007, expressed an unqualified opiniothese financial statements.

/sl GRANT THORNTON LLP

Irvine, California
June 28, 2007
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

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

We have audited the accompanying consolidated balgineets of Motorcar Parts of America, Inc. arbigliaries (the “Company”) as of
March 31, 2007 and March 31, 2006, and the relededolidated statements of operations, changdsairekolders’ equity, and cash flows for
each of the three years in the period ended Mat¢cR@07. These financial statements are the regplitysof the Companys management. O
responsibility is to express an opinion on thesarftial statements based on our audits.

We conducted our audits in accordance with thedstats of the Public Company Accounting OversighamiqUnited States). Those standards
require that we plan and perform the audit to sbteasonable assurance about whether the finestatements are free of material
misstatement. An audit includes examining, on aHasis, evidence supporting the amounts and disis in the financial statements. An a
also includes assessing the accounting principged and significant estimates made by managenewntelhas evaluating the overall financial
statement presentation. We believe that our apditgide a reasonable basis for our opinion.

In our opinion, the consolidated financial statetaerferred to above present fairly, in all matenégpects, the financial position of Motorcar
Parts of America, Inc. and subsidiaries as of M&th2007 and March 31, 2006, and the resultsesf tiperations and their cash flows for €
of the three years in the period ended March 3@726 conformity with accounting principles genéralccepted in the United States of
America.

As discussed in Note B to the consolidated findratetements, the Company adopted SFAS 123Rcbunting for Share-Based
Compensation (revised)using the modified prospective transition mettasdof April 1, 2006.

Our audits were conducted for the purpose of fognain opinion on the basic financial statementsrtasea whole. Schedule Il is presented for
purposes of additional analysis and is not a regubart of the basic financial statements. Thigdale has been subjected to the auditing
procedures applied in the audits of the basic fir@drstatements and, in our opinion, is fairly sthin all material respects in relation to the
basic financial statements taken as a whole.

We have also audited, in accordance with the stasd# the Public Company Accounting Oversight Bo@inited States), the effectivenes:
Motorcar Parts of America, Inc.’s internal contogker financial reporting as of March 31, 2007, ldbse criteria established in Internal
Control—Integrated Framework issued by the CommittESponsoring Organizations of the Treadway Cogaion and our report dated
June 28, 2007, expressed an unqualified opiniomamagement’s assessment of the effectiveness Gfdhmpany’s internal control over
financial reporting and an adverse opinion on fifiecéveness of the Company’s internal control ofieancial reporting because of material
weaknesses.

/sl GRANT THORNTON LLP

Irvine, California
June 28, 2007
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MOTORCAR PARTS OF AMERICA, INC. AND SUBSIDIARIES

ASSETS
Current assett
Cash
Short term investmen
Accounts receivabl— net
Inventory— net
Income tax receivabl
Deferred income tax ass
Inventory unreturne:
Prepaid expenses and other current a:
Total current asse
Plant and equipmer— net
Long-term core inventor
Long-term core depos
Deferred income tax ass
Other asset

TOTAL ASSETS

LIABILITIES AND SHAREHOLDERS ' EQUITY
Current liabilities:
Accounts payabl
Accrued liabilities
Accrued salaries and wag
Accrued worker' compensation clairr
Income tax payabl
Line of credit
Deferred compensatic
Deferred incoms
Other current liabilitie:
Credit due custome
Current portion of capital lease obligatic
Total current liabilities
Deferred income, less current porti
Deferred income tax liabilit
Deferred core revent
Deferred gain on se-leasebacl
Other liabilities
Capitalized lease obligations, less current pol
Total liabilities
Commitments and Contingenci
Shareholder equity:

Consolidated Balance Sheets
March 31,

Preferred stock; par value $.01 per share, 5,000s88res authorized; none iss!

Series A junior participating preferred stock; palue $.01 per share, 20,000 shares authorize@ non

issued

Common stock; par value $.01 per share, 20,000s8860es authorized; 8,373,122 and 8,316,105 s

issued and outstanding at March 31, 2007 and 2@8fgectively

Additional paic-in capital

Shareholder note receivat
Accumulated other comprehensive inca
Accumulated defici

Total shareholde’ equity

TOTAL LIABILITIES & SHAREHOLDERS' EQUITY

2007 2006
$ 349,000 $ 400,00
859,00( 660,00(
2,259,000  13,902,00
31,844,00 31,282,00
1,670,001 —
6,768,001 5,809,00!
3,886,001 948,00
1,873,00 918,00(
49,508,00 53,919,00
16,051,00 12,164,00
42,492,00 33,822,00
21,617,00 826,00(
1,817,001 —
501,00 405,00
$131,986,00 $101,136,00
$ 42,756,00 $ 21,882,00
1,292,001 1,587,001
2,780,00! 2,267,001
3,972,001 3,346,001
285,00( 1,021,001
22,800,00 6,300,001
859,00( 495,00(
133,00 133,00(
225,00( 988,00(
— 1,793,001
1,568,00! 1,499,00!
76,670,00 41,311,00
255,00( 388,00(
= 562,000
1,575,001 —
1,859,001 2,377,001
170,00 46,00
3,629,001 4,857,001
84,158,00 49,541,00
84,00( 83,00(
56,241,00 54,326,00
(682,000 —
40,00 85,00(
(7,855,00)  (2,899,00)
47,828,00 51,595,00
$131,986,00 $101,136,00

The accompanying notes to consolidated financééstents are an integral part hereof.
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MOTORCAR PARTS OF AMERICA, INC. AND SUBSIDIARIES
Consolidated Statements of Operations

Net sales
Cost of goods sol
Gross profil
Operating expense
General and administrati\
Sales and marketir
Research and developm
Total operating expens:
Operating income (los:
Other (expense) incom
Interest expens
Interest incom:
Income (loss) before income tax expense (ber
Income tax expense (benel
Net income (loss

Basic net income (loss) per shi
Diluted net income (loss) per sh

Weighted average number of shares outstan:
Basic

Diluted

Year Ended March 31,

2007 2006 2005
$136,323,00 $108,397,00 $96,719,00
115,040,00 82,992,00  68,064,00

21,283,00 25,405,00  28,655,00
18,185,00 14,337,00  11,622,00
4,116,001 3,536,001 2,759,001
1,457,001 1,234,001 836,000
23,758,00 19,107,00  15,217,00
(2,475,00) 6,298,000  13,438,00
(5,996,00)  (2,974,00)  (1,794,00)
83,00( 20,00( 102,00(
(8,388,00) 3,344,000  11,746,00
(3,432,00) 1,259,001 4,465,001

$ (4,956,000 $ 208500 $ 7,281,00
$ (059 $ 028 § 0.8¢
$ (059 $ 028 $ 0.8F

8,348,06! 8,251,31! 8,151,45!

8,348,06! 8,483,32: 8,599,96!

The accompanying notes to consolidated financiéstents are an integral part hereof.
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MOTORCAR PARTS OF AMERICA, INC. AND SUBSIDIARIES
Consolidated Statement of Shareholders’ Equity
For the years ended March 31, 2007, 2006 and 2005

Accumulated

Additional Shareholde! Other
Common Stock Paid-in Note Comprehensive Accumulated Comprehensive
Shares Amount Capital Receivable Income (Loss) Deficit Total Income
Balance at March 31, 20( 8,085,95! $ 81,00( $53,096,00 $ — $ (78,000 $ (12,265,00) $40,834,00
Exercise of option 98,00( 1,00(C 290,00( — — — 291,00(
Tax benefit from employee stock
options exercise — — 241,00( — — — 241,00(
Unrealized gain on investmer — — — — 17,00(¢ — 17,00( 17,00¢
Foreign currency translatic — — — — 6,00( — 6,00( 6,00(
Net Income — — — — — 7,281,001 7,281,001 7,281,001
Comprehensive Incon $ 7,304,001
Balance at March 31, 20( 8,183,95! 82,00( 53,627,00 — (55,000 (4,984,001 48,670,00
Exercise of option 132,15( 1,00¢ 285,00( — — — 286,00(
Tax benefit from employee stor —
options exercise — — 414,00( — — — 414,00(
Unrealized gain on investmer — — — — 76,00( — 76,00( $ 76,00(
Foreign currency translatic — — — — 64,00( — 64,00( 64,00(
Net Income — — — — — 2,085,001 2,085,00 2,085,001
Comprehensive Incon $ 2,225,001
Balance at March 31, 20( 8,316,10! 83,00( 54,326,00 — 85,00( (2,899,00i) 51,595,00
Exercise of option 57,017 1,00( 293,00( — — — 294,00(
Tax benefit from employee stock
options exercise — — 172,00( — — — 172,00(
Impact of tax benefit on APIC po — — (107,000) — — — (107,000)
Compensation recognized under
employee stock plar — — 1,557,001 — — — 1,557,001
Shareholder note receivat — — — (682,000 — — (682,00()
Unrealized gain on investmer — — — — 82,00( — 82,00( $ 82,00(
Foreign currency translatic — — — — (127,000 — (127,000) (127,000
Net Income — — — — — (4,956,001 (4,956,001 (4,956,001
Comprehensive Incorr $ (5,001,00i)
Balance at March 31, 20( 8,373,12, $_ 84,00( $56,241,00 $ (682,000 $ 40,00( $ (7,855,000 $47,828,00

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

Cash flows from operating activitie
Net income (loss

Consolidated Statement of Cash Flows
Year Ended March 31,

Adjustments to reconcile net income (loss) to @meshcused in operating activitie

Depreciation and amortizatic

Amortization of deferred gain on s-leasebacl

Provision for inventory reserwi

Provision for customer finished goods returns aals

Provision for customer allowances earl
Provision for customer payment discrepen:

Provision for doubtful accoun
Deferred income taxe
Shar-based compensation expel
Impact of tax benefit on APIC po
Shareholder note receivat

Loss on disposal of ass¢

Changes in current assets and liabilit

Accounts receivabl
Inventory

Income tax receivabl
Inventory unreturne

Prepaid expenses and other current a:

Other asset

Accounts payable and accrued liabilit

Income tax payabl
Deferred compensatic
Deferred incomt

Credit due custome
Deferred core revent
Long-term core inventor
Long-term core deposit
Other current liabilitie:

Net cash (used in) provided by operating activi

Cash flows from investing activitie

Purchase of property, plant and equipn
Proceeds from sé-leaseback transactic

Change in short term investme
Net cash used in investing activiti

Cash flows from financing activitie
Borrowings under line of crec
Repayments under line of cre

Net payments on capital lease obligati

Exercise of stock optior

Excess tax benefit from employee stock optionsased

Impact of tax benefit on APIC po

Net cash (used in) provided by financing activi

Effect of exchange rate changes on ¢
Net decrease in cash and cash equiva

Cash and cash equivale— Beginning of perioc
Cash and cash equivale— End of perioc

Supplemental disclosures of cash flow informat

Cash paid during the period fc
Interest
Income taxe:

Non-cash investing and financing activitit
Property acquired under capital le:

2007 2006 2005
$ (4,956,000 $ 2,085,000 $ 7,281,00
2,323,001 2,180,001 1,932,001
(518,00() (218,000) —
104,00( (403,000() (245,000()
6,254,001 473,00 1,068,001
3,318,001 (10,000 537,00
(1,157,00) 1,396,001 (389,00()
(8,000) 6,00( 6,00(
(3,444,00) 612,00 3,305,001
1,557,001 — —
107,00 — —
(682,000() — —
— — 6,00(
3,235,001 (855,000 (4,852,001
(661,000  (8,985,00)  (12,413,00)
(1,668,00) — 172,00(
(2,938,00i) (371,00 (506,000()
(949,00() 447,00 (180,00()
(97,000) (332,00() (130,000()
21,702,00 8,750,001 4,029,001
(738,000() (16,000 792,00
364,00 121,00 191,00(
(133,00() (133,000) 554,00
(1,793,00)  (10,750,00)  12,543,00
1,575,001 — —
(8,670,000  (6,396,00)  (9,521,00)
(20,791,00) (759,000() (67,000)
(649,00() 1,704,001 93,00(
(9,313,00)  (11,454,00) 4,206,001
(5,887,000  (4,372,00) (2,549,000
— 4,110,001 —
(117,00() (157,000 (199,00()
(6,004,00) (419,000 (2,748,000
50,636,000  21,331,00 2,000,001
(34,136,00)  (15,031,00)  (5,000,00)
(1,531,00)  (1,002,00) (411,00()
294,00 286,00 291,00
172,00 414,00( 241,00
(107,00() — —
15,328,00 5,998,001 (2,879,00)
(62,000) 64,00 2,00(
(51,000  (5,811,00)  (1,419,00i)
400,00 6,211,001 7,630,001
$ 349,000 $ 400,000 $ 6,211,001
$ 5807,000 $ 2,885000 $ 1,795,00!
1,995,001 30,00 59,00(
$ 371,000 $ 5675000 $ 109,00(

The accompanying notes to consolidated financééstents are an integral part hereof.
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NOTE A — Company Background

Motorcar Parts of America, Inc. and its subsidia(ithe “Company” or “MPA”) remanufacture and distrie alternators and starters for import
and domestic cars and light trucks. These replanep@ets are sold for use on vehicles after initetlicle purchase. These automotive parts are
sold to automotive retail chain stores and wareédlistributors throughout the United States anda@arand to a major automobile
manufacturer.

The Company obtains used alternators and stacemanonly known as cores, primarily from its custosngetailers) as trade-ins. It also
purchases cores from vendors (core brokers). Ttaéenes grant credit to the consumer when the psetlis returned to them, and the Company
in turn provides a credit to the retailer upon netito the Company. These cores are an essentiatialateeded for the remanufacturing
operations. The Company has remanufacturing, wasthg and shipping/receiving operations for altesrseaand starters in Mexico, Californ
Singapore and Malaysia. In addition, the Comparsyehevarehouse distribution facility in Nashvillerihessee and utilizes third party
warehouse distribution centers in Fairfield, Newsdg and Springfield, Oregon.

The Company changed its name to Motorcar Partawdrica, Inc. from Motorcar Parts & Accessories, It January 8, 2005. The Company
operates in one business segment pursuant to StattefFinancial Accounting Standards (“SFAS”) N81, “Disclosures about Segments of
Enterprise and Related Information.”

NOTE B — Summary of Significant Accounting Policies
1. Principles of Consolidatiol

The accompanying consolidated financial statémimclude the accounts of Motorcar Parts of Aogrinc and its wholly owned
subsidiaries, MVR Products Pte. Ltd., Unijoh SdhdBand Motorcar Parts de Mexico, S.A. de C.V.sidinificant intereompany accoun
and transactions have been elimina

2. Cash

The Company maintains cash balances in logatrdies in Singapore and Malaysia and in local@r®l dollar currencies in Mexico for
use by the facilities operating in those foreignrmoies. The balances in these foreign accourttarislated into U.S. dollars at March 31,
2007 and 2006 were $347,000 and $399,000, respaci

3. Accounts Receivab

The allowance for doubtful accounts is developeskHaupon several factors including custor’ credit quality, historical writ-off
experience and any known specific issues or disputech exist as of the balance sheet date. Acsaectivable are written off only wh
all collection attempts have failed. The Companggoot require collateral for accounts receive

The Company has two separate agreements egegiitetwo customers and their factors. Under treggeements, the Company may sell
those receivables at a discount agreed upon gitleethe receivables are sold. (See Note

4. Inventory, Lon-term Core Inventory and Lorterm Core Deposi

Inventory is stated at the lower of cost (defeed using an average costing method) or markeg.standard cost of inventory is based
upon the direct costs of material and an allocatiblabor and variable and fixed overhead coste JtAndard cost of inventory is evalug
at least quarterly during the fiscal year and adpi$o reflect current lower of cost or market lev&tandard costs are determined for
individual items of inventory within each of thedle classifications of inventory as follov

Core and other raw material inventories are statede lower of cost (determined using an averagéirgg method) or market. The
Company determines market by obtaining the cumegribcement cost based on average purchase poicesrés or other raw materials.
The Company accepts a significant level of returces from its customers at prices that do ndéceturrent replacement costs. The
Company uses core broker price lists to establistent replacement costs in instances when purstfes® core brokers do not provide
sufficient average purchase price information.

Finished goods cost includes the standard costreScand raw materials and allocations of labonaihble and fixed overhead. The
allocations of labor and variable and fixed overtheasts are determined based on the average astialf the production facilities over
the prior twelve months which approximates nornaglacity. This method prevents the distortion imgéad costs that would occur
during short periods of abnormally low or high puotion. In addition, the Company excludes certaiallocated overheads such as
severance costs, duplicated facility overhead casis spoilage from the calculation of the standasts and expenses them as period
costs as required in Financial Accounting StandBatsrd (FASB) Statement
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No. 151, “Inventory Costs, an amendment of ARB H®,. Chapter 4” (FAS 151). For the year ended M&th2007, costs of
approximately $216,000 were considered abnormattaunslexcluded from the standard cost calculation.

Work in process is in various stages of productisimn average 50% complete and is valued at 508tec$tandard cost of a finished
good. Work in process inventory historically consps less than 3% of the total inventory balance.

The Company provides an allowance for potentialiyess and obsolete inventory based upon histargzge

The Company applies the guidance pursuant to therging Issues Task Force Issue N¢-16,“Accounting by a Customer (Including
Reseller) for Cash Consideration Received from adée’ (“EITF 02-16"), by recording vendor discourats a reduction of inventories that
are recognized as a reduction to cost of saldseaimtentories are sol

When the Company ships goods to a customesditces the inventory account for the amount ofipcoshipped and establishes an
inventory unreturned account representing the vafuwmmres and finished goods included in that portf the shipment that is expected to
be returned within one year. Inventory unreturreedalued in the same manner as the Corr’s other inventory

In the fourth quarter of fiscal 2007, the Compaeclassified core inventory held at Company tioces and held at customers’ locations to
long-term core inventory. The reclassified corecimory totaled $42,492,000 and $33,822,000 at Mai;l2007 and 2006, respectively.
This reclassification had no impact on total assetsore inventory value. The Compasyletermination for reclassifying the core invey
was based on a current assessment of the timitige gkalization of the core valut

The long-term core deposit account is estabtidhased on a core purchase agreement the Comasmyith a customer that obligates the
Company to purchase cores held by a customer amaimang on the customer’s premises. The purchas®de through the issuance of
credits against that customer’s receivables eithex one time basis or over an agreed-upon peFivelamount of credits issued is based
upon the core purchase price previously establighdthe customer. At the same time, the Compaepnds the long-term core deposit
for the cores purchased at its standard core Thstdifference between the credit granted andtdredard cost of the long-term core
deposit is treated as a sales allowance reducirgnue as required under EITF-9.

The Company’s long-term core deposits are dtatehe lower of cost or market. The cost is distabd at the time of the transaction based
on the then current standard cost of the relateel iowentory. At least annually, and as often aartguly, a reconciliation and confirmation
is performed to determine that the number of cpteshased, but retained at the customer’s premisegins sufficient to support the
amounts recorded in the long-term core depositwadcét the same time, the aggregate value of tixeofncores is reviewed to determine
that the average standard cost per core has nppeddoelow the average standard cost at the tirtteeadriginal transaction. The Company
evaluates the value of cores supporting the long-t®re deposit account each quarter. This evaluasi performed on the cores in
aggregate and gives consideration to the Compamyss standard costs. If the Company identifiesgeynanent reduction in either the
number or the aggregate value of the core inventoxyheld at the customer location, the Company meiord a reduction in the lortgrm
core deposit account for that peri

5. Income Taxe

The Company accounts for income taxes in accordaitbeguidance issued by the Financial Accountitgn8ard Board“FASB”) in
Statement of Financial Accounting Standards No.(I88AS”), “Accounting for Income Taxes,” which reiges the use of the liability
method of accounting for income tax

The liability method measures deferred incoaxes by applying enacted statutory rates in effette balance sheet date to the differences
between the tax base of assets and liabilitiegtagid reported amounts in the financial statemerte. resulting asset or liability is adjus

to reflect changes in the tax laws as they occuralation allowance is provided to reduce defeteedassets when it is more likely than
not that a portion of the deferred tax asset vatl lve realized
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As required, the liability method is also used @teitmining the impact of the adoption of Finanéiatounting Standards Boa
(FASB) Statement of Financial Accounting Standddds 123 (revised 2004), “Share-Based Payment”, (E28R) on the Company’s
deferred tax assets and liabiliti

The primary components of the Comp’s income tax provision (benefit) are (i) the cutrgbility or refund due for federal, state a
foreign income taxes and (ii) the change in the amof the net deferred income tax asset, incluttiegeffect of any change in the
valuation allowance

Realization of deferred tax assets is dependent tiEpCompar’s ability to generate sufficient future taxableame. The Company hi
long-term agreements with all of its major custosn&hich expire at various dates ranging from Deaam207 through December 2012.
In addition, the Company has certain core purcloatigations with certain customers that expireaious dates through March 2015. (!
Note | and O). Management believes that it is nlikedy than not that future taxable income will efficient to realize the records
deferred tax assets. Future taxable income is bas@thnagement’s forecast of the future operatsglts of the Company. Management
periodically reviews such forecasts in comparisdth actual results and there can be no assuraatsulch results will be achieve

6. Plant and Equipmer

Plant and equipment are stated at cost, less adateduwepreciation and amortization. The cost ditawhs and improvements a
capitalized, while maintenance and repairs areggthto expense when incurred. Depreciation and t&ation are provided on a straight-
line basis in amounts sufficient to relate the aistepreciable assets to operations over thdémattd service lives, which range from
three to ten years. Leasehold improvements aretem@drover the lives of the respective leases @strvice lives of the leasehold
improvements, whichever is short

7. Foreign Currency Translatio

For financial reporting purposes, the functionarency of the foreign subsidiaries is the locakency. The assets and liabilities of fore
operations are translated into the reporting cayr€b).S. dollar) at the exchange rate in effed¢hatbalance sheet date, while revenues and
expenses are translated at average exchange uateg the year in accordance with SFAS 52, “Forelgmrency Translation.” The
accumulated foreign currency translation adjustneptesented as a component of Other Comprehehsivene in the Consolidated
Statement of Sharehold’ Equity.

8. Revenue Recognitic

The Company recognizes revenue when performiaytiee Company is complete. Revenue is recognizezh all of the following criteria
established by the Staff of the SEC in Staff AcdmgnBulletin 104,“Revenue Recognitic” have been me

» Persuasive evidence of an arrangement e:

» Delivery has occurred or services have been redd

» The selle’s price to the buyer is fixed or determinable,
»  Collectibility is reasonably assure

For products shipped fr-on-board “FOB”) shipping point, revenue is recognized on the daghipment. For products shipped F(
destination, revenues are recognized two days thigedate of shipment based on the Company’s expegiregarding the length of transit
duration. The Company includes shipping and hagditmarges in its gross invoice price to customedsa@assifies the total amount as
revenue in accordance with Emerging Issues TaskeHssue (“EITF”) 00-10, “Accounting for ShippingdiHandling Fees and Costs.”
Shipping and handling costs are recorded as casile$

Unit value revenue is recorded based on thepg2@owyis price list, net of applicable discounts afidwances. The Company allows
customers to return slow moving and other inventdhe Company provides for such returns of inventoraccordance with SFAS 48,
“Revenue Recognition When Right of Return ExisT@ie Company reduces revenue and cost of salebdamit value of goods sold ba:
on a historical return analysis and informationaitd from customers about current stock ley

The Company accounts for revenues and cost of ealame-of-core-value basis. Management has determined that thep@uwy's
business practices and contractual arrangementl ireghe return to the Company of more than 9G%lloused cores. Accordingly, the
Company excludes the value of cores from revenaedordance with Statement of Financial Accoun8tendards 48, “Revenue
Recognition When Right of Return Exi¢" (“SFAS 4{").
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10.

11.

When the Company ships a product, it recognizeshéigation to accept a returned core by recordiegrera receivable account bas
upon the core price agreed upon by the Companytsuedstomer. Upon receipt of a core, the Compaantg the customer a credit based
on the core price billed, and restores the retuoued to inventory

When the Company ships a product, it invoices oetastomers for the core portion of the produdtulitcore sales price. For these col

the Company recognizes core revenue based upastiarate of the rate at which the Company’s custemélt pay cash for cores in lieu
of returning cores for credit

In addition, the Company recognizes revenue relm@dres not expected to be returned originallg ab nominal core price. Unlike tt

full price cores, the Company only recognizes reneinom cores not expected to be returned whe@tmpany believes it has met all the
following criteria under SAB 104

» the Company has a signed agreement with the mestoovering the nominally priced cores not expobebe returned, and the
agreement must specify the number of cores itooest will pay cash for in lieu of returning a camed the basis on which the
nominally priced cores are to be valued (normdlly average price per core stipulated in the agregn

» the contractual date for reconciling the Compamgtords and customer’s records of the numbeowiimeally priced cores not
expected to be returned must be in the currentpoioa period.

» the reconciliation of the nominally priced coressnibe completed and agreed to by the custo
» the amount must be billed to the custon

The Company has made in the past and may make ifutilre agreements with certain customers tc-back cores (See Note | and |

The difference between the credit granted andttedard cost of the cores bought back is treatedsades allowance reducing revenue as
required under EITF 01-9. As a result of the insiheg level of core buybacks, the Company now defers revenue from these customers
until there is no expectation that the sales allosea associated with core buybacks from these mastowill offset core revenues that
would otherwise be recognized once the criteri@thatbove have been met. During the year ended Ngdrck007, $1,575,000 of such
core revenues was deferred. No core revenues veéered in prior period:

In May 2004, the Company began to offer productpay-on-scan “PO<S") arrangement with its largest customer. For POSritorg,
revenue was recognized when the customer notifiedCompany that it had sold a specifically ideatifproduct to an end user. POS
inventory represents inventory held on consignnaégustomer locations. This arrangement was disuoed in August 2006. See “Note I-
Pay-on-Scan Arrangement; Termination of l-on-Scan Arrangement; and Inventory Transaction wittgkat Custom(”.

Marketing Allowance

The Company records the cost of all marketing adlloges provided to its customers in accordance &liftr 01-09, “ Accounting for
Consideration Given by a Vendor to a Customer.’iSaltowances include sales incentives and conaessitoluntary marketing
allowances related to a single exchange of proagctecorded as a reduction of revenues at thettimeelated revenues are recorded or
when such incentives are offered. Other marketilogvances, which may only be applied against fupuwechases, are recorded as a
reduction to revenues in accordance with a schesiléorth in the relevant contract. Sales incensimnounts are recorded based on the
value of the incentive provided. See “Note O-Commeitts and Contingencies” for a more complete detsoni of all marketing
allowances

Advertising Cost

The Company expenses all advertising costs asredufAdvertising expenses for the fiscal years dnidarch 31, 2007, 2006 and 2005
were $201,000, $320,000, and $87,000, respecti

Net Income Per Shau

Basic income per share is computed by dividingmaime by the weighted average number of sharesrmafnon stock outstanding during
the period. Diluted income per share includes ffexg if any, from the potential exercise or corsien of securities, such as stock options
and warrants, which would result in the issuanceafemental shares of common stc
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The following represents a reconciliation of beeic diluted net income per sha

Year end March 31,

2007 2006 2005

Net income (loss $(4,956,001) $2,085,00! $7,281,00!
Basic share 8,348,06! 8,251,31! 8,151,45!

Effect of dilutive options and warrar — 232,00« 448,51(
Diluted share: 8,348,06! 8,483,32. 8,599,96!
Net income (loss) per shal

Basic $ (0.59 $ 0.2t $ 0.8¢

Diluted $ (0.59 $ 0.2t $ 0.8t

12.

13.

14.

The effect of dilutive options and warrants exckide270,649 options with exercise prices rangiogf$1.10 to $19.13 per share in 20
24,875 options with exercise prices ranging fror.81 to $19.13 per share in 2006, and 361,525 aptidth exercise prices ranging fri
$8.70 to $19.13 per share in 2(— all of which were an-dilutive.

Use of Estimate

The preparation of consolidated financial stateméntonformity with accounting principles geneyadkcepted in the United States
America requires management to make estimatesssuingtions that affect the reported amounts ictimsolidated financial statements
and accompanying notes. Actual results could diffam those estimates. On an on-going basis, thegaoy evaluates its estimates,
including those related to the carrying amountropgerty, plant and equipment; valuation and reallowances for receivables,
inventories, and deferred income taxes; accruéilitias; and litigation and dispute

The Company uses significant estimates in the tation of sales returns. These estimates are las#te Compar’s historical returt
rates and an evaluation of estimated sales refronmsspecific customer:

The Company uses significant estimates in the tation of the value of inventon

The Company’s calculation of inventory reservelags significant estimates. The basis for the iegy reserve is a comparison of
inventory on hand to historical production usageales volumes

The Company records its liability for s-insured worker compensation by including an estimate of the td&ms incurred and reportt
as well as an estimate of incurred, but not replotaims by applying the Company’s historical glaidevelopment factor to its estimate
of incurred and reported clairr

The Company uses significant estimates in the tation of its income tax provision or benefit bying forecasts to estimate whethe
will have sufficient future taxable income to realiits deferred tax assets. There can be no asssrémat the Company’s taxable income
will be sufficient to realize such deferred taxedss

A change in the assumptions used in the estimatesafes returns, inventory reserves and inconmestaauld result in a difference in the
related amounts recorded in the Com('s consolidated financial statemer

Financial Instrument:

The carrying amounts of cash and cash equivalshtst-term investments, accounts receivable, adsquayable and accrued liabilities
approximate their fair value due to the short-teiature of these instruments. The carrying amouitisedline of credit and other lontgrm
liabilities approximate their fair value based amrent rates for instruments with similar charasters.

Stock Options and She«-Based Paymen

Effective April 1, 2006, the Company adopted Firiah&ccounting Standards Board (FASB) Statemeriinancial Accounting Standar
No. 123 (revised 2004“Share-Based Payment”, (FAS 123R) using the madiifi@spective application method of transitiondbrits
stock-based compensation plans. Accordingly, wthi¢ereported results for the year ended March 8Q7 2eflect the adoption of FAS
123R, prior year amounts have not been restate81E8R requires the compensation cost associatbdsteitk-based compensation plans
be recognized and reflected in a com(’'s reported result:
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The following table presents the impact adoptioRAS 123R had on the Comp¢ s audited consolidated statement of operationthe
year ended March 31, 20C

Year Ended March

31, 2007
Operating income (los: $ (1,557,00)
Interest expens— net of interest incom —
Income (loss) before income tax expense (ber (1,557,000
Income tax expense (benel (542,000
Net income (loss $ (1,015,000
Basic net income (loss) per shi $ (0.12)
Diluted net income (loss) per shi $ (0.12)

Prior to the adoption of FAS 123R, the Company aoted for stoc-based employee compensation as prescribed by Atogurinciples
Board Opinion (“APB") No. 25, “Accounting for Stodksued to Employees,” and adopted the disclosurégions of SFAS 123,
“Accounting for Stock-Based Compensation,” and SRAS8, “Accounting for Stock-Based Compensation-$itaon and Disclosure-an
amendment of SFAS 12"

Under the provisions of APB No. 25, compensatiost for stock options is measured as the exideasy, of the market price of the
Companys common stock at the date of the grant over theuatran employee must pay to acquire the stock. SSE23 requires pro forn
disclosures of net income and net income per ssitthe fair value based method accounting focksbased awards had been applied.
Under the fair value based method, compensatiohis€oscorded based on the value of the awardeagithnt date and is recognized over
the service perioc

The following table presents pro forma net incowetlie years ended March 31, 2006 and 2005 asripeasation costs associated v
the Compan’s option arrangements had been determined in amcoedvith SFAS 12!

Year end March 31,

2006 2005
Net income as reporte $2,085,00! $7,281,001
Add: Stocl-based employee compensation expense included neploeted net income, net of related
effects — —
Deduct: Total stock-based employee compensatioaresgpdetermined under fair value based method
all awards, net of related tax effe (277,000 (909,000
Pro forma net incom $1,808,00! $6,372,001
Basic net income per she— as reporte: $ 0.2t $ 0.8¢
Basic net income per she— pro forma $ 0.22 $ 0.7¢
Diluted net income per sha— as reporte: $ 0.2t $ 0.8t
Diluted net income per sha— pro forma $ 0.21 $ 0.74

In November 2005, the FASB issued Staff Pasi(leSP) FAS 123 (R)-3, “Transition Election Related\ccounting for the Tax Effects of
Share-Based Payment Awards” (“FSP 123 (R)-3"). E3® (R)-3 provides an elective alternative transitinethod for calculating the pool
of excess tax benefits available to absorb taxc@gfcies recognized subsequent to the adoptio®8f 23R. The Company had signific
vested options on their adoption date of FAS 128&Rtherefore has elected to compute its APIC psalescribed in paragraph 81 of FAS
123R. The excess tax benefits for the year endediMzil, 2007 of $107,000 (determined based ongheirements of paragraph 81 of
FAS 123R) are presented as a cash outflow fromadipas and a cash inflow from financing activiti

The fair value of stock options used to comphiare-based compensation reflected in reportedtsasder FAS 123R and the pro forma
net income and pro forma net income per shareatisoks under APB No. 25 is estimated using thelB&aholes option pricing model,
which was developed for use in estimating thevaiue of traded options that have no vesting regiris and are fully transferable. This
model requires the input of subjective assumptinoksiding the expected volatility of the underlyistpck and the expected holding period
of the option. These subjective assumptions arecas both historical and other information. Chanigethe values assumed and used in
the model can materially affect the estimate af falue. Options to purchase 411,500 and 405,88festof common stock were granted
during the years ended March 31, 2007 and 2
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The table below summarizes the Bl-Scholes option pricing model assumptions used tivel¢he weighted average fair value of the s
options granted during the periods nof

Year end March 31,

2007 2006 2005
Risk free interest rai 4.64% 4.12% 3.22%
Expected holding period (yeal 5.9C 5.0C 5.0C
Expected volatility 40.5%% 27.0(% 45.0(%
Expected dividend yiel —% —% —%
Weighted average fair value of options grar $ 5.5¢ $ 3.1¢ $ 3.91
15. Credit Risk

16.

17.

18.

19.

The majority of the Company'’s sales are to lea@dingpmotive after market parts suppliers. Managerbeligves the credit risk with
respect to trade accounts receivable is limitedtduke Company’s credit evaluation process andhétere of its customers. However,
should the Company’s customers experience significash flow problems, the Company’s financial fosiand results of operations
could be materially and adversely affect

Deferred Compensation Pl

The Company has a deferred compensation plan ftaicenembers of management. The plan allows ppatits to defer salary, bonuses
and commission. The assets of the plan are heddrmst and are subject to the claims of the Cowigageneral creditors under federal
state laws in the event of insolvency. Consequetitly trust qualifies as a Rabbi trust for incoaepiurposes. The plan’s assets consist
primarily of mutual funds and are classified asditable for sale.” The investments are recordedatket value, with any unrealized gain
or loss recorded as other comprehensive incomassrih shareholders’ equity. Adjustments to thertetl compensation obligation are
recorded in operating expenses. The carrying vallydan assets was $859,000 and $660,000, andrééfeompensation obligation was
$859,000 and $495,000 at March 31, 2007 and 2@8pectively. The expense recorded in the year 26672006 related to the deferred
compensation plan was $120,000 and $148,000, resplgc

Comprehensive Income or Lc

SFAS 130, “Reporting Comprehensive Inconmestablished standards for the reporting and displapmprehensive income or loss ani
components in a full set of general purpose fir@rstatements. Comprehensive income or loss isektfas the change in equity during a
period resulting from transactions and other evantscircumstances from non-owner sources. The @oyp total comprehensive
income or loss consists of net income or loss fforign currency translation adjustments and uizedlgains or losses on short-term
investments. The Company has presented compreleeinsiome or loss on the Consolidated Statemenhafe®older Equity.

Liquidity

At March 31, 2007, the Company had a cash balah$849,000, accounts payable balance of $42,75&00thad borrowed $22,800,000
under its line of credit. To respond to the Compsugyowing working capital needs and strengthefiritsncial position, in May 2007 the
Company completed a private placement of commarkstad warrants that resulted in aggregate grassepds before expenses of
$40,061,000 and net proceeds of approximately $86000. The proceeds from this private placememéwsed to repay the borrowed

amounts under its line of credit and to reduceattmunts payable balances. The Company believdsth@wings under its line of credit
arrangement will be available to the Company thhmug the year. The line of credit facility does e&pire until October 200t

The Company believes the proceeds from its reaévdtp placement together with amounts availabldenits amended credit facilit
cash flows from operations and its cash and skart thvestments on hand are sufficient to satisfgxpected future working capital
needs, capital lease commitments and capital exjpeadbligations over the next year. The Compaanynot provide assurance in this
regard, howevel

Reclassification:

Certain prior year amounts have been reclassifienfirm with the fiscal 2007 presentati
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20. Recent Accounting Pronounceme

In February 2007, the FASB issued SFAS No. I%® Fair Value Option for Financial Assets and Fioal Liabilities (* FAS No0.159").
FAS No. 159 permits companies to choose to meaguedr value certain financial instruments andeotitems that are not currently
required to be measured at fair value. FAS No.is®fective for fiscal years beginning after Novwn 15, 2007. The Company expects
to adopt FAS No. 159 in the first quarter of fis2aD9.

In September 2006, the FASB issued FAS No. Fait, Value Measurement§FAS No. 157”). FAS No. 157 defines fair value ¢he
price that would be received to sell an asset @ fpetransfer a liability in an orderly transactibetween market participants at the
measurement date. It also established a framewonkéasuring fair value in GAAP and expands disales about fair value
measurement. FAS No. 157 applies under other atiogupronouncements that require or permit faiueaineasurements. FAS No. 15°
effective for fiscal years ending after Novembey 2807 and interim periods within those fiscal wedthe Company is currently
evaluating the impact of FAS No. 157 on its cordatied financial position and results of operatit

In June 2006, the FASB issued FASB Interpretation48, “Accounting for Uncertainty in Income Taxas, interpretation of FASB
Statement No. 109” (FIN 48). FIN 48 clarifies thezaunting for uncertainty in income taxes recogaiirean enterprise’s financial
statements and prescribes a recognition thresboffinancial statement recognition and a measur¢matribute for a tax position taken or
expected to be taken in a tax return. This Inteégien also provides related guidance on derecimgnitlassification, interest and
penalties, accounting in interim periods and disate. FIN 48 is effective for the Company beginnigil 1, 2007. While the Company’s
evaluation is not complete, management does naotxpat the adoption of FIN 48 will have a matergact on the Compang’financia
statements

NOTE C — Restructuring Charges

In the fourth quarter of fiscal 2007, the Compalimimated 80 positions from its Torrance faciliti€everance and other related costs totaling
$258,000 were recorded as general and administratipenses in the fourth quarter of fiscal 2007 @aid to terminated employees through
April 3, 2007.

The following table summarizes the activities ie thompany’s restructuring reserve included undematttrued expenses in the accompanied
consolidated balance sheet for the period endedtviait, 2007.

Costs for
Employees

Terminated

Balance at March 31, 20( $ —
Additions to reservi 258,00(
Cash payment (232,000
Balance at March 31, 20( $ 26,00(

NOTE D — Short-Term Investments

The short-term investments account contains thetae$ the Company’s deferred compensation plae.plan’s assets consist primarily of
mutual funds and are classified as available ft&. g8 of March 31, 2007 and 2006, the fair maxadtie of the short-term investments was
$859,000 and $660,000, and the liability to plartipants was $859,000 and $495,000, respectively.

NOTE E — Accounts Receivable

Included in Accounts receivable — net are signiftoaffset accounts related to customer allowaneesesl, customer payment discrepancies,
in-transit and estimated future unit returns, eated future credits to be provided for cores retdrhy the customers and potential bad debts.
Due to the forward looking nature and the differaging periods of certain estimated offset accquh&y may not, at any point in time, dire«
relate to the balances in the open trade accoaotsvable.
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Accounts receivable — net is comprised of the felfgy at March 31:

2007 2006
Accounts receivabl- trade $27,299,00 $29,134,00
Allowance for bad debt (18,000 (26,000
Customer allowances earn (5,003,001) (1,685,001
Allowance for custome«payment discrepancit (823,000 (1,980,001
Customer finished goods returns accrt (9,776,00I) (3,522,001
Customer core returns accru (9,420,000 (8,019,000
Less: total accounts receivable offset acco (25,040,00) (15,232,00)
Total accounts receivab- net $ 2,259,000 $ 13,902,00
Note F — Inventory
Inventory is comprised of the following at March: 31
2007 2006
Raw material $14,990,00 $ 8,721,00!
Work-in-process 185,00( 82,00(
Finished good— POS consignment invento — 9,067,00!
Finished good 18,762,00 15,401,00
33,937,00 33,271,00
Less allowance for excess and obsolete inver (2,093,000 (1,989,000
Total $31,844,00 $31,282,00

Note G — Inventory Unreturned

Inventory unreturned represents the standard staef at the lower of cost or market) of finisigedds shipped to customers and expected to
be returned within one year. Upon product shipmiéyet,Company reduces the inventory account foatheunt of product shipped and
establishes the inventory unreturned asset acdoutitat portion of the shipment that is expectethe returned by the customer. At March 31,
2007 and 2006, inventory unreturned was $3,886z0@0$948,000, respectively.

Note H — Plant and Equipment
Plant and equipment, at cost, are as follows acmad.:

2007 2006
Machinery and equipmel $ 23,871,000 $ 19,756,00
Office equipment and fixture 5,491,00! 5,153,00!
Leasehold improvemen 5,574,00! 3,813,00!
34,936,00 28,722,00
Less accumulated depreciation and amortize (18,885,00) (16,558,00)
Total $ 16,051,00 $12,164,00

Plant and equipment located in the foreign cousitnibere the Company has production facilities ofi@iccumulated depreciation, totaled
$5,201,000 and $3,104,000 at March 31, 2007 an@,2@8pectively. These assets constitute subdtgraibthe long-lived assets of the
Company located outside of the United States.

Note | — Pay-on-Scan Arrangement; Termination of Pg-on-Scan Arrangement; and Inventory Transaction wih Largest Customer
In May 2004, the Company and its largest customegred into a fougear agreement. Under this agreement, the Compacante the primat
supplier of import alternators and starters foheif this customer’s distribution centers and adr® sell this customer
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certain products on a “pay-on-scan” (“POS") balisder the POS arrangement, the Company was entitlexteive payment upon the sale of
products to end users by the customer. As palteoR004 agreement, the parties agreed to use aadeaommercial efforts to convert the
overall purchasing relationship to a POS arrangefmgi\pril 2006, and, if the POS conversion was fodyy accomplished by that time, the
Company agreed to convert $24,000,000 of this custis inventory to a POS arrangement by purchasingrfentory through the issuance
credits of $1,000,000 per month over a 24-montiogernding April 2008.

The POS conversion was not completed by April 2@D@l, the parties agreed to terminate the POS amagigt as of August 24, 2006. As part
of the August 2006 agreement, the customer purdhhi®se products previously shipped on a POS bHsis transaction, after the application
of the Company’s revenue recognition policies, éased sales by $19,795,000 for the year ended M4rc2007. The August 2006 agreement
also extended the term of the Company’s primanpbeiprights from May 2008 to August 2008.

Under this agreement, the Company purchased appabely $19,980,000 of the custonmsecore inventory by issuing credits to the custoim
that amount on August 31, 2006. In establishing¢feted long-term core deposit account, the Compaltued these cores at $11,918,000
based on the then current standard cost of coentowy unreturned. The difference of $8,062,000 rgasrded as a sales incentive and
accordingly reflected as a reduction of saleslieryear ended March 31, 2007. When the relatiorts#tiween the Company and the customer
ends, this agreement calls for the customer talp@yCompany for unreturned cores in cash. This pagiment is based on the contractual v
for each unreturned core.

The net effect of the termination of the POS aresmgnt, after application of the Company’s revermgdgnition policies was an increase in net
sales of $11,733,000 for the year ended March @272

NOTE J — Long-term Core Deposit

The Company has agreed with certain customersrithpge and retain the value of the core portidh®femanufactured alternators or starters
which are on-hand at those customers’ locationshéinception of any such agreement, the Compatabkshes a long-term core deposit
valued at the standard core cost at the date afgheement. In cases which the Company purchaseoths, the average purchase price of the
cores exceeds the average standard cost of the ddre difference between the aggregate purchaceegmd the aggregate standard core ct
deemed a sales incentive under EITF 01-9 and redaxd a reduction in sales revenues at the inceptithe agreement. These agreements
require the customer to either return a core tdhepany or pay the Company for unreturned coressh at the termination of the customer
relationship. The cash payment made at the eneafdiationship is based on the contractual valuedch unreturned core which exceeds the
aggregate standard core cost used to establisarthderm core deposit at the inception of the egrent with the customer.

The Company'’s long-term core deposits are stated@wer of cost or market. The cost is establishtdtie time of the core purchase
transaction based on the then current standarcd€aste inventory unreturned. At least annuallyd as often as quarterly, a reconciliation and
confirmation is performed to determine that the benof cores purchased but retained at the custoptemise’s remains sufficient to support
the balance in the long-term core deposit accatrthe same time, the aggregate value of the mbooés is reviewed to determine that the
aggregate value of the cores in the account hashastged during the reporting period. If the Conypidentifies any permanent reduction in
either the number or the aggregate value of the icmentory held at the customer location, the Camypwill record a reduction in the long-
term core deposit account for that period. As negliunder ARB 43 “Restatement and Revision of Aatiog Research Bulletins (as
amended)”, chapter 4, statement 6, the reductidinegong-term core deposit account will take iodmsideration the fact that the customer is
generally obligated to pay for unreturned coreggriges that exceed the costs used to establidornigeterm core deposit account if the
Company'’s relationship with a customer ends. Then@any will not therefore, reduce the value of iregterm core deposit below an amount
equal to net realizable value reduced by an alleeaapresenting an approximately normal profit rimafgor the years ended March 31, 2007
and 2006, there were no reductions in the valubefong-term core deposit account. The long-teone cleposit account was $21,617,000 and
$826,000 at March 31, 2007 and 2006, respectively.

Note K — Capital Lease Obligations

The Company leases various types of machinery amgbuater equipment under agreements accounted faapdisl leases and included in pl
and equipment as follows at March 31:

2007 2006
Cost $ 8,241,00! $ 7,879,00!
Less: accumulated amortizati (2,973,000 (1,680,001
Total $ 5,268,00! $ 6,199,00!
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Future minimum lease payments at March 31, 200thcapital leases are as follows:

Year ending March 31,

2008 $ 1,875,00!
2009 1,749,00!
2010 1,474,001
2011 701,00(
2012 19,00(
Thereaftel —
Total minimum lease paymer 5,818,00!
Less amount representing inter (621,000
Present value of future minimum lease payn 5,197,00!
Less current portio 1,568,001

$ 3,629,001

On October 26, 2005, the Company entered into tataale-leaseback agreement with a bank. Thesaggat provided the Company with
$4,110,000 in equipment financing repayable in rigrinstallments of $81,000 over the 60 month tefrthe lease agreement, with a one
dollar purchase option at the end of the lease.t&ha financing arrangement has an effective isteae of 6.75%. The proceeds from the
agreement were used to reduce the outstandingdeaiarthe Compang'line of credit with the bank, which had been usefiscal 2006 to fun
the purchase of fixed assets.

Assets financed under the agreement had a netuado& of $1,517,000. The difference between thenfing provided, which was based on
the fair market value of the equipment, and theboek value of the equipment financed was accoufuteds a deferred gain on the sale-
leaseback agreement. The deferred gain is beingtiaetat a monthly rate of $43,000 over the esidive year life of the capital lease as
and is accounted for as an offset to general amirastrative expenses. At March 31, 2007, the detkgain remaining to be amortized was
$1,859,000.

Note L — Line of Credit and Factoring Agreements

In April 2006, the Company entered into an amenctedit agreement with the bank that increasedé@ditavailability from $15,000,000 to
$25,000,000, extended the expiration date of tadicfacility from October 2, 2006 to October 1080and changed the manner in which the
margin over the benchmark interest rate is caledlabtarting June 30, 2006, the interest ratelfates as noted below:

Leverage ratio as of the end of the fiscal quarter
Greater than or

Base Interest Rate Selected by the Company equal to 1.50to 1.0 Less than 1.50 to 1.C
Bank's Reference Rate, pl 0.0% per yea -0.25% per yea
Bank's LIBOR Rate, plu: 2.0% per yea 1.75% per yea

For purposes of this calculation, leverage ratidefned to mean the ratio of (a) Indebtednesd #sedast day of such fiscal quarter minus any
direct or contingent obligations of the Company emithe letter of credit to (b) EBITDA for the foaonsecutive fiscal quarters ending on such
date.

In August 2006, the bank credit agreement was aptetalincrease the credit availability from $25,000 to $35,000,000. On March 23,
2007, the Company further entered into an amendiodtg credit agreement with the bank. Under grens of the March 2007 amendment,
bank agreed to provide the Company a non-revoliag up to $5,000,000. This non-revolving loan baterest at the bank’s prime rate and
was due on June 15, 2007. At March 31, 2007, nauatsavere outstanding. On May 24, 2007, the Compepgid the $5,000,000 utilized
subsequent to March 31, 2007 from the proceeds @fivate placement of common stock and warrgBese Note V).

The bank holds a security interest in substantalllpf the Company’s assets. At March 31, 2007 20@6, the Company had reserved
$4,301,000 of this revolving line of credit for stiy letters of credit for worker's compensatiosurance and had borrowed $22,800,000 and
$6,300,000, respectively, under this line of credit

The credit agreement as amended includes varinasdial conditions, including minimum levels of gésle net worth, cash flow, current rat
fixed charge coverage ratio, maximum leverage saitd a number of restrictive covenants, includimgs on capital expenditures and
operating leases, prohibitions against additiondébtedness, payment of dividends, pledge of aaséttans to officers and/or affiliates. In
addition, it is an event of default under the la@meement if Selwyn Joffe is no longer the CompauGEO.
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In connection with the April 2006 amendment to ¢thedit agreement, the Company agreed to pay aaglyefee of 0.375% per year if the
leverage ratio as of the last day of the previdasaf quarter was greater than or equal to 1.5006 or 0.25% per year if the leverage ratio is
less than 1.50 to 1.00 as of the last day of teeipus fiscal quarter. A fee of $125,000 was chdidgethe bank in order to complete the
amendment. The amendment completion fee is payaitheee installments of $41,666. The first paym&as made on the date of the
amendment to the credit agreement, the second &es on or before February 1, 2007 and the thitd e paid on or before February 1,
2008. The fee was deferred and is being amortineal straight-line basis over the remaining terrareflit facility.

As a result of the August 2006 amendment, the lraereased the minimum fixed charge coverage ratibthe maximum leverage ratio and
increased the amount of allowable capital expenelitun addition, the unused facility fee is nowlégr against any difference between the
$35,000,000 commitment and the average daily audgtg amount of credit the Company actually usetndweach quarter. The bank charged
an amendment fee of $30,000 which was paid andnsegkon the effective date of the amendment torénit agreement.

In November 2006, the bank credit agreement wakduamended to eliminate the impact of the $8@®B2reduction in the carrying value of
the long-term core deposit account discussed i Nfiir purposes of determining the Company’s caamgle with the minimum cash flow
covenant and to decrease the minimum requiredmurago. This amendment was effective as of Septr30, 2006.

In connection with the March 2007 amendment toctieelit agreement, the Company agreed to providedah& with its monthly financial
statements, monthly aged reports of accounts ralks\and accounts payable and monthly inventorgrtepThe Company also agreed to al
the bank, at its request, to inspect the Compaassets, properties and records and conduct oaggit@isals of the Company’s inventory.

At March 31, 2007, the Company was not in compkawith loan agreement covenants requiring the Compa (i) achieve EBITDA of not
less than $3,000,000 for the three months endedhvizt, 2007, (ii) achieve EBITDA of not less thaB8¥00,000 for the four consecutive
fiscal quarters ended March 31, 2007, (iii) maimtaileverage ratio of not less than 2.25 to 1.06f &ise last day of the three month ended
March 31, 2007, (iv) maintain a current ratio of kess than 1.20 to 1.00 as of the last day offihee months ended March 31, 2007, (v) not
incur operating lease obligations exceeding $3@Mfor the fiscal year ended March 31, 2007 ai)da@hieve minimum levels of tangible 1
worth. In June 2007, the bank provided the Compeitly a waiver of these covenant defaults.

In addition, in conjunction with the June 2007 waivthe bank credit agreement was amended to etmithe impact of the $8,062,000
reduction in the carrying value of the long-termecdeposit account for purposes of determiningcounpliance with the fixed charge coverage
ratio and leverage ratio. The effective date ofatrendment for the fixed charge coverage ratioMash 31, 2007.

Under two separate agreements executed on JuB0B@,and August 21, 2003 with two customers andl teepective banks, the Company
may sell those customers’ receivables to thosedank discount agreed-upon at the time the relsleisare sold. These discount arrangements
have allowed the Company to accelerate collectfidhecustomers’ receivables aggregating $87,78z0@ $77,683,000 for the years ended
March 31, 2007 and 2006, respectively, by an awecd@26 days and 189 days, respectively. On anaized basis, the weighted average
discount rate on the receivables sold to the bdokisg the years ended March 31, 2007, 2006 an8 2@ 6.7%, 5.9% and 4.2%,

respectively. The amount of the discount on theseivables, $3,785,000, $2,292,000 and $1,539@0Mé years ended March 31, 2007, 2
and 2005, respectively, was recorded as intergetrese.

NOTE M — Preferred Stock

On February 24, 1998, the Company entered intaggatRiAgreement with Continental Stock Transfer &strCompany. As part of this
agreement, the Company established 20,000 shafeyries A Junior Participating Preferred Stock,vadwne $.01 per share. The Series A
Junior Participating Preferred Stock has prefea¢ntiting, dividend and liquidation rights over tBiemmon Stock.

On February 24, 1998, the Company also declaredidedd distribution to the March 12, 1998 holdefsecord of one Right for each share of
Common Stock held. Each Right, when exercisablét]esnits holder to purchase one one-thousandthgifare of the Company’s Series A
Junior Participating Preferred Stock at a pric8&B per one one-thousandth of a share (subjedjtstanent).

The Rights are not exercisable or transferabletdpan the Common Stock until an Acquiring Persasdefined in the Rights Agreement,
without the prior consent of the Company’s BoardaEctors, acquires 20% or more of the outstandimgyes of the Common Stock or
announces a tender offer that would result in 2@¢bership. The Company is entitled to redeem théaRjcat $0.001 per Right, any time until
ten days after a 20% position has been acquiredetJeertain circumstances, including the acquisitib20% of the Compang’common stoc
without the prior consent of the Board, each Rigittowned by a potential
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Acquiring Person will entitle its holder to recejwgon exercise, shares of common stock havindue eual to twice the exercise price of the
Right.

Holders of a Right will be entitled to buy stockasf Acquiring Person at a similar discount if, aftee acquisition of 20% or more of the
Company’s outstanding common stock, the Compaimwidved in a merger or other business combinaiiansaction with another person in
which it is not the surviving company, the Compangdmmon stock is changed or converted, or the @osnpells 50% or more of its asset:
earning power to another person.

The Rights expire on March 12, 2008 unless eardideemed by the Company.

The Rights make it more difficult for a third pattyacquire a controlling interest in the Comparithaut the approval of the Company’s
Board. As a result, the existence of the Rightdcdcbave an adverse impact on the market for the fi2oyis common stock.

NOTE N — Financial Risk Management and Derivatives

Purchases and expenses denominated in currenbistiodn the U.S. dollar, which are primarily rethto the Company’s production facilities
overseas, expose the Company to market risk frotemahmovements in foreign exchange rates betweet).S. dollar and the foreign
currency. The Company’s primary risk exposureasfichanges in the rate between the U.S. dollatladlexican peso related to the
operation of the Company’s facility in Mexico. lIrugust 2005, the Company began to enter into fornfa@egn exchange contracts to
exchange U.S. dollars for Mexican pesos. The extewhich forward foreign exchange contracts aezlus modified periodically in response
to management’s estimate of market conditions haddarms and length of specific purchase requirésiterfund those overseas facilities.

The Company enters into forward foreign exchanggrects in order to reduce the impact of foreigrrency fluctuations and not to engage in
currency speculation. The use of derivative finahicistruments allows the Company to reduce itosupe to the risk that the eventual cash
outflow resulting from funding the expenses of thieign operations will be materially affected byaoges in exchange rates. The Company
does not hold or issue financial instruments faditng purposes. The forward foreign exchange cotsti@re designated for forecasted
expenditure requirements to fund the overseas tipasa These contracts expire in a year or less.

The Company had forward foreign exchange contnaittsa U.S. dollar equivalent notional value of4%3,000 and $4,131,000 and a nominal
fair value at March 31, 2007 and 2006, respectivEhe forward foreign exchange contracts enteremdrigquire the Company to exchange
Mexican pesos for U.S. dollars at maturity randiogn one month to nine months, at rates agreeleainception of the contracts. The
counterparty to this derivative transaction is ganfinancial institution with investment grade lmetter credit rating; however, the Company is
exposed to credit risk with this institution. Thedit risk is limited to the potential unrealizedims (which offset currency fluctuations adverse
to the Company) in any such contract should thismterparty fail to perform as contracted. Any cteson the fair values of foreign exchange
contracts are reflected in current period earnarg$accounted for as an increase or offset to geard administrative expenses. For the years
ended March 31, 2007 and 2006, the Company rec@déucrease in general and administrative expesfse$1,000 and a decrease in general
and administrative expenses of $36,000, respegtiaskociated with these foreign exchange contracts

NOTE O — Commitments and Contingencies

Operating Lease Commitments

The Company leases office and warehouse faciliti€alifornia, Tennessee, Malaysia, Singapore aeditb under operating leases expiring
through 2017. The Company also has short term actstiof one year or less covering its third paréyeliouses that provide for contingent
payments based on the level of sales that are ggedehrough the third party warehouse.

At March 31, 2007, the remaining future minimumtegpayments under the above operating leasesdoaws:

Year ending March 31,

2008 $ 3,248,00
2009 3,219,001
2010 3,184,001
2011 3,032,001
2012 2,971,001
Thereaftel 6,434,00!
Total minimum lease paymer $22,088,00
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During fiscal years 2007, 2006 and 2005, the Comjiracurred total operating lease expenses of $300105 $2,428,000 and $1,466,000,
respectively.

Commitments to Provide Marketing Allowances underd-Term Customer Contracts

The Company has long-term agreements with allsafijor customers. Under these agreements, whpitatly have initial terms of at least
four years, the Company is designated as the axelos primary supplier for specified categories@hanufactured alternators and starters. In
consideration for its designation as a customew$usive or primary supplier, the Company typicalhpvides the customer with a package of
marketing incentives. These incentives differ froomtract to contract and can include (i) the isseasf a specified amount of credits against
receivables in accordance with a schedule set forthe relevant contract, (ii) support for a pautar customer’s research or marketing efforts
on a scheduled basis, (jii) discounts granted imegation with each individual shipment of productigiv) other marketing, research, store
expansion or product development support. Thestauds typically require that the Company meet amg@erformance, quality and

fulfilment requirements, and a certain contra@rgs the customer the right to terminate the agee¢at any time for any reason. The
Company’s contracts with major customers expineaaibus dates ranging from December 2007 througteBdser 2012. There are certain core
purchase obligations with certain customers thpirexat various dates through March 2015.

The Company typically grants its customers markgtitowances in connection with these customgusthase of goods. The Company rec
the cost of all marketing allowances provided $cciistomers in accordance with EITF 01-9, “Accaumfor Consideration Given by a Vendor
to a Customer.” Such allowances include sales th@shand concessions and typically consist ofdHewing three types: (i) allowances
which may only be applied against future purchasebkare recorded as a reduction to revenues ingaroce with a schedule set forth in the
long-term contract, (ii) allowances related torag exchange of product that are recorded asiectied of revenues at the time the related
revenues are recorded or when such incentivesffared and (iii) allowances that are made in cotinaowvith the purchase of inventory fron
customer.

The following table presents the breakout of alloees, other than those reflected in “Note I-PaySean Arrangement; Termination of Pay-
on-Scan Arrangement; and Inventory Transaction wéttgest Customer” discussed above, recorded edletion to revenues in the years
ended March 31:

Year end March 31,

2007 2006 2005

Allowances incurred under lo-term customer contrac $11,863,00 $ 5,825,00! $ 2,224,001
Allowances related to a single exchange of pro 14,100,00 11,533,00 9,668,00!
Allowances related to core inventory purchase @lidmns 1,506,001 1,262,00! 104,00(
Total customer allowances recorded as a reducfioevenues $27,469,00 $18,620,00 $11,996,00

The following table presents the commitments taiiradlowances which will be recognized as a chaggnst revenue in accordance with the
terms of the relevant long-term customer contracts:

Year ending March 31,

2008 $ 8,258,001
2009 3,716,00!
2010 2,599,001
2011 1,866,001
2012 1,239,001
Thereaftel 1,050,001
Total marketing allowance $18,728,00

The Company has also entered into agreements thase certain customers’ core inventory and teeissedits to pay for that inventory
according to an agreed upon schedule set fortheimgreements. Under the largest of these agregntleatCompany agreed to acquire core
inventory by issuing $10,300,000 of credits ovéive-year period that began in March 2005 (subject jostichent if customer sales decreas
any quarter by more than an agreed upon percentage straight-line basis. As the Company issueseltredits, it establishes a long-term
asset account for the value of the core inventoiguistomer hands and
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subject to customer purchase upon agreement teiorinand reduces revenue by recognizing the ammymthich the credit exceeds the
estimated core inventory value as a marketing &lme. The amounts charged against revenues urnglarthngement in the years ended
March 31, 2007 and 2006 were $967,000 and $1,166r86pectively. As of March 31, 2007 and 2006 ,|¢ing-term core inventory related to
this agreement was approximately $1,938,000 an6,$88, respectively. As of March 31, 2007 and 2@@proximately $5,613,000 and
$8,064,000, respectively, of credits remains tisbaed under this arrangement.

In July 2006, the Company entered into an agreemithta new customer to become their primary s@ppif alternators and starters. As part
of this agreement, the Company agreed to acquitéon of the customer’s import alternator andtstacore inventory by issuing
approximately $950,000 of credits over twenty qeratAs of March 31, 2007, approximately $855,00€redits remains to be issued under
the agreement. Certain promotional allowances wareed by the customer on an accelerated basisgdie first year of the agreement. On
May 22, 2007, this agreement was amended to eltmih@ Company’s obligation to acquire a portiothef customer’s import alternator and
starter inventory, and the customer refunded apprately $95,000 in accounts receivable credits ipresly issued.

In addition, during the year ended March 31, 2@6& Company charged approximately $494,000 agegnsnues under agreements with
certain traditional customers. As of March 31, 2083proximately $1,594,000 of credits remains tisbaed under these agreements.

The following table presents the customer core lpase obligations which will be recognized in acam@k with the terms of the relevant long-
term contracts:

Year ending March 31,

2008 $2,821,00!
2009 2,759,00!
2010 2,136,001
2011 251,00(
2012 95,00(
Thereaftel —
Total core purchase obligatio $8,062,001

Workers Compensation Self Insurance

Prior to January 1, 2007, the Company was partsalfrinsured for workers compensation insuranakweas liable for the first $250,000 of
each claim, with an aggregate amount of $2,500p@0@ear. Above these limits, the Company had mset insurance coverage which
management considers adequate. The Company reanorftimate of its liability for self-insured workecompensation by including an
estimate of the total claims incurred and repoaeavell as an estimate of incurred, but not regoitaims by applying the Company’s
historical claims development factor to its estienat incurred and reported claims. Effective Japdar2007, the Company is insured under the
workers compensation insurance policy with no déblles and no aggregate per year limit.

NOTE P — Major Customers and Suppliers

The Company’s five largest customers accountethifollowing total percentage of gross sales me¢turns, exclusive of sales recorded
under EITF 01-9, and accounts receivable for theafiyears ended March 31:

Sales 2007 2006 2005
Customer A 60% 69% 72%
Customer E 10% 12% 12%
Customer C 10% 9% 3%
Customer C 9% —% —%
Customer E 7% 7% 9%
Accounts Receivable 2007 2006
Customer A 31% 60%
Customer E 5% 6
Customer C 9% 1C%
Customer C 28% —%
Customer E 17% 19%
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For the year ended March 31, 2007, 2006 and 20@bsopplier provided approximately 22%, 21% and bf%e raw materials purchased,

respectively. No other supplier accounted for ntbesm 10% of the Company’s purchases.

NOTE Q — Income Taxes

The income tax expense for the years ended Marés &4 follows:

Current tax expense (benel

Federa

State

Foreign

Total current tax expense (bene
Deferred tax expense (bene

Federa

State

Foreign

Total deferred tax expense (bene
Total income tax expense (bene

Deferred income taxes consist of the following atrivh 31:

Assets
Net operating loss car-forwards
Accounts receivable valuatic
Right of return reserv
Estimate for return
Allowance for customer incentive
Inventory obsolescence rese
Inventory capitalizatiol
Vacation pay
Deferred compensatic
Accrued bonu:
Tax credit
Deferred tax on unrealized lo
Stock options
Deferred state ta
Deferred core revent
Other

Total deferred tax asse

Liabilities
Deferred state ta
Deferred tax on unrealized ge
Accelerated depreciatic
Shareholder note receival
Other

Total deferred tax liabilitie
Net deferred tax asse
Net current deferred income tax as

Net lon¢-term deferred income tax assets (liabiliti

Total
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Year end March 31,

2007 2006 2005
$ (347,000 $ 424,000 $ 945,00(
(208,00() 100,00( 184,00(
461,00( 123,00 31,00
(94,000) 647,00 1,160,001
(2,662,00) 668,00 2,908,001
(676,000() (68,000) 397,00
— 12,00( —
(3,338,001) 612,00 3,305,001
$(3,432,00)  $1,259,000  $4,465,00!
2007 2006
$ 1,921,000 $ —
2,334,00! 185,00(
1,125,001 1,488,001
970,00 1,661,001
410,00( 1,036,001
834,00 831,00
254,00 214,00
215,00 337,00
342,00 210,00
598,00 450,00
336,00 —
37,00( —
606,00 —
80,00( —
311,00 —
18,00( 19,00(
10,391,00 6,431,001
(8,000) (292,00()
— (33,000)
(1,491,00) (847,00
(304,00() —
(3,000 (12,000
(1,806,00)  (1,184,00)
$ 8,585,000  $ 5,247,00!
$ 6,768,000  $ 5,809,00!
1,817,001 (562,00()
$ 8,585,000  $ 5,247,001
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Realization of the deferred tax assets is depengmr the Company’s ability to generate sufficiex@able income. Management believes that
it is more likely than not that future taxable ino® will be sufficient to realize the recorded deddrtax assets. At March 31, 2006, the
Company had fully used its federal net operatirsg loarry forwards. During the current fiscal yeatiedl March 31, 2007, the Company cre:

a net operating loss carry forward of approxima$y921,000. The net operating loss carry forwaitbexpire in fiscal 2027.

For fiscal 2007, the primary components of the Canys income tax benefit rate are due to fedetatesand foreign income taxes. For fiscal
2006 and 2005, the primary components of the Cogipamcome tax provision rates were (i) the curdgtility due for federal, state and
foreign income taxes, including, in fiscal 200% #ffect of the tax net operating loss carrybacwisions of the Job Creation and Work
Assistance Act of 2002 and (ii) the change in tim@ant of the net deferred income tax asset, inoyithe effect of any change in the valuation
allowance.

The difference between the income tax expensesdetteral statutory rate and the Company’s effedtx rate is as follows:

Year end March 31,

2007 2006 2005
Statutory federal income tax re 34% 34% 34%
State income tax rate, net of federal ber 6% 6% 6%
State income tax credi —% —% (3)%
Other income ta 1% (3% 1%

41% 37% 38%

NOTE R — Defined Contribution Plan

The Company has a 401(k) plan covering all empleyeeo are 21 years of age with at least six mootiservice. The plan permits eligible
employees to make contributions up to certain atiohs, with the Company matching 25% of each pi@dting employee’s contribution up to
the first 6% of employee compensation. Employeesramediately vested in their voluntary employertdbutions and vest in the Company’s
matching contributions ratably over five years. Twmpany’s matching contribution to the 401(k) pleass $69,000, $71,000 and $67,000 for
the fiscal years ended March 31, 2007, 2006 an82@8pectively.

NOTE S — Stock Options

In January 1994, the Company adopted the 1994 Sption Plan (the “1994 Plan”), under which it veaghorized to issue najualified stocl
options and incentive stock options to key emplsyéé@ectors and consultants. After a number ofedi@der-approved increases to this plan,
at March 31, 2002 the aggregate number of stodkmprpproved was 960,000 shares of the Companyismon stock. The term and vesting
period of options granted is determined by a cortemibf the Board of Directors with a term not teeed ten years. At the Company’s Annual
Meeting of Shareholders held on November 8, 20821894 Plan was amended to increase the autharizeter of shares issued to
1,155,000. As of March 31, 2007 and 2006, optionsurchase 526,500 and 565,850 shares of commok, sespectively, were outstanding
under the 1994 Plan and no options were availailgrant.

At the Company’s Annual Meeting of Shareholderslte December 17, 2003, the shareholders approiee@ampany’s 2003 Long-Term
Incentive Plan (“Incentive Plan”) which had beewoptéd by the Company’s Board of Directors on Oct@de 2003. Under the Incentive Plan,
a total of 1,200,000 shares of our Common Stocleweserved for grants of Incentive Awards and fathe Company’s employees are eligible
to participate. The 2003 Incentive Plan will teratimon October 31, 2013, unless terminated edni¢ghe Company’s Board of Directors. As
of March 31, 2007 and 2006, options to purchas@31367 and 725,950 shares of common stock, regpgtivere outstanding under the
Incentive Plan and options to purchase 80,766 &3¢D50 shares of common stock, respectively, weadable for grant.

In November 2004, the Company’s shareholders agprtive 2004 Non-Employee Director Stock Option Ftha “2004 Plan”) which
provides for the granting of options to non-empkgéectors to purchase a total of 175,000 shdrdeaCompany’s common stock. As of
March 31, 2007 and 2006, options to purchase 6800d0%9,000 shares of common stock, respectivadye wgsued, of which options to
purchase 9,000 and 22,666 shares of common sespectively, were not immediately exercisable utier2004 Plan and 107,000 and
116,000 shares of common stock were availablerfmtg
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A summary of stock option transactions follows:

Number of Weighted Average

Shares Exercise Price
Outstanding at March 31, 201 793,25( % 3.31
Granted 401,15  $ 8.82
Exercisec (98,000 $ 2.9¢
Cancellec (2,750 $ 6.82
Outstanding at March 31, 20 1,093,650 $ 5.2¢
Granted 405,80( $ 10.0¢
Exercisec (132,150 $ 2.1¢
Cancellec (16,500 $ 8.7¢
Outstanding at March 31, 20 1,350,800 $ 7.0¢E
Granted 411,50C $ 12.0¢
Exercisec (57,01) $ 5.1¢€
Cancellec (17,219 $ 11.2¢
Outstanding at March 31, 20 1,688,066 $ 8.2¢

The pre-tax intrinsic values of options exercigefiscal 2007, 2006 and 2005 were $524,000, $100Mand $781,000, respectively.
The followings table summarizes information abdwt dptions outstanding at March 31, 2007:

Options Outstanding Options Exercisable
Weighted Weighted Average Aggregate Weighted Aggregate

Range of Average Remaining Life Intrinsic Average Intrinsic

Exercise price Shares Exercise Price In Years Value Shares Exercise Price Value
$1.100 to $1.80 28,25( $ 1.21 421 $ 371,20¢ 28,25( $ 1.21 $ 371,20!
$2.160 to $3.60 385,00( 2.71 4.84 3,391,85! 385,00( 2,71 4,458,30!
$6.345 to $9.27 468,52! 8.2¢ 7.1¢€ 2,843,94 468,52! 8.2¢ 2,843,94
$9.650 to $11.81 377,41 10.01 8.51 1,637,99I 242,66! 10.0¢ 1,045,86!
$12.000 to $13.80 414,50( 12.0¢t 9.3¢€ 953,35( 135,83¢ 12.1¢ 301,56(
$14.500 to $19.12 1437¢ % 16.2¢ 4.3¢ — 10,37t % 16.9¢ —
1,688,06 $9,198,34. 1,270,64! $9,020,88.

The aggregate pre-tax intrinsic values in the altalike are based on the Company’s closing stodemfi $14.35 as of March 31, 2007 which
would have been received by the option holdersafled-the-money options been exercised as ofdast.

Options to purchase 1,270,649, 1,059,598 and 13@8Gshares of common stock were exercisable arttieof fiscal 2007, 2006 and 2005,
respectively. The weighted average exercise pfiogptions exercisable was $7.27, $6.28 and $5.28ea¢nd of fiscal 2007, 2006 and 2005,
respectively.

A summary of changes in the status of non-vestekgiptions during the fiscal year ended March28)7 is presented below.

Number of Grant Weighted Average

Shares Date Fair Value
Non-vested at March 31, 20( 291,20: $ 3.1¢
Granted 411,50( $ 5.5¢
Vested (272,91) $ 4.31
Cancelled or Forfeite (12,367 $ 3.1¢
Non-vested at March 31, 20( 417,41¢ $ 4.8(

The Company adopted FAS 123R effective April 1,208ing the modified prospective adoption methdwe Tompany did not modify the
terms of any previously granted options in antitgraof the adoption of FAS 123R. At March 31, 20ere was $1,444,000 of total
unrecognized compensation expense from stock-tasagensation granted under the plans, which isel® non-vested shares. The
compensation expense is expected to be recognizrchoveighted average vesting period of 2.3 years.
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NOTE T — Litigation

In fiscal 2003, the SEC filed a civil suit agaitist Company and its former chief financial officeeter Bromberg, arising out of the SEC’s
investigation into the Company’s fiscal 1997 an88 &inancial statements (“ComplaintSimultaneously with the filing of the SEC Complg
the Company agreed to settle the SEC’s action withdmitting or denying the allegations in the Céaimd. Under the terms of the settlement
agreement, the Company is subject to a permanjemicition barring the Company from future violatiarfshe antifraud and financial reporti
provisions of the federal securities laws. No manefine or penalty was imposed upon the Compargpimection with this settlement with
the SEC.

On May 20, 2004, the SEC and the United Statesigyds Office announced that Peter Bromberg wateseed to ten months, including five
months of incarceration and five months of homegbn, for making false and misleading statemebtsut the Compang’financial conditio
and performance in its 1997 and 1998 Forms 104kd fiith the SEC.

In December 2003, the SEC and the United Statesmgy’s Office brought actions against Richard Matke Company’s former President
and Chief Operating Officer. Mr. Marks agreed tegal guilty to the criminal charges, and on Jun€0@5 he was sentenced to nine months in
prison, nine months of home detention, 18 monthzralbation and fined $50,000. In settlement of$&E’s civil fraud action, Mr. Marks paid
over $1.2 million and was permanently barred frarvisg as an officer or director of a public compan

Based upon the terms of agreements it had preyi@améred into with Mr. Richard Marks, the Compaayd the costs he incurred in
connection with the SEC and United States Attora€)ffice’s investigation. During the years endeddha3l, 2006 and 2005, the Company
incurred costs of approximately $368,000 and $588,6espectively, pursuant to this indemnificattsrangement. Following the conclusion
these investigations, the Company sought reimburaefmom Mr. Marks of certain of the legal fees aodts the Company advanced. In

June 2006, the Company entered into a SettlememgeAgent and Mutual Release with Mr. Marks. Under éigreement Mr. Marks is obligal
to pay the Company $682,000 on January 15, 2008cepdy interest at the prime rate plus one peroerdune 15, 2007 and January 15, 2008.
Mr. Marks made the June interest payment on Jun2@®¥ . Mr. Marks has pledged 80,000 shares o€tdrapany’s common stock that he
owns to secure this obligation. If at any time, th&rket price of the stock pledged by Mr. Markkeis than 125% of Mr. Marks’ obligation, he
is required to pledge additional stock so as tmia&i no less than the 125% coverage level. Thkesant with Mr. Marks was unanimously
approved by a Special Committee of the Board ctingi®f Messrs. Borneo, Gay and Siegel. At MarchZI07, the Company recorded a
shareholder note receivable for $682,000 Mr. Markes the Company. The note is classified in shddehs equity as it is collateralized by
the Company’s common stock. The Company reducegkiteral and administrative expenses by $682,080euorded related interest income
of $75,000 during the year ended March 31, 2007.

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

The Company is subject to various other lawsuits@aims in the normal course of business. Managéohges not believe that the outcome of
these matters will have a material adverse effedtsofinancial position or future results of opéoas.

NOTE U — Related Party Transactions
The Company has entered into agreements with thesebers of its Board of Directors, Messrs. Mel MaiRhilip Gay and Selwyn Joffe.

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 fee of $880,per year. Mr. Marks was paid $350,000 in fi2€#7, 2006, and 2005. The Company can
terminate this arrangement at any time.

The Company agreed to pay Mr. Gay $90,000 per fpeaerving on the Company’s Board of Directorsyadl as assuming the responsibility
for being Chairman of the Company’s Audit and EshHB@ommittees.

On February 14, 2003, Mr. Joffe accepted his ctipesition as President and Chief Executive Offioeaddition to serving as the Chairmar
the Board of Directors. Mr. Joffe’s agreement ahfier an annual salary of $542,000, the continumadibhis prior agreement relative to
payment of 1% of the value of any transactions Wigiose by March 31, 2006 and other compensatiaergdly provided to the Company’s
other executive staff members.

On April 22, 2006, the Company entered into an ainent to its employment agreement with Mr. Joffader the amendment, Mr. Joffe’s
term of employment has been extended from Marcl2306 to March 31, 2008, and his base salary, bamasgements, 1% transaction fee
right and fringe benefits remain unchanged. Befoeeamendment, Mr. Joffe had the right to termimdggeemployment upon a change of
control and receive his salary and benefits thradgich 31, 2006. Under the amendment, upon a
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change of control (which has been redefined putsisetihe amendment), Mr. Joffe will be entitledatsale bonus equal to the sum of (i) two
times his base salary plus (ii) two times his ageraonus earned for the two years immediately poidhe change of control. The amendment
also grants Mr. Joffe the right to terminate higpyment within one year of a change of control smthen receive salary and benefits for a
one-year period following such termination plusoailis equal to the average bonus Mr. Joffe earnedglthe two years immediately prior to
his voluntary termination.

If Mr. Joffe is terminated without cause or resimsgood reason (as defined in the amendment)etistrant must pay Mr. Joffe (i) his base
salary, (ii) his average bonus earned for the teary immediately prior to termination, and (iii) @her benefits payable to Mr. Joffe pursuant
to the employment agreement, as amended, throeglatér of two years after the date of terminatbemployment or March 31, 2008. Under
the amendment, Mr. Joffe is also entitled to antamdl “gross-up” payment to offset the excisedsxand related income taxes on the “gross-
up” payment) that he may be obligated to pay wéipect to the first $3,000,000 of “parachute payeidias defined in Section 280G of the
Internal Revenue Code) to be made to him upon agehaf control. The amendment has redefined tme thar cause” to apply only to
misconduct in connection with Mr. Joffe’s perfornsarof his duties. Pursuant to the Amendment, atipapthat have been or may be granted
to Mr. Joffe will fully vest upon a change of casitand be exercisable for a two-year period follogvihe change of control, and Mr. Joffe
agreed to waive the right he previously had underemployment agreement to require the registoaptitchase his option shares and any
underlying options if his employment were termimifer any reason. The amendment further providasNtr. Joffe’s agreement not to
compete with the Company terminates at the endscémployment term.

NOTE V — Subsequent Events

On May 23, 2007, the Company completed the sabe6a1,909 shares of the Compangbmmon stock at a price of $11.00 per sharelties
in aggregate gross proceeds before expenses @&4000 and net proceeds of approximately $36,8008nd warrants to purchase up to
546,283 shares of its common stock at an exercise pf $15.00 per share. This sale was made thraugrivate placement to accredited
investors. The warrants are callable by the Comjifaiine volume weighted average trading price & @ompanys common stock as quoted
Bloomberg L.P. is greater than $22.50 for 10 contee trading days.

The Company is obligated to file a registratiortestgent under the Securities Act of 1933 to regitershares of common stock sold and the
shares to be issued upon the exercise of the wargrJuly 31, 2007 and to cause the registratateiment to become effective no later than
October 19, 2007. If the Company misses eithene$¢ deadlines, it is obligated to pay the purakasfehe common stock and warrants sold
in the private placement partial liquidated damagmsal to 1% of the aggregate proceeds from tlivafer placement, and an additional 1% for
each subsequent month these deadlines are noamtiethe partial liquidated damages paid equabkb ¥ such aggregate proceeds. Any
payments made under this registration rights agee¢mill reduce additional paid-in-capital.

NOTE W — Unaudited Quarterly Financial Data

The unaudited quarterly financial data for thetfirsarter of fiscal 2007 has been restated to coene error which occurred when the Company
failed to recognize the impact of entering inteettlement agreement with Richard Marks, which regglithe creation of a shareholder note
receivable during the first quarter “See Note R&cording the shareholder note receivable reduwdeneral and administrative expense it
three month period ended June 30, 2006 and craateéfsetting reduction in shareholders’ equity.
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The following summarizes selected quarterly finahdata for the fiscal year ended March 31, 200@luiding the restated numbers for the first

quarter of fiscal 2007:

Net sales
Cost of goods sol

Gross profi

Total operating expenses, as repo
Reimbursement of indemnification costs on settletr

Total operating expenses, as resti

Operating income (los

Interest expens— net

Income tax expense (benefit), as repo
Reimbursement of indemnification costs on settletr

Income tax expense (benefit), as resti

Net income (loss), as report
Reimbursement of indemnification costs on settler

Net income (loss), as restat

Basic net income (loss) per share, as previougigrted
Basic net income (loss) per share from adjustr

Basic net income (loss) per share, as res!

Diluted net income (loss) per share, as previoteghprted
Diluted net income (loss) per share from adjustn
Diluted net income (loss) per share, as rest

The following summarizes selected quarterly finahdata for the fiscal year ended March 31, 2006:

Net sales
Cost of goods sol

Gross profil

Total operating expens:
Operating income (los:
Interest expens— net
Income tax expense (benel

Net income (loss
Basic net income (loss) per shi
Diluted net income (loss) per sh

First Second Third Fourth
Quarter Quarter Quarter Quarter
(Restated)

27,424,00 44,165,00 33,334,00 31,400,00
20,258,00 39,218,00 27,479,00 28,085,00
7,166,00! 4,947,001 5,855,00! 3,315,00!
4,393,001 6,573,001 5,949,00! 7,525,00!

(682,00() — — —
3,711,001 6,573,001 5,949,00! 7,525,00!
3,455,00! (1,626,001 (94,000 (4,210,001

822,00( 1,315,001 1,883,001 1,893,001

782,00( (1,179,00) 151,00( (3,459,00)

273,00( — — —
1,055,00! (1,179,000 151,00( (3,459,001
1,169,00 (1,762,001 (2,128,00) (2,644,000

409,00( — — —

$ 1,578,000  $(1,762,00)0 $(2,128,00)  $(2,644,00)
$ 014 $ (0.2 % (0.25) % (0.32)

0.0t — — —
$ 01¢ $ (0.2 $ (0.2 $ (0.39
$ 014 $ (0.2 % (0.25) % (0.32)

0.0¢% — — —
$ 01¢ $ 0.2 $ (0.2 $ (0.32)

First Second Third Fourth
Quarter Quarter Quarter Quarter
20,321,00 29,776,00 30,154,00 28,146,00
17,798,00 21,231,00 23,358,00 20,605,00
2,523,00! 8,545,00! 6,796,00! 7,541,00!
5,189,00! 5,086,00! 3,912,00! 4,920,001
(2,666,001 3,459,00! 2,884,00! 2,621,00!

548,00( 654,00( 958,00( 794,00(
(1,250,000 1,126,001 776,00( 607,00(

$(1,964,000 $ 1,679,00 $ 1,150,00! $ 1,220,00!
$ (029 $ 02 $ 014 $ 0.1F
$ (0.2 $ 01¢ % 01 $ 0.14

F-25




Table of Contents

Schedule Il — Valuation and Qualifying Accounts

Accounts Receivable— Allowance for doubtful accounts

Charge to
Balance at (recovery of) Balance at
Year Endec beginning of bad debts Amounts end of
March 31, Description period expense written off period
2007 Allowance for doubtful accoun $26,00( $175,00( $183,00( $18,00(
2006 Allowance for doubtful accoun $20,00( $ 9,00C $ 3,00C $26,00(
2005 Allowance for doubtful accoun $14,00( $ 20,00( $ 14,00( $20,00(
Accounts Receivable— Customer allowances earned
Balance at Charge to Balance at
Year Endec beginning of marketing Amounts end of
March 31, Description period allowances Processed period
2007 Customer allowances earn $1,685,00! $27,469,00 $24,151,00 $5,003,00!
2006 Customer allowances earn $1,695,00! $18,620,00 $18,630,00 $1,685,00!
2005 Customer allowances earn $1,158,00! $11,996,00 $11,459,00 $1,695,00!
Accounts Receivable— Allowance for customerpayment discrepancies*
Balance at Balance at
Year Endec beginning of end of
March 31, Description period Net change period
2007 Allowance for custome~payment discrepancit $1,980,00! $(1,157,00i) $ 823,00(
2006 Allowance for custome~payment discrepancit $ 584,00( $ 1,396,00! $1,980,001
2005 Allowance for custom+payment discrepancit $ 973,00( $ (389,000 $ 584,00(
Accounts Receivable— Allowance for customer finished goods returns accrals
Estimated
Balance at finished goods Balance at
Year Endec beginning of returns Returns end of
March 31, Description period accruals received period
2007 Allowance for customer finished goods returns $3,522,00! $39,501,00 $33,247,00 $9,776,00!
accruals
2006 Allowance for customer finished goods retu $3,049,00! $27,833,00 $27,360,00 $3,522,00!
accruals
2005 Allowance for customer finished goods returns $1,981,00! $29,163,00 $28,095,00 $3,049,00!
accruals
Inventory — Allowance for excess and obsolete inventory*
Balance at Balance at
Year Endec beginning of end of
March 31, Description period Net change period
2007 Allowance for excess and obsolete inveni $1,989,00! $ 104,00( $2,093,00!
2006 Allowance for excess and obsolete invent $2,392,001 $(403,00() $1,989,00!
2005 Allowance for excess and obsolete invent $2,637,00! $(245,00() $2,392,00!

* The allowance for customer-payment discrepanaigd the allowance for excess and obsolete inmeate not general type reserves that
can be rolled forward. The allowance for custompayment discrepancies is calculated using a cortibmaf the actual short payment
customers and the percentage of open current atcageivable. This amount is recorded as an adgrstto reflect the calculated
reserve balance. The allowance for excess andetbsalventory is calculated every month based mliag 12 months of sales activity
for each affected part number, and an adjustmeetizrded to reflect the calculated reserve balafisesuch, the net activity is presented
rather than the gross increases and decreasess aotbunt
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EXHIBIT 10.37

SEVENTH AMENDMENT AND WAIVER
TO CREDIT AGREEMENT

THIS SEVENTH AMENDMENT AND WAIVER TO CREDIT AGREEME NT (“Seventh Amendment”), dated as of June 27, 2007, i
made and entered into by and betwbEDTORCAR PARTS OF AMERICA, INC. , a New York corporation (“Borrower”), arldNION
BANK OF CALIFORNIA, N.A. , a national banking association (“Bank”).

RECITALS :

A. Borrower and Bank are parties to that ¢erG@redit Agreement dated as of May 28, 2004, asratad or otherwise modified by (i) that
certain First Amendment dated as of November 852(1) that certain Second Amendment dated aspfl&, 2006, (iii) that certain Third
Amendment dated as of April 10, 20086, (iv) thataer Fourth Amendment dated as of August 8, 2006th@t certain Fifth Amendment dated
as of November 10, 2006, (vi) that certain Sixthekrdment dated as of March 21, 2007 and (vii) teaiam side letter dated March 21, 2007
(as so amended, the “Agreement”), pursuant to wBehk agreed to make various credit facilities ke to Borrower, all as more
specifically provided for in the Agreement.

B. Pursuant to Section 6.5 of the Agreementy®ver agreed, among other things, that as ofatsteday of each fiscal quarter, commencing
with the fiscal quarter ended June 30, 2004, Boercand its Subsidiaries would achieve Tangible\Netth that increased from the minimum
Tangible Net Worth required under the Agreemerdfdle last day of the prior fiscal quarter by amoaint not less than seventy-five percent
(75%) of the positive Net Profit After Taxes of Bawer and its Subsidiaries for such prior fiscadar. Borrower and its Subsidiaries failec
achieve Tangible Net Worth of not less than ForighEMillion Six Hundred EightyFwo Thousand Dollars ($48,682,000) for the fisazder
ended March 31, 2007, which failure constitutedeaant of Default under Section 8.1(c) of the Agreein

C. Pursuant to Section 6.6(a) of the Agreeni@atrower agreed that Borrower and its Subsidéaweuld achieve EBITDA of not less than
Three Million Dollars ($3,000,000) for each fiscplarter of each fiscal year. Borrower and its Stibsies failed to achieve EBITDA of not
less than Three Million Dollars ($3,000,000) foe fiscal quarter ended March 31, 2007, which failconstituted an Event of Default under
Section 8.1(c) of the Agreement.

D. Pursuant to Section 6.6(b) of the AgreemBotrower agreed that Borrower and its Subsids&aweuld achieve EBITDA, as of the last
day of each fiscal quarter for the four (4) conseeufiscal quarters ended on such date, of nattlean Thirteen Million Dollars ($13,000,000).
Borrower and its Subsidiaries failed to achieve HBA, as of the last day of the fiscal quarter (&éindal year) ended March 31, 2007, for the
four (4) consecutive fiscal quarters ended on slath, of not less than Thirteen Million Dollars 8000,000), which failure constituted an
Event of Default under Section 8.1(c) of the Agreem

E. Pursuant to Section 6.8 of the Agreemeatr®ver agreed that Borrower and its Subsidiariesld/maintain a ratio of Current Assets to
Current Liabilities of not less than 1.20 to 1.@0c&the close of each fiscal quarter, commenciit thie fiscal quarter ended September 30,
2006. Borrower and its Subsidiaries failed to me&imf ratio of Current Assets to Current Liabibtigf not less than 1.20 to 1.00 as of the close
of the fiscal quarter (and fiscal year) ended Ma&th2007, which failure constituted an Event ofddét under Section 8.1(c) of the
Agreement.

F. Pursuant to Section 6.19(c) of the Agredr@orrower agreed that Borrower and its Subsidgaviould maintain a Leverage Ratio as of
the last day of the fiscal quarter ended March2B07 of not greater than 2.25 to 1.00. Borrowerigsm&ubsidiaries failed to maintain a
Leverage Ratio as of the last day of the fiscariguanded March 31, 2007 of not greater than 22500, which failure constituted an Event
of Default under Section 8.1(c) of the Agreement.

G. Pursuant to Section 7.11 of the Agreentgotrower agreed that Borrower and its Subsidiasiesld not permit their lease payments, as
lessees, under existing and future operating leasesceed Three Million Dollars ($3,000,000) ie iggregate in any one fiscal year.
Borrower and its Subsidiaries failed to comply wi#tction 7.11 of the Agreement for the fiscal yaaded March 31, 2007, which failure
constituted an Event of Default under Section §.&@{¢he Agreement.

H. Borrower has requested that Bank agreediwerthe Events of Default described in Recital€BD, E, F and G hereinabove. Bank is
willing to so waive such Events of Default, subjdaiwever, to the terms and conditions of this &dvédmendment.

I. In addition to the foregoing, Borrower haguested that Bank agree to amend the Agreemesttain respects. Bank is willing to agree
to so amend the Agreement, subject, however, ttettnes and conditions of this Seventh Amendment.




AGREEMENT :
In consideration of the above recitals anthefmutual covenants and conditions contained iheBzirrower and Bank agree as follows:

1. Defined Terms. Initially capitalized terms used herein which acg otherwise defined shall have the meaninggasdithereto in the
Agreement.

2. Waivers . Subject to the terms and conditions set fortthis Seventh Amendment, Bank hereby waives the SvarDefault that occurred
under Section 8.1(c) of the Agreement as a re§lBborower’s failure to comply with Sections 6.566), 6.6(b), 6.8, 6.19(c) and 7.11 of the
Agreement, as described in Recitals B, C, D, Epd-@ hereinabove.

3. Waivers Limited . The waivers provided for in Section 2 of this &sth Amendment are limited precisely as written simall not be deem
to excuse Borrower’s further performance of Sedi6rb, 6.6(a), 6.6(b), 6.8, 6.19(c) or 7.11 of Alggeement, as at any time amended, or any
other condition, covenant or term contained inAlgeeement or any other Loan Document. Any failurelelay on the part of Bank in the
exercise of any right, power or privilege under greement, as at any time amended, or any othan Document shall not operate as a
waiver thereof.

4. Amendments to the Agreement

(a) Section 6.7 of the Agreement is herebyratad to read in full as follows:

“6.7 Fixed Charge Coverage RatioBorrower and its Subsidiaries shall maintainxeBiCharge Coverage Ratio of not less than 2.
1.00 as of the last day of each fiscal quarter.tR@mpurpose of determining Borrower’s compliand#ahis Section 6.7 as of the last day of
any fiscal quarter for the four (4) consecutivedisquarters ended on such date (with such detationinof compliance to commence with the
fiscal quarter ended March 31, 2007), the actudllMBR\ of Borrower and its Subsidiaries achieved the fiscal quarter ended September 30,
2006 shall be increased by Eight Million Sixty-TWwhbousand Dollars ($8,062,000), which amount reprssine adjustment made to
Borrower’s long-term core deposit for the fiscahger ended on such date (as shown on Borrowenan€ial Statement for such fiscal
quarter).”

(b) Section 6.19 of the Agreement is herebgraaked to read in full as follows:

“6.19 Leverage RatioBorrower and its Subsidiaries shall maintain a lrege Ratio as of the last day of each fiscal quaifteot
greater than 2.00 to 1.00. For the purpose of daténg Borrower’s compliance with this Section 6 d90f the last day of any fiscal quarter,
the actual EBITDA of Borrower and its Subsidiaréehieved for the fiscal quarter ended Septembe2@0% shall be increased by Eight
Million Sixty-Two Thousand Dollars ($8,062,000), iwh amount represents the adjustment made to Bern'swong-term core deposit for the
fiscal quarter ended on such date (as shown oroern's Financial Statement for such fiscal quarter)

5. Effectiveness of this Seventh AmendmentThis Seventh Amendment shall become effectivef dse date hereof when, and only when,
Bank shall have received all of the following, orrh and substance satisfactory to Bank:

(a) A counterpart of this Seventh Amendmeuty @xecuted by Borrower;

(b) A waiver and amendment fee in the sumenfeBteen Thousand Five Hundred Dollars ($17,500pimection with the waivers and
amendments to the Agreement provided for hereimgchwvaiver and amendment fee shall be nonrefungable

(c) A legal documentation fee in the sum oeQimousand Dollars ($1,000), which legal documénidee shall be nonrefundable; and

(d) Such other documents, instruments or agea¢s as Bank may reasonably deem necessary intordffect fully the purposes of this
Seventh Amendment.

6. Ratification .
(a) Except as specifically amended hereinabitveAgreement shall remain in full force and effend is hereby ratified and confirmed; and

(b) Upon the effectiveness of this Seventh Adment, each reference in the Agreement to “thiseAgent”, “hereunder”, “herein”,
“hereof” or words of like import referring to thegheement shall mean and be a reference to the tgmrteas amended by this Seventh
Amendment.




7. Representations and Warranties Borrower represents and warrants as follows:

(a) Each of the representations and warrantiatained in Section 5 of the Agreement, as angthdeeby, is hereby reaffirmed as of the
date hereof, each as if set forth herein;

(b) The execution, delivery and performancéhif Seventh Amendment are within Borrower’'s cogpe powers, have been duly authorized
by all necessary corporate action, have receiMateakssary approvals, if any, and do not contraay law or any contractual restriction
binding on Borrower;

(c) This Seventh Amendment is the legal, vahid binding obligation of Borrower, enforceablaiagt Borrower in accordance with its
terms; and

(d) No event has occurred and is continuinggould result from this Seventh Amendment whichstiiates an Event of Default under the
Agreement, or would constitute an Event of Default for the requirement that notice be given oetiglapse or both.

8. Governing Law . This Seventh Amendment shall be deemed a contratetr and subject to, and shall be construedlifpugposes and in
accordance with, the laws of the State of Califrni

9. Counterparts . This Seventh Amendment may be executed in twaare counterparts, each of which shall be deemeatigimal and all of
which together shall constitute one and the sarsteuiiment.




WITNESS the due execution hereof as of the date first alaiteen.

“Borrower”
MOTORCAR PARTS OF AMERICA, INC.

By: /s/ Selwyn Joffe
Selwyn H. Joffe
Chairman, President and
Chief Executive Office

“Bank”
UNION BANK OF CALIFORNIA, N.A.

By: /s/ Philip Roesner

Philip M. Roesner
Vice Presiden







Exhibit 21.1
List of Subsidiaries
MVR Products Pte. Limited, a company organized utide 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 23.1
CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

We have issued our reports dated June 28, 200@mg@mying the consolidated financial statementssaheédule (which report expressed an
unqualified opinion and contains an explanatoryageaph as the Company changed its method of adoguot stockbased compensation a
result of adopting Statement of Financial AccouptBtandards No. 123(R¥hare-based Paymeneffective April 1, 2006) and management’s
assessment of the effectiveness of internal contret financial reporting (which report expressadiaqualified opinion on management’s
assessment and an adverse opinion on the effagamtion of internal control over financial repog) included in the Annual Report of
Motorcar Parts of America, Inc. and subsidiaries-orm 10-K for the year ended March 31, 2007. Welne consent to the incorporation by
reference of said reports in the Registration &tatds of Motorcar Parts of America, Inc. on Forre File No. 333-114169 and 333-103313
effective April 2, 2004 and February 2, 2003, respely).

/sl GRANT THORNTON LLP

Irvine, California
June 28, 2007






Exhibit 31.1
CERTIFICATIONS
I, Selwyn Joffe, certify that:
1. | have reviewed this report on Form 10-Kviaftorcar Parts of America, Inc.;

2. Based on my knowledge, this report doescantain any untrue statement of a material factnoit to state a material fact necessary to
make the statements made, in light of the circunt&ts under which such statements were made, nk#adisg with respect to the period
covered by this report;

3. Based on my knowledge, the financial statets) and other financial information includedhistreport, fairly present in all material
respects the financial condition, results of operstand cash flows of the registrant as of, amgdtfe periods presented in this report;

4. The registrant’s other certifying officgrénd | 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 controls and piures, or caused such disclosure controls and guoes to be designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhgubsidiaries, is made known to us by
others within those entities, particularly duritg tperiod in which this report is being prepared;

b. Evaluated the effectiveness of the registsalisclosure controls and procedures and predeantthis report our conclusions about the
effectiveness of the disclosure controls and proees) as of the end of the period covered by #psnt based on such evaluation; and

c. Disclosed in this report any change inrdgistrant’s internal control over financial repogtthat occurred during the registrant’ most
recent fiscal quarter (the registrantourth fiscal quarter in the case of an annuabmg that has materially affected, or is reasonéikély to
materially affect, the registrant’s internal cohwer financial reporting; and

5. The registrant’s other certifying officrénd | have disclosed, based on our most recati@ion of internal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of registrant’s board of directors paersons performing the equivalent functions):

a. All significant deficiencies and materiadaknesses in the design or operation of interrarabover financial reporting which are
reasonably likely to adversely affect the regidfsaability to record, process, summarize and refioancial information; and

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

Date: June 28, 2007 /s/ Selwyn Joffe

Selwyn Joffe
Chief Executive Office







Exhibit 31.2
CERTIFICATIONS
[, Mervyn McCulloch, certify that:
1. | have reviewed this report on Form 10-Kviaftorcar Parts of America, Inc.;

2. Based on my knowledge, this report doescantain any untrue statement of a material factnoit to state a material fact necessary to
make the statements made, in light of the circunt&ts under which such statements were made, nk#adisg with respect to the period
covered by this report;

3. Based on my knowledge, the financial statets) and other financial information includedhistannual report, fairly present in all
material respects the financial condition, resofteperations and cash flows of the registrantfaaral for, the periods presented in this report;

4. The registrant’s other certifying officgrénd | 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 controls and piures, or caused such disclosure controls and guoes to be designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhgubsidiaries, is made known to us by
others within those entities, particularly duritg tperiod in which this report is being prepared;

b. Evaluated the effectiveness of the registsalisclosure controls and procedures and predeantthis report our conclusions about the
effectiveness of the disclosure controls and proces) as of the end of the period covered by #psnt based upon such evaluation; and

c. Disclosed in this report any change inrtgistrant’s internal control over financial repiogt that occurred during the registrant’s most
recent fiscal quarter (the registrantourth fiscal quarter in the case of an annuabmg that has materially affected, or is reasopéikély to
materially affect, the registrant’s internal cohwer financial reporting; and

5. The registrant’s other certifying officrénd | have disclosed, based on our most recati@ion of internal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of registrant’s board of directors paersons performing the equivalent functions):

a. All significant deficiencies and materiadaknesses in the design or operation of interrarabover financial reporting which are
reasonably likely to adversely affect the regidfsaability to record, process, summarize and refioancial information; and

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

Date: June 28, 2007 /s/ Mervyn McCulloch

Mervyn McCulloch
Chief Financial Office







EXHIBIT 32.1

CERTIFICATE OF CHIEF EXECUTIVE OFFICER AND CHIEF FI NANCIAL OFFICER
PURSUANT TO SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Annual Report of Motard®arts of America, Inc. (the “Company”) on ForiK for the year ended March 31, 2007
as filed with the Securities and Exchange Commiseiothe date hereof (the “Annual Report”), I, Sgiwoffe, Chief Executive Officer of the
Company, certify, pursuant to 18 U.S.C. Section01258 adopted pursuant to Section 906 of the Sasiaxiey Act of 2002, to my knowledg
that:

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

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

/sl Selwyn Joffe
Selwyn Joffe

Chief Executive Office
June 28, 200

In connection with the Annual Report of Motard®arts of America, Inc. (the “Company”) on ForiK for the year ended March 31, 2007
as filed with the Securities and Exchange Commissiothe date hereof (the “Annual Report”), I, MerwWicCulloch, Chief Financial Officer

of the Company, certify, pursuant to 18 U.S.C. Bact350, as adopted pursuant to Section 906 ob#rbanes-Oxley Act of 2002, to my
knowledge, that:

1. The Annual Report fully complies with theguirements of Section 13(a) or 15(d) of the SéiesrExchange 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.

/s/ Mervyn McCulloch
Mervyn McCulloch
Chief Financial Office
June 28, 200

The foregoing certifications are being furmidho the Securities and Exchange Commission a®ptire accompanying report on Form 10-
K. A signed original of each of these statementsheen provided to Motorcar Parts of America, &mad will be retained by Motorcar Parts of
America, Inc. and furnished to the Securities ardiange Commission or its staff upon request.




