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MOTORCAR PARTS OF AMERICA, INC.
GLOSSARY
The following terms are frequently used in the w@ithis report and have the meanings indicatedvbel

“Used Core” — An alternator or starter which hasesed in the operation of a vehicle. The Usee @oan original equipment (“OE”)
alternator or starter installed by the vehicle nfacturer and subsequently removed for replacenuésed Cores contain salvageable parts
which are an important raw material in the remactufidng process. We obtain most Used Cores by giogicredits to our customers for Used
Cores returned to us under our core exchange proddar customers receive these Used Cores fromuooers who deliver a Used Core to
obtain credit from our customers upon the purcludgenewly remanufactured alternator or startesufficient Used Cores cannot be obtained
from our customers, we will purchase Used Coresifcore brokers, who are in the business of buyimgselling Used Cores. The Used Cores
purchased from core brokers or returned to us Ibycoestomers under the core exchange program, aiahwhve been physically received by
us, are part of our raw material or work in prodesgntory included in long-term core inventory.

“Remanufactured Core” — The Used Core underlyin@léernator or starter that has gone through thmreifacturing process and through
that process has become part of a newly remanuéatalternator or starter. The remanufacturing @edakes a Used Core, breaks it down
into its component parts, replaces those comporteatTannot be reused and reassembles the sabrageamponents of the Used Core and
additional new components into a remanufacturestradtor or starter. Remanufactured Cores are irdlird our on-hand finished goods
inventory and in the remanufactured finished goatipct held for sale at customer locations. Usek€ceturned by consumers to our
customers but not yet returned to us continue tddmsified as Remanufactured Cores until we phjlgiceceive these Used Cores. All
Remanufactured Cores are included in our long-teora inventory or in our long-term core inventogpdsit.
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MOTORCAR PARTS OF AMERICA, INC.

Unless the context otherwise requires, all refeesnia this Annual Report on Form 10-K to “the Comypa “we,” “us,” and “our” refer to
Motorcar Parts of America, Inc. and its subsidiaridhis Form 1-K may contain forwardeoking statements within the meaning of the Pe'
Securities Litigation Reform Act of 1995. Such fmavlooking statements involve risks and uncertag;itOur actual results may differ
significantly from the results discussed in anyvard-looking statements. Discussions containindidooward-looking statements may be
found in the material set forth und“ltem 7. Management’s Discussion and Analysis afaficial Condition and Results of Operations,” as
well as within this Form 10-K generally.

We file annual, quarterly and current reports, pretatements and other information with the Selasriatnd Exchange Commission (“SEC”).
Our SEC filings are available free of charge toghblic over the Internet at the SEC’s websitenatv.sec.gov Our SEC filings are also
available free of charge on our websit&w.motorcarparts.com¥You may also read and copy any document we fila thié SEC at its Public
Reference Room at 100 F. Street, NE, Washingtdd,2D549. Please call the SEC at (800) SEC-033fuftdrer information on the operation
of the Public Reference Room.

PART I

Item 1. Business

General

We remanufacture alternators and starters for itepgaand domestic cars and light trucks and digtiltuem throughout the United States and
Canada. We sell to most of the largest auto patsslichains in the United States and Canada, dmofuAutoZone, Pep Boys, O’'Reilly
Automotive and CSK Automotive. We believe the flaggest auto parts retail chains currently coragmroximately 44% of the North
American after-market for remanufactured alterratord starters.

Growth of the after-market for remanufactured alé¢ors and starters is driven by replacement réltesbelieve that replacement rates
generally increase with increases in miles drived the age of registered vehicles. According tausty sources, total annual miles driven in
the United States started to decline in late cale@007. In our view, it is too early to determimieether this a temporary decline or the
beginning of a longer-term trend. On the other h#maded on industry sources, the number of regidtezhicles in the United States that are
eight years old or older has been, and appears toftinuing to grow. Vehicles eight years old loleo have replacement rates for alternators
and starters that are significantly higher thaniclel that are less than eight years old. Improvesia the quality of alternators and starters in
certain newer vehicles have resulted in declinggacement rates for those vehicles; however,esetliehicles age and accumulate mileage,
the alternators and starters will ultimately f&il.other words, we believe that the replacememtitefnators and starters in these vehicles has
been deferred, not avoided entirely.

Historically, our business has focused on the gamitrself (“DIY”) market, customers who buy remaactured alternators and starters at an
auto parts retail store and install the parts tiedves. We believe that the do-it-for-me (“DIFMYarket, also known as the professional inst
market, is an attractive opportunity for growth. Wadieve we are positioned to benefit from this ke&opportunity in three ways: one, our &
parts retail customers are expanding their effiortarget the professional installer market segnterd, we sell our products to General Motors
for distribution to professional installers throughService Parts Operation; and three, we selpoaducts under our Quality-Built™ brand
label directly to suppliers that focus on professidnstallers.

While we continually seek to diversify our custorbase, we currently derive, and have historicadlsiveed, a substantial portion of our sales
from a small number of customers. During fiscal2@007 and 2006, sales to our five largest custem@nstituted approximately 94%, 96%
and 96%, respectively, of our net sales. To migidhe risk associated with this concentration tfssave have increasingly sought to enter into
longer-term customer agreements with our majoracusts. These longer-term agreements typically requd to commit a significant amount
of our working capital to build inventory and inese production. In addition, they typically inclugarketing and other allowances that
adversely impact near-term revenue and may regsite incur certain
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changeover expenses. To respond to our increasedfaieworking capital and to strengthen our oudinaancial position, in May 2007 we
completed a private placement of common stock aadamts that resulted in gross proceeds beforensegeof $40,061,000 and net proceeds
of $36,905,000.

To offset the pricing pressure and costs associaitihdour agreements with our largest customershawe moved almost all our
remanufacturing operations from Torrance, Califano lower cost facilities in Mexico and Malaydizuring fiscal 2008, 2007 and 2006,
approximately 91%, 64% and 32%, respectively, aftotal production was produced by our subsidianeglexico and Malaysia. We curren
expect that approximately 95% of our fiscal 2008durction of remanufactured units will be outside tnited States. We expect to maintain
production of remanufactured units that requirecsdized service and/or rapid turnaround in ourr@oce facility for the near term. We are
also continuing to transition warehousing and sinigipeceiving operations from our Torrance facitibyour facilities in Mexico.

In connection with our transition efforts, in Septeer 2007 we exercised our right to cancel theeled®ur Torrance facility, effective May 31,
2008, with respect to approximately 80,000 squeee fireviously utilized for core receipt, storagd packing. The transition of these functi
to our facilities in Mexico is almost complete.

We also closed our warehouse distribution facititiNashville, Tennessee in the second quarteiso&fi2008. We have subleased this facility
for the remainder of the lease term.

Company Products

During fiscal 2008, 2007 and 2006, sales of repteag alternators and starters for imported and dtimears and light trucks constituted 99%
of our total sales. Alternators and starters areglactive replacement parts in all makes and nsoolieVehicles because they are required for a
vehicle to operate. Currently, approximately 94%wf units are sold for resale under customer twilabels. The balance is sold under our
Quality-Built™ brand label.

Our alternators and starters are produced to mestaged original manufacturer specifications. Wmaanufacture alternators and starters for
virtually all imported and domestic vehicles saidlie United States and Canada. Remanufacturirgesr@ supply of parts at a lower cost to
the end user than newly manufactured parts and sreakadlable automotive parts which are no longandmanufactured as new.
Remanufacturing also relieves automotive repaipshad the need to rebuild worn parts on an indialchasis and conserves material which
would otherwise be used to manufacture new replaeoeparts. Our remanufactured parts are sold apettively lower prices than most new
replacement parts.

We recycle nearly all materials in keeping with éagus of positively impacting the environment. péirts, including metal from the Used
Cores, and corrugated packaging are recycled.

The technology and the specifications for the congots used in our products, particularly alterratbave become more advanced in resp

to the installation in vehicles of an increasingniner of electrical components such as navigatistesys, steering wheel-mounted electronic
controls, keyless entry devices, heated rear wirsdand seats, high-powered stereo systems and D&j@nsl. As a result of this increased
electrical demand, alternators require more adwatmehnology and higher grade components and pesales prices of replacement
alternators have increased accordingly. The inargaomplexity of cars and light trucks and the temof different makes and models of
these vehicles have resulted in a significant msean the number of different alternators andestaurequired to service imported and domestic
cars and light trucks. In addition to the over D,8@ck keeping units (“SKUs") for heavy trucks andariety of industrial and OE applications
reflecting our acquisition of certain assets ofdmbtive Importing Manufacturing, Inc. (“AIM”), weaery over 2,500 SKUs which cover
applications for most imported and domestic cacslaht trucks sold in the United States and Canada

Customers: Customer Concentration

Our products are marketed throughout the UniteteStand Canada. Currently, we serve four of the lfivgest retail automotive chain stores
with an aggregate of approximately 7,700 retaileistas well as small to medium-
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sized automotive warehouse distributors. The prtsdwe sell to one of the largest automobile martufacs in the world are distributed to o
14,000 dealers and approximately 100 dedicatedlulisbrs.

We are substantially dependent upon sales to ojorroastomers. During fiscal 2008, 2007 and 20@&ssto our five largest customers
constituted approximately 94%, 96%, and 96%, resyedg, of our net sales, and sales to our largastomer AutoZone, constituted 53%, 6
and 70%, respectively, of our net sales. Any megninmeduction in the level of sales to any of thesistomers, deterioration of any customer’s
financial condition or the loss of a customer cdudde a materially adverse impact upon us.

Customer Arrangements; Impact on Working Capital

We have long-term agreements with substantiallpfatiur major customers. Under these agreemenishwypically have initial terms of at
least four years, we are designated as the exelasiprimary supplier for specified categoriesevhanufactured alternators and starters.
Because of the very competitive nature of the ntdfikeremanufactured starters and alternators hadirmited number of customers for these
products, our customers have sought and obtairiee ppncessions, significant marketing allowancesraore favorable delivery and paym
terms in consideration for our designation as @otuer’s exclusive or primary supplier. These inoar# differ from contract to contract and
can include (i) the issuance of a specified amofiotedits against receivables in accordance wgbhedule 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) othrearketing, research, store expansion or productldpment support. We have also entered
into agreements to purchase certain customers’ Refaetured Core inventory and to issue creditsaypfpr that inventory according to a
schedule set forth in the agreement. These costrguically require that we meet ongoing perfornemuality and fulfillment requirements.
An agreement with one customer grants the custdimeright to terminate the agreement at any timeufiy reason. Our contracts with major
customers expire at various dates ranging from Aug008 through December 2012.

These longer-term agreements strengthen our custefagionships and business base. The increasadrdefor product that we have
experienced has caused a significant increaserimeentories, accounts payable and personnel.otwestdemands that we purchase their
Remanufactured Core inventory have also been #isemt and an additional strain on our availablerking capital. The marketing and other
allowances we typically grant our customers in @mion with our new or expanded customer relatigpsshdversely impact the near-term
revenues, profitability and associated cash flawmfthese arrangements. However, we believe trestment we make in these new or
expanded customer relationships will improve owralt liquidity and cash flow from operations ovene. Accordingly, in order to respond to
our increased need for working capital and to sfifeen our overall financial position, in May 200@ wompleted a private placement of
common stock and warrants that resulted in grossgeds before expenses of $40,061,000 and netgu®oé $36,905,000 after expenses.

Multi-Year Inventory Transactions

During the three fiscal years ended March 31, 2@0@8entered into a number of transactions withe@esfo our inventory. Specifically, as of
March 31, 2008, we are still a party to agreemeiitts two major customers that require us to readur books inventory held by them.

The inventory transaction with our largest custohmes had a material impact on our reported reaunlisworking capital for the last three fiscal
years. We entered into the initial fryear agreement with this customer in May 2004. ériblis agreement, we became the primary supdiier o
imported alternators and starters for eight of thistomer’s distribution centers and agreed totlsislcustomer certain products on a “pay-on-
scan” (“POS”) basis. Under the POS arrangementaméinued to carry the inventory that this retailad on its shelf for resale until that
inventory was sold to an end user. At that poirg,were entitled to receive payment. As part of20@4 agreement, we purchased
approximately $24,000,000 of this customer’s ineepnthrough the issuance of credits against reté#gafrom that customer. The last of these
credits was issued in April 2006. The parties algeed to use reasonable commercial efforts toerbtive overall purchasing relationship to a
POS arrangement by April 2006, and, if the POS easion was not fully accomplished by that time,ageeed to convert $24,000,000 of this
customer’s inventory to a POS arrangement by psiagahis inventory through the issuance of creafit$1,000,000 per month over a 24-
month period ending April 2008.
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The POS conversion was not completed by April 2@D8), the parties agreed to terminate the POS amaagt as of August 24, 2006. As part
of the August 2006 agreement, the customer purdhh®se products previously shipped on a POS bHsesnet effect of this transaction, a
the application of our revenue recognition polici@as an increase in net sales of $11,733,00é&fiscal year ended March 31, 2007. This
agreement also extended the term of our primarplargights from May 2008 to August 2008.

Under this agreement, we purchased approximateéyd8D,000 of the customer’s Remanufactured Corentory by issuing credits to the
customer in that amount on August 31, 2006. Inldistsing the related long-term core inventory dépege valued these Remanufactured
Cores at $11,918,000 based on the then currenptlmig-term core inventory. The resulting $8,@&¥) reduction in the carrying value of
these Remanufactured Cores reduced our net saldefliscal year ended March 31, 2007 by the sameunt. If our agreement with this
customer is terminated, the customer is obligatqelitchase any unreturned Remanufactured or Usegs@om us for cash either immedia
or over a period of time as that customer liquiddt® inventory. The amount of the payment is bagesh the contractual per Remanufactured
Core price. This contractual price exceeds theevaked to establish the long-term core inventopodi. As of March 31, 2008, the long-term
core inventory deposit balance related to this emgent was approximately $19,629,000. Long-term oorentory deposit related to this
August 31, 2006 transaction has not changed, leuiotial balance in the account has increased daéditional subsequent Remanufactured
Core purchases.

In March 2005, we entered into an agreement wititrear major customer. As part of this agreementgdesignation as this customer’s
exclusive supplier of remanufactured imported akléors and starters was extended from FebruarGt®B to December 31, 2012. In addition
to customary marketing allowances, we agreed taieethe customer’s imported alternator and st&Remanufactured Core inventory by
issuing $10,300,000 of credits over a five-yeaiqzerin the fourth quarter of fiscal 2008, the tateedits to be issued was reduced to
$9,940,000, resulting from the reconciliation of thumber of Remanufactured Core inventory availabtistomer locations. The amount of
credits issued is subject to adjustment if salebéacustomer decrease in any quarter by moreahagreed upon percentage. As of March 31,
2008, approximately $3,623,000 of credits remaibeassued. The customer is obligated to purchageareturned Remanufactured or Used
Cores in the customer’s inventory upon terminatibthe agreement for any reason. As we issue erealthis customer, we establish a long-
term core inventory deposit account for the vallithe Remanufactured Core inventory estimated torbband with the customer and subject
to purchase upon termination of the agreementyaghgce revenue by the amount by which the crediéeds the estimated Remanufactured
Core inventory value. As of March 31, 2008, thegldarm core inventory deposit balance related imalyreement was approximately
$2,848,000. We regularly review the lotegm core inventory deposit account using the sasset valuation methodologies we use to value
unreturned Remanufactured Core inventory.

In July 2006, we entered into an agreement witeva customer to become its primary supplier of aliésrs and starters. As part of this
agreement, we agreed to acquire a portion of teomer’s imported alternator and starter RemanufadtCore inventory by issuing
approximately $950,000 of credits over twenty geratOn May 22, 2007, the agreement was amendsdhtimate our obligation to acquire
this Remanufactured Core inventory, and the custoafended approximately $142,000 in accounts kat#eé credits previously issued. Uni
an amendment effective January 25, 2008, we ageeaccelerate $2,300,000 of promotional allowarmesided under this agreement. These
promotional allowances otherwise would have beenezhby the customer during the fourth quarteisefal 2008 and the first quarter of fiscal
2009. At the same time, our contract with this costr was extended through January 31, 2011.

Competition

The after-market for remanufactured alternatorssaaders is highly competitive. Our most signifitaompetitors are a division of Remy
International, Inc. and BBB Industries. We also pete with several medium-sized remanufacturersadadye number of smaller regional and
specialty remanufacturers. Overseas manufactyaricularly those located in China, are increasivar operations and could become a
significant competitive force in the future.
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We believe that the reputation for quality and oo®tr service that a supplier enjoys is a signifi¢aators in a customer’s purchase decision.
We believe that these factors favor our companychvprovides quality replacement automotive progupid and reliable delivery
capabilities as well as promotional support. Iis ti@gard, there is increasing pressure from custmarticularly the largest customers, to
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 apatitive advantage. Price and payment
terms are very important competitive factors. Theaentration of our sales among a small group sfarners has limited our ability to
negotiate more favorable terms for sales of oudpcts.

For the most part, our products have not been fEteror do we believe that our products are pabéataVe seek to protect our proprietary
processes and other information by relying on tsetzret laws and non-disclosure and confidentialiseements with certain of our employees
and other persons who have access to our proprigtacesses and other information.

Included in sales are royalties we receive fromlittensing of intellectual property developed oweny years related to rotating electrical
products (alternators and starters).

Company Operations

Production ProcessOur remanufacturing process begins with the readipsed alternators and starters, commonly knaw'iyaed Cores”,
from our customers or core brokers. The Used Caregvaluated for inventory control purposes aed gorted by part number. Each Used
Core is completely disassembled into its fundamemtaponents. The components are cleaned in a gsdbat employs customized equipn
and cleaning materials in accordance with the regupecifications of the particular component.cdiinponents known to be subject to major
wear and those components determined not to balskusr repairable are replaced by new componBlais-salvageable components of the
Used Core are sold as scrap.

After the cleaning process is complete, the salabigecomponents of the Used Core are inspecteteatet as prescribed by our ISO TS
16949 approved quality control program, which ipliemented throughout the production process. (186949 is an internationally
recognized, world class, automotive quality sysjdspon passage of all tests, which are monitoreddsignated quality control personnel, all
the component parts are assembled in a work delkifinished product. Inspection and testing aredacted at multiple stages of the
remanufacturing process, and each finished praducspected and tested on equipment designednidate performance under operating
conditions. Finished products are either storeglinwarehouse facility or packaged for immediat@rsient. To maximize remanufacturing
efficiency, we store component parts ready for msdye in our warehousing facilities. Our manageniafdrmation systems, including
hardware and software, facilitate the remanufaatuprocess from Used Cores to finished products.

We continue to explore opportunities for improveffjciencies in our remanufacturing process. Inltfst few years, we have reorganized our
remanufacturing processes to combine product faswliith similar configurations into dedicated fagtaork cells. This remanufacturing
process, known as “lean manufacturing”, replacedhiore traditional assembly line approach we hagipusly utilized and eliminated a large
number of inventory moves and the need to trackritery movement through the remanufacturing procesis new process impacted all of
our production in California and Malaysia and hasmused at our Mexico facility since the beginrofigperations. Because of this “lean
manufacturing” approach, we have significantly restlithe time it takes to produce a finished praduct

Offshore Remanufacturing. The majority of our remanufacturing operationsraoes conducted at our remanufacturing facilitieFijuana,
Mexico and Malaysia. We also operate a shippingrandiving warehouse and testing facility in Sing@p These foreign operations have
quality control standards similar or identical h@$e implemented at our remanufacturing facilitieSorrance, California. In fiscal 2008, 2007
and 2006, our foreign operations produced appraein®1%, 64% and 32%, respectively, of our totat production. In addition, we moved
100% of our core sorting functions off-shore andowmatinue to transition the remaining warehoussgigpping and packing operations in
Torrance, California to our facilities in Mexico.@Murrently expect that approximately 95% of oacdi 2009 production of remanufactured
units will be outside the United States.
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Used Cores and Other Raw MaterialsThe majority of our Used Cores are obtained frostamers using our core exchange program. The
core exchange program consists of the followingste

. Our customers purchase from us a remanufacturedaubé sold to their consumt

. Our customers offer their consumers a crediktihange their used unit (Used Core) at the timetimsumer purchases a
remanufactured uni

. We, in turn, offer our customers a credit to seadh@se Used Cores. The credit reduces our accmagivable

Our customers are not obligated to send us alUded Cores exchanged by their consumers. We hataibally purchased approximately
15% to 20% of our Used Cores in the open market ftore brokers who specialize in buying and sellisgd Cores. Although the open
market is not a primary source of Used Cores, ésdaffer us a supplemental source for maintainiagksbalances, so that we can continue to
meet our raw material demands. Not all Used Careseausable. Remanufacturing consumes, on avarage,than one Used Core for each
remanufactured unit produced. Although the yietésalepend upon both the product and customerfigagicins, our overall average yield
rates are about 85%, meaning we use about 117 Csexs to provide sufficient salvageable component®mplete 100 remanufactured
products. During the fiscal year ended March 3D&0ve purchased approximately 23% of our Used £fveen core brokers. This increase in
broker purchases above our historic rates was saget accommodate our offshore operations apdagde efficient delivery to promptly
meet customer orders.

The price of a finished product sold to our custmsig generally comprised of an amount for remactufang (“unit value”) and an amount
separately invoiced for the Remanufactured Corlidterd in the product (“Remanufactured Core chargefie Remanufactured Core charge is
equal to the credit we offer to induce the custotoerse our core exchange program and send bactksex Cores to replenish the raw
materials we need to produce additional finishegdgo In accordance with our net-of-caa@ue revenue recognition policy, at the time & $s
recorded, we only recognize as revenue the uniievaf the finished product. We also record as ltamg: core inventory the cost of
Remanufactured Cores included in the finished gdleaisare shipped to customers and that we expdet sent back to us as part of the core
exchange program. During fiscal 2008, 2007 and 2@pproximately 95%, 96% and 93%, respectivelfhefRemanufactured Cores we
shipped as part of finished goods were replacesirhilar Used Cores sent back to us under our carkange program, resulting in the
issuance of credits equal to the related RemanurfsdtCore value.

Other materials and components used in remanufagtare purchased in the open market. Our mainlsrpgpovided approximately 20%,
22% and 21% of our raw materials purchased dufhirdiscal years ended March 31, 2008, 2007 and,2@8fectively, and we are dependent
on that supplier’s ability to provide us with ravatarials. No other supplier provided more than I¥%ur raw material needs during these
periods.

The ability to obtain Used Cores, materials and ponents of the types and quantities we need isiéakto our ability to meet demand.

Return Rights. Under our customer agreements and general indpstgfice, our customers are allowed stock adjustsnghen their
inventory of certain product lines exceeds thecipdited sales to end-user consumers. Customers/agees contractual rights for stock
adjustments which range from 3%-5% of total unitsl sin some instances, we allow a higher levektdirns in connection with a significant
update order. Stock adjustment returns are notdedauntil they are authorized by us, and theyalooocur at any specific time during the
year. In addition, we allow customers to returndpto us that their e-user consumers have returned to them. This genighalof return is
allowed regardless of whether the returned itedefective. We seek to limit the aggregate of stadjkstment and other customer returns to
less than 20% of unit sales.

As is standard in the industry, we only acceptrregdrom on-going customers. If a customer ceasagybusiness with us, we have no further
obligation to accept additional product returnsrfrthat customer. Similarly, we accept product mretuand grant appropriate credits from new
customers from the time the new customer relatipnishestablished. This obligation to accept resurom new customers does not result in
decreased liquidity or increased expenses sincenlyeaccept one returned product for each unit oltie new customer. The return must be
received by us in the original box of the unit sold
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We provide for the anticipated returns of inventoraccordance with Statement of Financial Accoun®tandards (“SFAS”) No. 48,
“Revenue Recognition When Right of Return Existg'réducing revenue and cost of sales for the wliterof goods sold based on a historical
return analysis and information obtained from comtos about current stock levels and anticipateckstdjustment returns.

Sales, Marketing and Distribution. We offer one of the widest varieties of alternatamg starters available to the market, and we nhare
distribute our products throughout the United Statied Canada. Our products for the automotivel idtain market are primarily sold under
our customers’ private labels. During fiscal 2084, expanded our sales efforts beyond automotiedl iains to include warehouse
distribution centers serving professional install@ur products are sold under private label amdoun Quality-Built™ brand label. Products
are shipped from our remanufacturing facility inrfemce, California and our fee warehouse faciliteBairfield, New Jersey and Springfield,
Oregon.

We publish, for print and electronic distributi@n¢atalog with part numbers and applications foradternators and starters along with a
detailed technical glossary and informational dasgh We believe that we maintain one of the madsthsive catalog and product identification
systems available to the market.

Employees.As of March 31, 2008, we had 311 employees in thited States (down from 580 at March 31, 2007)stutially all of whom
were located in Torrance, California. Of our U.&séd employees, 91 are administrative personnghich 21 are sales personnel. In addition,
at March 31, 2008, we employed 336 people in Siogapnd Malaysia, an increase from 309 people ativial, 2007, and 1,100 people at
remanufacturing facility in Tijuana, Mexico, an iease from 638 people at March 31, 2007. A unipnesents all hourly employees covered
by collective bargaining agreements at our Mexamility. All other employees, including our empl@geat Torrance, California, are nanion.
We consider our relations with our employees tadiesfactory.

Seasonality of Business

Historically, extreme weather conditions have inpdalternator and starter failures, resulting odest seasonal impacts on our business. Dug
to their nature and design, as well as the limit®chnology, alternators and starters traditignaive failed when operating in extreme
conditions. During the summer months, when the txatpre typically increases over a sustained peridiine, alternators were more likely to
fail. Similarly, during winter months, starters wenore likely to fail. This seasonality impact ween diminished by the improvement in the
quality of alternators and starters and does naeatly have a material impact on our sales.

Governmental Regulation

Our operations are subject to federal, state aral laws and regulations governing, among othergthi emissions to air, discharge to waters,
and the generation, handling, storage, transporntatieatment and disposal of waste and other rattewWe believe that our businesses,
operations and facilities have been and are bgiegated in compliance in all material respects &jiplicable environmental and health and
safety laws and regulations, many of which provatesubstantial fines and criminal sanctions falaiions. Potentially significant
expenditures, however, could be required in ordeomply with evolving environmental and health aafety laws, regulations or
requirements that may be adopted or imposed ifutioee.

Evaluation of Strategic Options

We are continuing to evaluate strategic optionsweamight pursue to enhance shareholder values& beuld include an acquisition of anot
company or a sale of our company to a third parere is no assurance, however, that we will @nterany transaction as a result of our
efforts in this regard.

Acquisition

On May 16, 2008, we completed the acquisition ofaie assets of AIM, specifically its operation whiproduced new and remanufactured
alternators and starters for imported and domestssenger vehicles. These products are sold urdien®, Xtreme® and other brand names.
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Management believes the acquisition of AIM expamgiscustomer base and the product line, includiegaiddition of business in heavy duty
alternators and starter applications. The assetsesmult of operations of AIM were not significaatour consolidated financial position or
results of operations, and thus pro forma infororats not presented.
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Item 1A Risk Factors

While we believe the risk factors described belosvedl the material risks currently facing our bosis, additional risks we are not presently
aware of or that we currently believe are immatkeneay also impair our business operations. Our ficial condition or results of operations
could be materially and adversely impacted by thieses, and the trading price of our common stoolld be adversely impacted by any of
these risks. In assessing these risks, you shdsddrefer to the other information included in acorporated by reference into this Form 10-K,
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 significamajority of our business, and the loss of any okle customers, significant changes in
the prices, marketing allowances or other importaietms provided to any of our major customers owatse developments with respect to
the financial condition of any of our major customng would reduce our net income and operating result

Our sales are concentrated among a few major cessoruring fiscal 2008, sales to our five largasttomers constituted 94% of our net
sales, and sales to our largest customer constiig® of our net sales. Because our sales are mvated, and the market in which we operate
is very competitive, we are under ongoing presfam our customers to offer lower prices, extendagment terms, increased marketing
allowances and other terms more favorable to thesemmers. These customer demands have put codiiimassure on our operating margins
and profitability, resulted in periodic contrachegotiation to provide more favorable prices amohgeto these customers and significantly
increased our working capital needs. In additibig tustomer concentration leaves us vulnerabéayoadverse change in the financial
condition of any of our major customers. The lossignificant decline of sales to any of our majastomers would reduce our net income and
adversely affect our operating results.

Our contract with our largest customer is schedtdeskpire in August 2008. At this point, we canpatvide assurance that this contract will
be extended or estimate the impact any such cdrexéension would have on our reported result#hiff contract is not renewed or we are
required to provide significant customer concessimrenew this contract, our operating resultsldibe materially and adversely impacted.

The costs associated with expansion of our offshoeenanufacturing and logistic activities has put dmward pressure on our near-term
operating results. These activities also exposedauscreased political and economic risks.

To respond to customer and competitive pressurde wiaintaining or improving gross margins overdimve have moved an increasing
portion of our remanufacturing operations to lowest countries outside the United States. Whileamt&ipate that the remanufacturing costs
in Mexico will ultimately be lower than those weveaincurred in our Torrance, California facilityevexperienced various but decreasing
inefficiencies associated with the ramp-up of ouddan operations that adversely impacted our éipgraesults during the fiscal years ended
March 31, 2008, 2007 and 2006. The expansion obwerseas operations also increases our expospuitical or economic instability in the
host countries and to currency fluctuations.

The complexity associated with the accounting far@perating results may continue to result in flugations in our reported operating
results.

Because we receive most Used Cores, a criticalmafaeturing component, through the core exchanggrem with our customers and we
offer marketing allowances and other incentives itih@act revenue recognition, the accounting faraperations is more complex than that
many businesses the same size or larger. We psdyioited and have now remediated our accounteafitnent in accordance with generally
accepted accounting principles that resulted itatesients to our financial statements. Steps takeorrect the previously issued financial
statements included a review of authoritative antiog literature and consultation with accountingerts at the SEC and with external
accountants. Upon completion of this review, weetted our treatment related to accounting for aorentory and revenue recognition.
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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 UsadsCprimarily through the core exchange prograth wur customers, and component ¢
from third-party manufacturers. Historically, thevél of Used Core returns from customers togetlitgr purchases from core brokers have
provided us with an adequate supply of this key poment. If there was a significant disruption ia Bupply of Used Cores, whether as a result
of increased Used Core acquisitions by existingesv competitors or otherwise, our operating adééigitvould be materially and adversely
impacted. In addition, a number of the other congmts used in the remanufacturing process are alaileom a very limited number of
suppliers. In fiscal 2008, we received 20% of aw materials from a single supplier. We are, assalt, vulnerable to any disruption in
component supply, and any meaningful disruptiothis supply would materially and adversely impaat operating results.

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

In light of the long-term, continuous pressure ogipg which we have experienced from our majortooers, we may not be able to recoup
the higher prices which raw materials, particulalyminum and copper, may command in the marketepl/e believe the impact of higher
raw material prices, which is outside our conti®initigated to some extent because we recovebstautial portion of our raw materials from
Used Cores returned to us by our customers thrthegyhore exchange program. However, we are unaldletermine what adverse impact, if
any, sustained raw material price increases mag bawur profitability.

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

While we believe we are well-positioned in the neror remanufactured alternators and starters,niarket is very competitive. In addition,
other overseas manufacturers, particularly thosatéml in China, are increasing their operationscandd become a significant competitive
force in the future. We may not be successful camgegainst other companies, some of which agelathan us and have greater financial
and other resources at their disposal. Increasegbettion could put additional pressure on us tluoe prices or take other actions which may
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 alternatdrstarter failure rates. These failure rates apauoted by a number of factors outside our
control, including alternator and starter desidrag have resulted in greater reliability, consunuergng 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 ourwal and quarterly results of operations. Thasgdhtions have resulted from many fact
including shifting customer demands, shifts indleenand and pricing for our products and generat@mic conditions, including changes in
prevailing interest rates. Our gross profit peragetfluctuates due to numerous factors, some affwdmie outside our control. These factors
include the timing and level of marketing allowasigeovided to our customers, differences betweenetbel of projected sales to a particular
customer and the actual sales during the relewanitigh pricing strategies, the mix of products siaing a reporting period, fluctuations in the
level of Used Core returns during the period antegal market and competitive conditions.

Our bank may not waive future defaults under ourettit agreement.

Over the past several years, we have violated @auof the financial and other covenants containesir bank credit agreement. To this
point, the bank has been willing to waive theseeoant defaults and to do so without imposing angnmimegful cost or penalty on us. If we fail
to meet the financial covenants or the other okibiga set forth in our bank credit agreement infthiare, there is no assurance that the bank
will waive any such defaults.
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Our level of indebtedness and the terms of our ibtktiness could adversely affect our business aqdidlity position.

While private placement of common stock and wasa&oimpleted in May 2007 has strengthened our dauiition, we expect that our
indebtedness may increase substantially from torigrte for various reasons, including fluctuatiomeperating results, marketing allowances
provided to customers, capital expenditures andiplesacquisitions. Our indebtedness could matgrédfect our business because (i) a por
of our cash flow must be used to service debt rdtren finance our operations, (ii) it may evenfuahpair our ability to obtain financing in
the future and (iii) it may reduce our flexibilitg respond to changes in business and economidtiosdor take advantage of business
opportunities that may arise.

Our largest shareholder has the ability to influeaall matters requiring the approval of our Board ®irectors and our shareholders.

As of March 31, 2008, Mel Marks, our founder andmber of our Board of Directors, beneficially ownk®19% of our outstanding common
stock, and we believe other members of the Mankslyaheld an additional 3.9% of our outstandingc&toAs a result of his holdings, Mel
Marks has the ability to exercise substantial ixfice over us and his interests (and those of higyfamay conflict with the interests of other
shareholders.

Our stock price may be volatile and could declingostantially.

Our stock price may decline substantially as alteduhe volatile nature of the stock market alden factors beyond our control. The stock
market has, from time to time, experienced extrenee and volume fluctuations. Many factors mayseathe market price for our common
stock to decline, including (i) our operating resudailing to meet the expectations of securitiealysts or investors in any quarter,

(i) downward revisions in securities analystsimsttes, (iii) market perceptions concerning ouufatearnings prospects, (iv) public sales of a
substantial number of shares of our common stauk(@) adverse changes in general market conditoegonomic trends.

Our failure to maintain effective internal controlén accordance with Section 404 of the Sarbanes-@xAct of 2002 could have a material
adverse effect on our business and the price of oammon stock.

Section 404 of the Sarbanes-Oxley Act of 2002 (“S¥quires our management to assess the effeesgeaf our internal control over
financial reporting at the end of each fiscal yaad certify whether or not internal control overafincial reporting is effective. Our independent
accountants are also required to express an opivitbrrespect to the effectiveness of our intemaitrols. In connection with our evaluation
Section 404 compliance for the prior fiscal yeae, determined that there were material weaknessasrimternal controls over financial
reporting. All the material weaknesses noted inpthier fiscal year have subsequently been remetliditeconnection with our evaluation of
Section 404 compliance for the current fiscal year determined that there were no material wealesessour internal controls over financial
reporting. We expect our SOX compliance work wilhtinue to require significant commitment of marmaget time and the incurrence of
significant general and administrative expenses.

Unfavorable currency exchange rate fluctuations ddwadversely affect us.

We are exposed to market risk from material moveaminforeign 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 intevimd foreign exchange contracts to
exchange U.S. dollars for Mexican pesos. The extewhich we use forward foreign exchange contrecferiodically reviewed in light of ot
estimate of market conditions and the terms angtleaof anticipated requirements. The use of dekedinancial instruments allows us to
reduce our exposure to the risk that the eventelat@sh outflow resulting from funding the expensiethe 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.
These contracts
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expire in a year or less. Any change in the falngaf foreign exchange contracts is accountec$oan increase or decrease to general and
administrative expenses in current period earnings.

We may not be able to keep the registration stateno@ntinuously effective.

We are obligated to use our commercially reasonefitets to keep the registration statement comtirsly effective until the earlier of (i) five
years after the registration statement is declaffstttive by the SEC, (ii) such time as all of #egurities covered by the registration stater
have been publicly sold by the holders, or (iiiglstime as all of the securities covered by théstegtion statement may be sold pursuant to
Rule 144(d) of the Securities Act. If we fail tdiséy this requirement, we are obligated to payheperchaser of the common stock and war
sold in the private placement partial liquidatedhdges equal to 1% of the aggregate amount investedch purchaser, and an additional 1%
for each subsequent month this requirement is ot umtil the partial liquidated damages paid esjaainaximum of 19% of such aggregate
investment amount or approximately $7,612,000.

We may continue to make strategic acquisitions tfier companies or businesses and these acquisitiotr®duce significant risks and
uncertainties, including risks related to integraug the acquired businesses and achieving benefibsrf the acquisitions.

In order to position ourselves to take advantaggrafvth opportunities, we have made, and may caatto make, strategic acquisitions that
involve significant risks and uncertainties. Thesks and uncertainties include: (i) the difficultyintegrating newly-acquired businesses and
operations in an efficient and effective mannaéy tiie challenges in achieving strategic objectiwest savings and other benefits from
acquisitions, (iii) the potential loss of key emy#es of the acquired businesses, (iv) the riskvarting the attention of senior management
from our operations, (v) risks associated withgnéting financial reporting and internal controsms, (vi) difficulties in expanding
information technology systems and other businessgsses to accommodate the acquired businesseiidfuture impairments of goodwill
of an acquired business.

Iltem 1B Unresolved Staff Comments

None.

Item 2 Properties

We lease all of the real property used in our cjra. We presently lease approximately 147,00@usxfeet of warehouse, production and
administrative space in Torrance, California. InvBimber 2006, we entered into an amendment to #se lthat extended the lease term for an
additional five year period ending March 31, 20Wader the amendment, we have the right to canedetise with respect to approximately
80,000 square feet of the leased space in theaficsthe second year of the extended lease péi@mdamendment also gives us an option to
extend the lease for an additional five years b@gmApril 1, 2012. In September 2007, we exercisedright to cancel the lease of our
Torrance, California facility with respect to appimately 80,000 square feet utilized for core rptestorage and packing. This cancellation
was effective May 31, 2008. These functions weaeditioned to our facility in Mexico. We also leaggproximately 4,005 square feet adjacent
to our main Torrance facility that is used as @ddél office and record storage space. The leaghisrsecond building has terms which
coincide with the lease on the main Torrance bogdi

On October 28, 2004, we entered into a builddd-lease covering approximately 125,000 squatedeindustrial premises in Tijuana, Mexi
The lease has a term of 10 years from the datfathldy was available for occupancy, and we han@pgtion to extend the lease term for two
additional 5-year periods. In May 2005, we tookgession of these premises. In April 2006, we leaseadditional 61,000 square feet
adjoining its existing space. On October 18, 2086 entered into an amendment to lease an adja2éfdd square feet. This new space was
fully occupied in January 2007 and is expectedetoiged for core receiving, sorting and storageagdlfunctions. The amendment has the same
terms as the current lease.

In addition, we occupy nearly 50,000 square fed¢ased remanufacturing, warehousing, and offieesmnder nine separate leases which
expire on various dates through June 30, 2010ingapore and Malaysia.
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The Nashville, Tennessee area facilities we leassist of two locations. We currently lease apprately 2,067 square feet of office space
under a lease that expires on May 31, 2012. InI®M05, we entered in an agreement to lease appetgly 82,600 square feet of warehouse
and office space for a term of five years and twmths. In the second quarter of fiscal 2008, wsedioand sub-leased this facility for the
remainder of its lease term.

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

Item 3 Legal Proceedings

In December 2003, the SEC and the United Statesmgy’s Office brought actions against Richard Maxkur former President and Chief
Operating Officer. (Mr. Marks is also the son ofINMarks, our founder, largest shareholder and merabeur Board of Directors.) Mr. Marks
ultimately pled guilty to several criminal chargesiune 2005.

In June 2006, we entered into a Settlement AgreearehMutual Release with Mr. Marks. Under thisesgnent (which was unanimously
approved by a Special Committee of the Board oé®ars consisting of Messrs. Borneo, Gay and Sielykl Marks agreed to pay us
$682,000 as partial reimbursement of the legal émeiscosts we had advanced pursuant our pre-axistitemnification agreements with

Mr. Marks. This amount was due on January 15, 2008une 2006, we recorded a shareholder notevaddeifor the $682,000 Mr. Marks
owes us. The note is classified in shareholdensitg@s it is collateralized by our common stock. Marks also agreed to pay interest at the
prime rate plus one percent on June 15, 2007 (paitlne 22, 2007) and January 15, 2008 (paid arada22, 2008). Mr. Marks pledged
80,000 shares of our common stock that he ownsdore this obligation. If at any time the marketerof the stock pledged by Mr. Marks was
less than 125% of Mr. Marks’ obligation, he wasuieged to pledge additional stock to maintain ngsléhan the 125% coverage level. Under
the terms of an amendment to the agreement witivrks that was effective January 15, 2008, weetjte extend the due date of

Mr. Marks’ obligation to pay $682,000 from Janud#; 2008 to July 15, 2008. This amendment was amausly approved by the Special
Committee of the Board of Directors that had apptbthe original Settlement Agreement. Mr. Markseagrto pledge an additional 31,500
shares of our common stock that he owns to sehig@bligation and any additional shares necedsanyaintain no less than a 140% coverage
level. Mr. Marks also agreed to pay interest athime rate plus three percent during the extengaiod. In March 2008 and May 2008,

Mr. Marks pledged additional 20,528 and 33,492 efarespectively, to maintain the necessary coedragl of 140%.

We are subject to various other lawsuits and clamtse normal course of business. Management doelelieve that the outcome of these
matters will have a material adverse effect offiftancial position or future results of operations.

Item 4 Submission of Matters to a Vote of Securitydolders

None.
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PART Il

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

Effective December 3, 2007, our common stock conueértrading on the National Association of SecesiDealers Automated Quotation
(“NASDAQ”) Global Market under the trading symbolMAA. Prior to this date, our common stock was tcade the Pink Sheets under the
trading symbol MPAA.PK.

The following table sets forth the high and lowesptices for our common stock during the fourthrtgreof fiscal year 2008 and the high and
low bid quotations for our common stock during #2007 and the first three quarters of fiscal 2008 quotations for fiscal 2007 and the
three quarters of fiscal 2008 reflect inter-dealéces and may not necessarily represent actuaddions and do not include any retail mark-
ups, markdowns or commissions.

Fiscal 2008 Fiscal 2007
High Low High Low
1st Quarte $14.3¢ $11.5C $13.3¢ $11.0¢
2nd Quarte $13.0¢ $10.2¢ $13.51 $11.3¢
3rd Quarte $12.1( $ 9.0C $14.7( $13.1(C
4th Quarte! $10.8( $ 5.5¢ $14.9¢ $12.6(

As of June 9, 2008 there were 12,070,555 sharesmimon stock outstanding held by 65 holders ofnéec&/e have never declared or paid
dividends on our common stock. The declarationmngf@rospective dividends is at the discretion ef Board of Directors and will be
dependent upon sufficient earnings, capital requémrets and financial position, general economic @i, state law requirements and other
relevant factors. Additionally, our agreement witlr lender prohibits payment of dividends, excéptls dividends, without the lender’s prior
consent.

Equity Compensation Plan Information

The following table summarizes our equity compensaplans as of March 31, 2008:
@ (b) (©)

Number of securities
remaining available for

Number of securities t Weighted-average  future issuance under

be issued upon exercis exercise price of equity compensation plan

of outstanding options outstanding options (excluding securities
Plan Category warrants and rights warrants and rights  reflected in column (a))
Equity compensation plans approved by securitiédens 1,661,45/(1) $ 8.47 154,35((2)
Equity compensation plans not approved by sechdtgers N/A N/A N/A
Total 1,661,45 $ 8.47 154,35(

(M Consists of options issued pursuant to our 199¢l&yee Stock Option Plan, 1996 Employee Stockd@pilan, Director’s Plan, 2003
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 retorholders of common stock for the five years egditarch 31, 2008 with the NASDAQ
Composite Index and an index for our peer groug fder group is comprised of other automotive aftarket companies: Aftermarket
Technologies Corporation, Dorman Products, Inan&ard Motor Products, Inc., and Proliance Intéonat, Inc. The comparison assumes
$100 was invested at the close of business on M&trcB003 in our common stock and in each of theparison groups, and assumes
reinvestment of dividends.

Comparison of 5 Year Cumulative Total Return
Assumes Initial Investment of $100
March 2008

00 5TE

W4
GO0

436.?/ \
500

400 3711 /
- /

200 / 1525 1554 1738 1854 180.8

%
«

m;%_,_.—-—-—'ﬁ i o 153 _T
100 ——fif== a1 Pt s TE
100.0
0
2003 2004 2003 2006 007 2008
| == OTORC AR, PARTS === ASDAQ Composite - Total Retuns dr=Peer Group

18




Table of Contents

Item 6 Selected Financial Data

The following selected historical consolidated fingl information as of and for each of the fisgafrs ended March 31, 2008, 2007, 2006,
2005 and 2004, has been derived from and shoutddukin conjunction with our consolidated finanattements and related notes thereto.

Fiscal Year Ended March 31,

Income Statement Data 2008 2007 2006 2005 2004

Net sales $133,337,00 $136,323,00 $108,397,00 $96,719,000 $80,349,00
Operating income (lost 12,751,00 (2,475,000 6,298,00! 13,438,00 9,232,00!
Net income (loss 4,607,00! (4,956,001) 2,085,00! 7,281,00! 5,400,001
Basic net income (loss) per sh $ 04C  $ (059 % 028 08¢ $ 0.67
Diluted net income (loss) per shi $ 03 $ (0.59 $ 028 0.8 % 0.64

March 31,

Balance Sheet Dat: 2008 2007 2006 2005 2004

Total asset $141,408,00 $131,986,00 $101,136,00 $85,647,00 $62,150,00
Working capital 6,864,001 (26,746,00) 12,851,00 17,328,00 19,212,00
Line of credit — 22,800,00 6,300,00! — 3,000,00!
Capital lease obligatior— less current portio 2,565,001 3,629,00! 4,857,00! 938,00( 1,247,001
Long term liabilities 4,654,00! 3,859,00! 3,373,00! 1,040,001 100,00(
Shareholder equity 91,093,00 47,828,00 51,595,00 48,670,00 40,834,00

Working capital has been adjusted for the reclasgibn of core inventory as described in Item 7afdMgement’s Discussion and Analysis of
Financial Condition and Results of Operations”tiCal Accounting Policiednventory, page 21.

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

This report contains certain forward-looking stagens with respect to our future performance thaslire risks and uncertainties. Various
factors could cause actual results to differ matigrirom those projected in such statements. THasers include, but are not limited to:
concentration of sales to certain customers, chaimgeur relationship with any of our customersJjuing the increasing customer pressure
lower prices and more favorable payment and otreng, our ability to renew the contract with ougkst customer that is scheduled to expire
in August 2008 and the terms of any such reneWwaljicreasing demands on our working capital, dicly the significant strain on working
capital associated with large Remanufactured Goreritory purchases from customers of the type we imcreasingly made, our ability to
obtain any additional financing we may seek or megqwur ability to achieve positive cash flowsrfr@perations, potential future changes in
our previously reported results as a result ofidieatification and correction of errors in our agnting policies or procedures or the material
weaknesses in our internal controls over finan@pbrting, the outcome of the existing review of oustom duties payments and procedures,
lower revenues than anticipated from new and exjstbntracts, our failure to meet the financialemmants or the other obligations set forth in
our bank credit agreement and the bank’s refusakiwe any such defaults, any meaningful differelpe®veen projected production needs and
ultimate sales to our customers, increases indateates, changes in the financial condition gf@mur major customers, the impact of high
gasoline prices, the potential for changes in corsuspending, consumer preferences and generab@ioconditions, increased competition
in the automotive parts industry, including inceshsompetition from Chinese and other offshore rfemsturers, difficulty in obtaining Used
Cores and component parts or increases in the cbtese parts, political or economic instabilityany of the foreign countries where we
conduct operations, unforeseen increases in opgretists and other factors discussed herein aodrinther filings with the SEC.
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Management Overview

We remanufacture alternators and starters for itepgaand domestic cars and light trucks and digtiltuem throughout the United States and
Canada. We sell to most of the largest auto patsslchains in the United States and Canada, dimofuAutoZone, Pep Boys, O’'Reilly
Automotive and CSK Automotive. We believe the flaggest auto parts retail chains currently coragmroximately 44% of the North
American after-market for remanufactured alterratord starters.

Growth of the after-market for remanufactured alé¢ors and starters is driven by replacement réltesbelieve that replacement rates
generally increase with increases in miles drived the age of registered vehicles. According tausty sources, total annual miles driven in
the United States started to decline in late cae@007. In our view, it is too early to determimieether this a temporary decline or the
beginning of a longer-term trend. On the other h&maded on industry sources, the number of regidtezhicles in the United States that are
eight years old or older has been, and appears toftinuing to grow. Vehicles eight years old laleo have replacement rates for alternators
and starters that are significantly higher thaniclel that are less than eight years old. Improvesia the quality of alternators and starters in
certain newer vehicles have resulted in declingacement rates for those vehicles; however,esethiehicles age and accumulate mileage,
the alternators and starters will ultimately f&il.other words, we believe that the replacememtitefnators and starters in these vehicles has
been deferred, not avoided entirely.

Historically, our business has focused on the Didfkat, customers who buy remanufactured alternatudsstarters at an auto parts retail store
and install the parts themselves. We believe tireDIFM market, also known as the professionabitest market, is an attractive opportunity
for growth. We believe we are positioned to berfediin this market opportunity in three ways: oner, auto parts retail customers are
expanding their efforts to target the professionstialler market segment; two, we sell our prodtetSeneral Motors for distribution to
professional installers through its Service Papgi@tions; and three, we sell our products undefQuuality-Built™ brand label directly to
suppliers that focus on professional installers.

While we continually seek to diversify our custorbase, we currently derive, and have historicadlsivetd, a substantial portion of our sales
from a small number of customers. During fiscal2@007 and 2006, sales to our five largest custem@nstituted approximately 94%, 96%
and 96%, respectively, of our net sales. To migighe risk associated with this concentration téssave have increasingly sought to enter into
longer-term customer agreements with our majoracusts. These longer-term agreements typically requd to commit a significant amount
of our working capital to build inventory and inese production. In addition, they typically inclugarketing and other allowances that
adversely impact near-term revenue and may regsite incur certain changeover expenses. To resjpoodr increased need for working
capital and to strengthen our overall financialipms, in May 2007 we completed a private placenmartommon stock and warrants that
resulted in gross proceeds before expenses of GB0@0 and net proceeds of $36,905,000.

To offset the pricing pressure and costs associgitihdour agreements with our largest customershawee moved almost all our
remanufacturing operations from Torrance, Califano lower cost facilities in Mexico and Malaydizuring fiscal 2008, 2007 and 2006,
approximately 91%, 64% and 32%, respectively, aftotal production was produced by our subsidiangglexico and Malaysia. We curren
expect that approximately 95% of our fiscal 2008durction of remanufactured units will be outside tnited States. We expect to maintain
production of remanufactured units that requirecsgized service and/or rapid turnaround in ourr@oce facility for the near term. We are
also continuing to transition warehousing and sinigipeceiving operations from our Torrance facitibyour facilities in Mexico.

In connection with our transition efforts, in Septeer 2007 we exercised our right to cancel theeled®ur Torrance facility, effective May 31,
2008, with respect to approximately 80,000 squeee fireviously utilized for core receipt, storagd packing. The transition of these functi
to our facilities in Mexico is almost complete.

We also closed our warehouse distribution facilitiNashville, Tennessee in the second quarteiso&fi2008. We have subleased this facility
for the remainder of the lease term.
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We operate in one business segment pursuant to 8IBA$31, “Disclosures about Segments of Enter@rsRelated Information.”

Critical Accounting Policies

We prepare our consolidated financial statemengéeaordance with generally accepted accountingiplies in the United States, or GAAP.
Our significant accounting policies are discussedadtail below and in Note B to our consolidatedficial statements.

In preparing our consolidated financial statementsuse estimates and assumptions for mattersteanherently uncertain. We base our
estimates on historical experiences and reasoaablanptions. Our use of estimates and assumpfff@cssathe reported amounts of assets,
liabilities and the amount and timing of revenued axpenses we recognize for and during the reyppériod. Actual results may differ from
our estimates.

Our remanufacturing operations require that we medused Cores, a necessary raw material, frontoestomers and offer our customers
marketing and other allowances that impact reveacegnition. These elements of our business géestd accounting issues that are more
complex than many businesses our size or largexddiition, the relevant accounting standards aswukis continue to evolve. As a result, cel
of our previously issued financial statements Hasfen restated to reflect changes in our applicatidBAAP.

Inventory
Nor-core Inventory

Non-core inventory is comprised of non-core raw matsrithe non-core value of work in process anchtihrecore value of finished goods.
Used Cores, the Used Core value of work in proaessthe Remanufactured Core portion of finisheddgare classified as long-term core
inventory as described below under the caption y-term Core Inventory.”

Non-core inventory is stated at the lower of cost arket. The cost of non-core inventory approximatesrage historical purchase prices paid,
and is based upon the direct costs of materiabanallocation of labor and variable and fixed oeath costs. The cost of non-core inventory is
evaluated at least quarterly during the fiscal yeat adjusted as necessary to reflect current lofveost or market levels. These adjustments
are determined for individual items of inventontivim each of the three classifications of non-dgowentory as follows:

Non-core raw materials are recorded at average costhvidibased on the actual purchase price of rateniatés on hand. The average co
updated quarterly. This average cost is used iinthentory costing process and is the basis facation of materials to finished goods
during the production process.

Non-core work in process is in various stages ofipction, is on average 50% complete and is vadti&d% of the cost of a finished good.
Non-core work in process inventory historically quises less than 3% of the total non-core invenbaiance.

Finished goods cost includes the average costrminoe raw materials and allocations of labor aadable and fixed overhead. The
allocations of labor and variable and fixed ovetheasts are determined based on the average astial the production facilities over the
prior twelve months which approximates normal c#pga@his method prevents the distortion in all@htabor and overhead costs that
would occur during short periods of abnormally lomhigh production. In addition, we exclude certairallocated overhead such as
severance costs, duplicative facility overheads;a@std spoilage from the calculation and expers® ths period costs as required in
Financial Accounting Standards Board (“FASB”) Stagmt No. 151, Inventory Costs, an amendment of Arting Research Bulletin
(“ARB”) No. 43, Chapter 4 (“SFAS 151"). For the d&l year ended March 31, 2008 and 2007, costspbajpnately $1,599,000 and
$216,000, respectively, were considered abnorntatiaus excluded from the cost calculation and abdudjrectly to cost of sales.

We provide an allowance for potentially excess alpgblete inventory based upon recent sales higteeyquantity of inventory on-hand, and a
forecast of potential use of the inventory. We egwinventory on a monthly basis to
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identify excess quantities and part numbers thr@eaperiencing a reduction in demand. In geneaat, rumbers with quantities representing a
one to three-year supply are partially reservedfoates based upon management'’s judgment angtartsvith historical rates. Any part
numbers with quantities representing more thameetlyear supply are reserved for at a rate thatiders possible scrap and liquidation values
and may be as high as 100% of cost if no liquigati@arket exists for the part.

The quantity thresholds and reserve rates are @lgeand are based on management’s judgment ansll&dge of current and projected
industry demand. The reserve estimates may, threrdfe revised if there are changes in the ovaratket for our products or market changes
that in management’s judgment, impact our abititgell or liquidate potentially excess or obsolatentory.

We apply the guidance provided by the Emergingdsstask Force (“EITF”) Issue No. A%, Accounting by a Customer (Including a Rese
for Cash Consideration Received from a Vendor (fEOR-16"),by recording vendor discounts as a reduction ofimeries that are recogniz
as a reduction to cost of sales as the inventariesold.

Inventory Unreturnes

Inventory Unreturned represents our estimate, basdustorical data and prospective informationvided directly by the customer, of finisk
goods shipped to customers that we expect to hened, under our general right of return policyeathe balance sheet date. Because all core:
are classified separately as long term assetsn¥leatory unreturned balance includes only the dddet value of a finished good. The return
rate is calculated based on expected returns witleimormal operating cycle of one year. As suuh rélated amounts are classified in current
assets.

Inventory unreturned is valued in the same manseua finished goods inventory.

Long-term Core Inventory

Long-term core inventory consists of:
. Used Cores purchased from core brokers and hahémtory at our facilities
. Used Cores returned by our customers and heldveniory at our facilities

. Used Cores returned by end-users to customensabyet returned to us are classified as Rematwriset Cores until they are
physically received by u.

. Remanufactured Cores held in finished goods invgrdgbour facilities; ani

. Remanufactured Cores held at customer locatioaspast of the finished goods sold to the custofRer.these Remanufactured Col
we expect the finished good containing the Remantufad Core to be returned under our general a§heturn policy or a similar
Used Core to be returned to us by the customexaéh case, for cred

Long-term core inventory is recorded at averagmtital purchase prices determined based on aptuahases of inventory on hand. The cost
and market value of Used Cores for which sufficiertent purchases have occurred are deemed theasatme purchase price for purchases
that are made in arms length transactions.

Long-term core inventory recorded at average licstbpurchase prices is primarily made up of Usede8 for newer products related to more
recent automobile models or products for whichehera less liquid market. We must purchase thesel Cores from core brokers because our
customers do not have a sufficient supply of thresger Used Cores available for the core exchanggram.

Approximately 15% to 20% of Used Cores are obtainatbre broker transactions and are valued basex/erage purchase price. The avel
purchase price of Used Cores for more recent altdenmodels is retained as the cost
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for these Used Cores in subsequent periods evitre adurce of these Used Cores shifts to our careamge program.

Long-term core inventory is recorded at the lower ot @vsnarket value. In the absence of sufficienergpurchases, we use core broker
lists to assess whether Used Core cost exceeds@ésednarket value on an item by item basis. Tlmagmny reason for the insufficient recent
purchases is that we obtain most of our Used Cuenitory from the customer core exchange program.

Commencing in the fourth quarter of fiscal 2007,reelassified all of our core inventories to a ldegm asset account. The determination of
the long-term classification was based on our \tieat the value of the cores is not consumed oizeshin cash during our normal operating
cycle, which is one year for most of the cores réed in inventory. According to ARB No. 43, currasisets are defined as “assets or other
resources commonly identified as those which aasaeably expected to be realized in cash or sobdsumed during the normal operating
cycle of the business.” We do not believe that @ventories, which we classify as long-term, asasumed because the credits issued upon
the return of Used Cores offset the amounts inebigken the Remanufactured Cores included in filigf@ds were sold. We do not expect
the core inventories to be consumed, and thus wetexpect to realize cash, until our relationshiihh a customer ends, a possibility that we
consider remote based on existing long-term cust@ageeements and historical experience.

However, historically for approximately 4.5% ofihed goods sold, our customer will not send us@dlCore to obtain the credit we offer
under our core exchange program. Therefore, basediohistorical estimate, we derecognize the galee for these finished goods upon sale,
as we believe they have been consumed and we balieed cash.

We realize cash for only the core exchange progamontfall of approximately 4.5%. This shortfall repents the historical difference between
the number of finished goods shipped to customaiglize number of Used Cores returned to us by mesta We do not realize cash for the
remaining portion of the cores because the créstiteed upon the return of Used Cores offset theuatsdnvoiced when the Remanufactured
Cores included in finished goods were sold. We aloempect to realize cash for the remaining portibthese cores until our relationship with
a customer ends, a possibility that we consideoterhased on existing long-term customer agreenagmtistorical experience.

For these reasons, we concluded that it is moreogpipte to classify core inventory as a long-texsset.

Longterm Core Inventory Deposit

The long-term core inventory deposit account regmessthe value of Remanufactured Cores we havedgoepurchase from customers, which
are held by the customers and remain on the custopremises. The purchase is made through thargsuof credits against that customer’s
receivables either on a one time basis or oveigaged-upon period. The credits against the custsmeseivable are based upon the
Remanufactured Core purchase price previously kstted with the customer. At the same time, we mé¢be longterm core inventory depo:
for the Remanufactured Cores purchased at its destrmined as noted under Long-term Core Invenidng long-term core inventory deposit
is stated at the lower of cost or market. The established at the time of the transaction basettie then current cost, determined as noted
under Long-term Core Inventory. The difference hetwthe credit granted and the cost of the long-tare inventory deposit is treated as a
sales allowance reducing revenue as required WEldér 01-9. When the purchases are made over aedgngon period, the long-term core
inventory deposit is recorded at the same timesthdit is issued to the customer for the purchdsleecoRemanufactured Cores.

At least annually, and as often as quarterly, reitiations and confirmations are performed to deiee that the number of Remanufactured
Cores purchased, but retained at the customerdosaremains sufficient to support the amountsmeed in the long-term core inventory
deposit account. At the same time, the mix of Raxfeatured Cores is reviewed to determine that guygegate value of Remanufactured Cq
in the account has not changed during the repoptingpd. We evaluate the cost of Remanufacture@€supporting the aggregate long-term
core inventory deposit account each quarter. Ifdeatify any permanent reduction in either the nemdr the aggregate value of the
Remanufactured Core inventory mix held at the gustdocation, we will record a reduction in the
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long-term core inventory deposit account during prexiod.

Revenue Recognitio

We recognize revenue when our performance is camad all of the following criteria established $taff Accounting Bulletin No. 104,
“Revenue Recognition” (“SAB 104"), have been met:

» Persuasive evidence of an arrangement e:

» Delivery has occurred or services have been redd

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

For products shipped free-on-board (“FOB”) shipppaint, revenue is recognized on the date of shifinter products shipped FOB
destination, revenues are recognized two days thftetlate of shipment based on our experiencediggthe length of transit duration. We
include shipping and handling charges in the gimgsice price to customers and classify the totabant as revenue in accordance with EITF
Issue No. 00-10, “Accounting for Shipping and HamglIFees and Costs.” Shipping and handling costsearorded in cost of sales.

Revenue Recognition; Mof-Core-Value Basis

The price of a finished product sold to customergdanerally comprised of separately invoiced amefortthe Remanufactured Core included
in the product (“Remanufactured Core value”) andfie value added by remanufacturing (“unit valu&he unit value is recorded as revenue
based on our then current price list, net of ajpplie discounts and allowances. Based on our exjperieontractual arrangements with
customers and inventory management practices, thare95% of the remanufactured alternators antessawe sell to customers are replaced
by similar Used Cores sent back for credit by cunsis under our core exchange program. In accordaitic®ur net-of-core-value revenue
recognition policy, we do not recognize the Remaotifred Core value as revenue when the finishedupts are sold. We generally limit the
number of Used Cores sent back under the core egelfarogram to the number of similar Remanufact@exks previously shipped to each
customer.

Revenue Recognition and Defer— Core Revenue

Full price Remanufactured Cora&hen we ship a product, we invoice certain custenm@rthe Remanufactured Core value portion of the
product at full Remanufactured Core sales pricedoutot recognize revenue for the Remanufacturee Calue at that time. For these
Remanufactured Cores, we recognize core revenwe hgmn an estimate of the rate at which our custemvill pay cash for Remanufactured
Cores in lieu of sending back similar Used Core<fedits under our core exchange program.

Nominal price Remanufactured CorWe invoice other customers for the Remanufacturee: @alue portion of product shipped at a nominal
Remanufactured Core price. Unlike the full pricarR@aufactured Cores, we only recognize revenue frominal Remanufactured Cores not
expected to be replaced by a similar Used Corelsmit under the core exchange program when weviediiwat we have met all of the
following criteria:

» We have a signed agreement with the customer cayére nominally priced Remanufactured Cores npeeted to be sent back under
core exchange program, and the agreement musfisffecinumber of Remanufactured Cores our custawiepay cash for in lieu of
sending back a similar Used Core under our corba@e program and the basis on which the nomipaitegd Remanufactured Cores are
to be valued (normally the average price per Reff@atured Core stipulated in the agreeme

» The contractual date for reconciling our recordsg emstome’s records of the number of nominally priced Remactufred Cores ne
expected to be replaced by similar Used Coreslserk under our core exchange program must be iauirent or a prior perioc
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» The reconciliation must be completed and agredxy tihe custome!
» The amount must be billed to the custon

Deferral of Core RevenueAs noted previously, we have in the past and malge future agree to buy back Remanufactured iooen certait
customers. The difference between the credit gdaauel the cost of the Remanufactured Cores bouwgiit ils treated as a sales allowance
reducing revenue as required under EITF 01-9. fesalt of the increasing level of RemanufacturedeGmuybacks, we have now decided to
defer core revenue from these customers until tiseme expectation that sales allowances assoorthcRemanufactured Core buybacks from
these customers will offset core revenues that evotherwise be recognized once the criteria noede have been met. At March 31, 2008
and 2007, Remanufactured Core revenue of $2,92300%1,575,000, respectively, was deferred.

Revenue Recognition; General Right of Re

We allow our customers to return goods to us theit end-user customers have returned to them h&héte returned item is or is not
defective (warranty returns). In addition, undex tarms of certain agreements with our customeddsratustry practice, our customers from
time to time are allowed stock adjustments wheir theentory of certain product lines exceeds thécpated sales to end-user customers
(stock adjustment returns). We seek to limit thgragate of customer returns, including warranty stodk adjustment returns, to less than !
of unit sales. In some instances, we allow a hidghezl of returns in connection with a significaqdate order.

We provide for such anticipated returns of inveyptoraccordance with SFAS No. 48, “Revenue RecagmiVhen Right of Return Exists” by
reducing revenue and the related cost of salethéounits estimated to be returned.

Our allowance for warranty returns is establishasklol 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 féipeastomer 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 arededar when such incentives are offered as
determined in accordance with EITF 01-9. Other ratinlg allowances, which may only be applied agdinsire purchases, are recorded as a
reduction to revenues in accordance with a schesiléorth in the relevant contract. Sales incensimounts are recorded based on the val
the incentive provided.

Accounting for Deferred Taxe

The valuation of deferred tax assets and lialdlittebased upon management’s estimate of curreinfiuaure taxable income using the
accounting guidance in SFAS No. 109, “Accountinglfcome Taxes.” As of March 31, 2008 and 2007, age&ment determined that no
valuation allowance was necessary for deferrecisaets.

Financial Risk Management and Derivatives

We are exposed to market risk from material moveaminforeign 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 inteviemd 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 angtleaof anticipated requirements. The use of dekedinancial instruments allows us to
reduce our exposure to the risk that the eventelat@sh outflow resulting from funding the expensiethe 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
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exchange contracts with an aggregate U.S. dollaivakgnt notional value (and materially the samenimal fair value) of $7,303,000 and
$5,463,000 at March 31, 2008 and 2007, respectiVidigse contracts generally expire in a year @ l&ay changes in the fair value of foreign
exchange contracts are accounted for as an incoealeerease to general and administrative expensesrent period earnings. For the fiscal
years ended March 31, 2008 and 2007, the net effébt foreign exchange contracts was to decrgeseral and administrative expenses
$152,000 and to increase general and administraxipenses by $11,000, respectively.

Share-based Payments

Effective April 1, 2006, we adopted SFAS No. 128v(sed 2004), “Share-Based Payment”, (SFAS 123Rpuke modified prospective
application method of transition for all our stdsésed compensation plans. Accordingly, while tip@red results for the fiscal 2008 and 2007
reflect the adoption of SFAS 123R, prior year antetrave not been restated. SFAS 123R requiresothpensation costs associated with
stock-based compensation plans be recognized #eadteel in our reported results.

Prior to the adoption of SFAS 123R, we accountedfock-based employee compensation as prescrip@ddpunting Principles Board
Opinion (“APB”) No. 25, “Accounting for Stock Issdé¢o Employees,” and adopted the disclosure pronssbdf SFAS 123, “Accounting for
Stock-Based Compensation,” and SFAS 148, “Accogrfiin Stock-Based Compensation-Transition and Dgale-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 amounnhgui@/ee must pay to acquire the stock. Under thievédue 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, 2008, we had approximately $538,600nrecognized compensation cost related to rested stock options. This cost is
expected to be recognized over the remaining weijaverage vesting period of 1.3 years.

New Accounting Pronouncemen

In September 2006, the FASB issued SFAS No. E&if,Value MeasurementsSFAS No. 157”). SFAS No. 157 defines fair valigethe price
that would be received to sell an asset or patdcattsfer a liability in an orderly transaction beem market participants at the measurement
date. It also established a framework for measusgirgzalue in GAAP and expands disclosures abaintalue measurement. SFAS No. 157
applies to other accounting pronouncements thatireg@r permit fair value measurements. SFAS NG.\A&s effective for fiscal years
beginning after November 15, 2007. However, a FAS&ET Position issued in February 2008, delayeceffectiveness of SFAS No. 157 for
one year, but only as applied to nonfinancial asartl nonfinancial liabilities. We do not expestdtioption to have material impact on our
financial position, results of operations or cdshvg.

In February 2007, the FASB issued SFAS No. T8% Fair Value Option for Financial Assets and Fingl Liabilities (“S FAS No0.159").
SFAS No. 159 permits companies to choose to measdiaér value certain financial instruments anldestitems that are not currently required
to be measured at fair value. SFAS No. 159 is #ffedor fiscal years beginning after November 2807. We expect to adopt SFAS No. 159
in the first quarter of fiscal 2009. We do not esipie adoption of SFAS No. 159 to have a matérghct on our financial position, results of
operations or cash flows.

On December 4, 2007, the FASB issued SFAS No. 4 B{siness CombinatiofsSFAS No. 141(R)"). SFAS No. 141(R) applies to any
transaction or other event that meets the defimitiba business combination. Where applicable, SNAS141(R) establishes principles and
requirements for how the acquirer recognizes anasmes identifiable assets acquired, liabilitiesiaged, noncontrolling interest in the
acquiree and goodwill or gain from a bargain pusehdn addition, SFAS 141(R) determines what infatiom to disclose to enable users of the
financial statements to evaluate the nature arahéial effects of the business combination. AlsBatember 2007, the FASB issued Statel
No. 160.Non-controlling Interests in Consolidated Financ&htement§'SFAS No. 160.”) This Statement amends AccouniRegearch
Bulletin No. 51,Consolidated Financial Statements,establish accounting and reporting standardthfonon-controlling interest in a
subsidiary and for the deconsolidation of a subsydiSFAS No. 141(R) and SFAS No. 160 are requivdzk adopted simultaneously and are
effective for the first annual reporting period bedng on or after December 15, 2008 with earl@dogtion being prohibited. We do
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not currently have any non-controlling interest®im subsidiaries, and accordingly the adoptioBBAS No. 160 is not expected to have a
material impact on our financial position, resafperations or cash flows. We are in the prooégvaluating the impact of SFAS No. 141
on our financial position, results of operationsash flows.

In March 2008, the FASB issued Statement No. D8dglosures about Derivative Instruments and Heddhativities-an amendment of FASB
Statement No. 138SFAS No. 161.”") SFAS No. 161 changes the disalesaquirements for derivative instruments and eggctivities.
Entities are required to provide enhanced discksabout (2) how and why an entity uses derivatisttuments, (b) how derivative
instruments and related hedged items are accototeder Statement No. 133 and its related in&tgpions, and (c) how derivative
instruments and related hedged items affect aty&ntinancial position, financial performance, acakh flows. The guidance in SFAS No. 161
is effective for financial statements issued fecéil years and interim periods beginning after Mdwer 15, 2008, with early application
encouraged. SFAS No. 161 encourages, but doesaquite, comparative disclosures for earlier peratdsitial adoption. We are currently
assessing the impact of SFAS No. 161.

Subsequent Events

On May 16, 2008, we completed the acquisition ofade assets of Automotive Importing Manufacturihgg;. (“AIM”), specifically its
operation which produces new and remanufacturednaitors and starters for imported and domestisguayer vehicles. These products are
sold under Talon®, Xtreme® and other brand nambs.dcquisition was consummated pursuant to a sidgeaitive purchase agreement,
dated April 24, 2008, (“Definitive Purchase Agreantig

Management believes the acquisition of AIM expamgiscustomer base and product line, including thditeon of business in heavy duty
alternator and starter applications. The assetsesudt of operations of AIM were not significantdur consolidated financial position or
results of operations, and thus pro forma infororats not presented.

Results of Operations

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

Fiscal Year Ended March 31,

2008 2007 2006
Gross profil 27.% 15.€% 23.2%
Cash flow from operatior (10,039,00) $(9,313,00)  $(11,454,00)
Finished goods turnover ( 2.71 4.21 2.3t
Finished goods turnover, excluding POS inventojy — 5.0t 4.4z
Return on equity (3 9.65% (10.36% 4.3(%

(1) Finished goods turnover is calculated byding the cost of goods sold for the year by theaye of the finished goods inventory values,
including the average of the long-term core portibthe beginning and the end of each fiscal y&arbelieve that this provides a useful
measure of our ability to turn production into reue. The finished goods turnover ratio in fiscad2@vas positively impacted by the
termination of the POS agreement in August 2!

(2) Finished goods turnover, excluding POS inventogaisulated by dividing the cost of goods soldtfa fiscal year by the average of
finished goods inventory values, including the agerof the long-term core portion at the beginingd the end of each fiscal year and
excluding pay-orscan inventory. We believe that this provides dulsaeasure of our ability to manage the invent@hjich is within oul
physical control. This POS arrangement was terrathat August 200€

(3) Return on equity is computed as net income foffidoal year divided by sharehold’ equity at the beginning of the fiscal year ¢
measures our ability to invest sharehol’ funds profitably.
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Following is our results of operation, reflectedagsercentage of net sales:

Fiscal Year Ended March 31,

2008 2007 2006
Net sales 100.(% 100.(% 100.(%
Cost of goods sol 72.1 84.4 76.€
Gross profil 27.¢ 15.€ 23.4
Operating expense

General and administrati\ 14.¢ 13.: 13.2
Sales and marketir 2.€ 3.C 3.3
Research and developmt 1.C 1.1 1.1
Operating income (lost 9.t (1.8 5.8
Interest expens— net of interest incom 4.1 4.3 2.7
Income tax expense (benel 2.C (2.9 1.2
Net income (loss 3.4 (3.9 1.6

Fiscal 2008 Compared to Fiscal 2007

Net Sale:. Net sales in fiscal 2008 increased by $8,747@000%, excluding the positive impact on our fl2207 net sales of $11,733,000
associated with the termination of our POS arrareggrim August 2006. Including the impact of thertgration of our POS arrangement, our
net sales decreased by $2,986,000 or 2.2%, to $33800 from the net sales in fiscal 2007 of $128,300.

Cost of Goods Sold/Gross Profitost of goods sold as a percentage of net salesatesd in fiscal 2008 to 72.1% from 84.4% in fiR@07,
resulting in a corresponding increase in our gpefit percentage to 27.9% in fiscal 2008 from 25.® fiscal 2007. The increase in the gross
profit percentage in fiscal 2008 was primarily daehe lower per unit manufacturing costs resulfrmogn improvements in manufacturing
efficiencies at our Mexican facility, the transitiof majority of remanufacturing to our Mexico fityi, and the greater utilization of production
at our operation in Malaysia. In addition, our grpsofit percentage was favorably impacted by #erehse in customer allowances which had
a positive impact on our net sales in fiscal 2@D8c gross profit increase was partly offset byrdgmording of customs duties accrual of
$1,836,000 in fiscal 2008.

General and Administrativé©ur general and administrative expenses in fise@B2vere $19,746,000, which represents an incrafase
$1,561,000 or 8.6% from the general and adminis&axpense in fiscal 2007 of $18,185,000. Thisease was primarily due to increases in
the following expenses: (i) $514,000 of increasexksance and other related expenses, (i) $1,00hDcreased audit fees, (i) $466,000 of
increased general and administrative expenses &lexico facility due primarily to the ramp-up oftévities at that facility, (iv) $109,000 of
increased expenses related to the closure andeask-bf our warehouse facility in Nashville, TNd gwm) $137,000 of expense related to listing
of our common stock on NASDAQ. In addition, our geal and administrative expenses in fiscal 2007%weduced by the recording of the
shareholder note receivable of $682,000 for reirsdnent of indemnification costs. These increaseggireral and administrative expenses
were partly offset by a decrease of (i) $505,008tatk option compensation expense under SFAS B (revised 2004), “Share-Based
Payment”, (ii) $152,000 as a result of gain recdrdee to the changes in the net effect of the §oreixchange contracts, (iii) $211,000 as a
result of net realized gain recorded from the repl@n of short-term investments for the paymendefierred compensation liabilities in the
fourth quarter of fiscal 2008, and (iv) $685,00@¢ansulting expenses primarily related to the S@Xti®n 404 requirements.

Sales and Marketingur sales and marketing expenses in fiscal 20082dsed $660,000 to $3,456,000 from $4,116,00Gaafi2007. This
decrease was due primarily to decreases in (i) eosgtion related employee benefits of $398,000pdinearily to the reduction in head cour
(i) travel and entertainment expenses of $64,0@Pmarketing expenses of $174,000, and (iv) ediisg expenses of $72,000 related to
changeover expenses incurred in fiscal 2007 in ection with a new customer.
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Research and DevelopmeOur research and development expenses decreagd®0y00, or 13.0%, to $1,267,000 in fiscal 20@8rfr
$1,457,000 in fiscal 2007. This decrease was pilyndwe to higher expenses incurred in fiscal 26€ldted to the development of new
diagnostic equipment for our Mexico and Malaysicilfies.

Interest ExpenstOur interest expense, net of interest income sicafi 2008 was $5,448,000. This represents a decoé&l65,000 over
interest expense, net of interest income, of $5IBin fiscal 2007. This decrease was primarilsitaitable to a decrease in the average
outstanding balance on our line of credit and therelase in short-term interest rates. This decwasegartly offset by the increase in the
average days over which the receivables were fadtas a result of the extended payment terms we prvided certain of our customers.

Income Tav. In fiscal 2008, we recognized income tax exparisk?,696,000 compared to a income tax benefit3pd32,000 in fiscal 2007. At
March 31, 2008, we no longer had any federal netatng loss carry forward. As a result, we antbtépthat our future cash flow will be more
significantly impacted by our future tax payments.

Fiscal 2007 Compared to Fiscal 2006

Net Sale:. 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 and highes $aleur new and existing customers. This increasepartially offset by the $8,062,000
write-down of the long-term core inventory depaegét established 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 imfpact 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 $6,697,0008287156,000 for fiscal 2006 to
$34,853,000 for fiscal 2007. As a percentage afssedcluding 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.

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 in a
corresponding decrease in our gross profit pergenia 15.6% in fiscal 2007 from 23.4% in fiscal 80The $8,062,000 sales incentive
associated with the write-down of the long-termecioventory deposit noted above, the increase ikatiag allowances associated with new
business and the customer returns and adjustmisctssded in the preceding paragraph reduced oas grofit percentage for fiscal 2007 by
11.6%. Each of these charges reduced net saléisdal 2007, but did not impact the cost of gooalsl.sThe lower per unit manufacturing co
resulted from improvements in manufacturing efficies at our Mexican facility when compared todis2006. This impact is expected to
continue until we fully reflect the lower remanufiaing costs of the Mexican and Malaysian facititie

General and Administrativé©ur general and administrative expenses increa3&4 8,000 to $18,185,000 from $14,337,000 for fi2€®6.
The increase was primarily due to approximately1 82,000 of increased expenses we incurred to rhe&d®X Section 404 requirements by
the end of fiscal 2007, compensation expensesmbapnately $1,557,000 associated with our initeddognition under SFAS 123R of stock
options and approximately $1,463,000 associateld witentive and other bonuses. General and admatiig expenses in our Mexico facility
increased from $587,000 in fiscal 2006 to $1,226 j@Cfiscal 2007 due primarily to the ramp-up ofities at our Mexico facility. In addition,
we eliminated 80 positions at our Torrance faeiitin the fourth quarter of fiscal 2007 and recdr$i258,000 of severance and other costs
related to this reduction in staff. Our general addhinistrative expenses were offset by the reagrdf the shareholder note receivable of
$682,000 for reimbursement of indemnification cobtsaddition, general and administrative expense® further offset by the reduction in
fiscal 2007 of the following expenses that wereumed during fiscal 2006: (i) $364,000 associatéth wur response to the SEQ'eview of ou
SEC filings that began in 2004 and the relatedatestent of our financial statements, (ii) $368,006ur indemnification costs associated the
SEC's and the U.S. Attorney’s
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Office’s investigation of our former president astdef operating officer and (iii) start-up costsapfproximately $716,000 related to our
production location in Mexico and our distributioanter in Nashville, Tennessee. In addition, indi®2007, we recorded a $300,000 increase
in the amortization of the deferred gain associatitkd our sale/leaseback financing that reducesggeneral and administrative expenses.

Sales and Marketing@ur sales and marketing expenses increased byEB® $4,116,000 for fiscal 2007 from $3,536,000fiscal 2006.
The increase was due primarily to increases ifistain the sales and marketing departments to etpe increased sales volume and
customer base and the $180,000 increase in conumisgpenses to $388,000 for fiscal 2007. As a peage of sales, sales and marketing
expenses decreased from 3.3% for fiscal 2006 @%b 3ad fiscal 2007. The reduction as a percentagealefs was a result of increased sales.

Research and DevelopmeResearch and development expenses increased byd$aZBm $1,234,000 for fiscal 2006 to $1,457,6@fiscal
2007. The increase, primarily in wage-related espsnwas due to the increased cost of supportingew business and the development of
new diagnostic equipment for our Mexico and Malayskilities.

Interest ExpenstOur interest expense, net of interest income, Ba818,000 in fiscal 2007. This represents an irsgred $2,959,000 over net
interest expense of $2,954,000 for fiscal 2006sTincrease was principally attributable to an iasgein the average outstanding balance ol
line of credit, the increase in the amount of reakies that were discounted under our factoringeents, the increase in the average days
over which the receivables were factored associaittdthe extended payment terms we have provigetin of our customers and the
increase in short-term interest rates.

Income Ta. For fiscal 2007, we recognized income tax besefit$3,432,000 compared to an income tax expef®&,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 lowdnmeded U.S. net income before taxes. During fi2€l6, we utilized all of our net operating
loss carry forwards available for income tax pugsoOur net operating loss in fiscal 2007 resulidtie creation of net operating loss carry
forwards of approximately $1,921,000.

Liquidity and Capital Resources

We have financed our operations through the useiodmended bank credit facility and the receivaldeount programs we have with two of
our customers. Our working capital needs have aszd significantly in light of increased Remanufaeti Core inventory purchases, ramped-
up production demands and related higher inverigwgls and increased marketing allowances assdoth our new or expanded business.
To respond to our increased need for working chgitd to strengthen our overall financial positionMay 2007 we completed a private
placement of common stock and warrants that rebultaggregate gross proceeds before expense®dfGi4000 and net proceeds of
$36,905,000.

We believe the proceeds from our May 2007 privédegment together with amounts available underaowended bank credit facility and our
cash and short term investments on hand are iifitd satisfy our expected future working capitds, capital lease commitments and
capital expenditure obligations over the next yBaised upon our current projections, we expeceteate cash flow from operations during
fiscal 2009. We cannot provide assurance in tlgand however.

Working Capital and Net Cash Flow

At March 31, 2008, we had working capital of $6,8®0, a ratio of current assets to current ligbgibf 1.2:1, and cash of $1,935,000, which
compares to a negative working capital of $26,7d®,@ ratio of current assets to current liab#itié 0.7:1, and cash of $349,000 at March 31,
2007. The significant improvement in our workingpital was due primarily to our May 2007 privateq@enent of common stock and warrants
that resulted in aggregate gross proceeds bef@enegs of $40,061,000 and net proceeds of $36@@5Ibie proceeds from this private
placement were used to repay the borrowed amouisrwur line of credit and to reduce our accopaigble balances.
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Net cash used in operating activities was $10,@EBi0 fiscal 2008 compared to $9,313,000 in fif€07. The most significant changes
operating activities in fiscal 2008 were the redutin accounts payable and accrued liabilitie$1,839,000 and the increase in our loegn
core inventory of $9,082,000 due primarily to irased levels of Remanufactured Cores held for $alarecustomers locations at March 31,
2008.

At March 31, 2008, we had no remaining net opegdidss carry forwards. Because net operating lagy éorwards for tax purposes are no
longer available, we anticipate that our futurehciew will be more significantly impacted by ourtfire tax payments.

Net cash used in investing activities totaled $6,800 in fiscal 2008. These investing activitiesaverimarily related to capital expenditures
$1,962,000 made in conjunction with our manufactfacility in Mexico partly offset by the redemmti of short-term investment for the
payment of deferred compensation liabilities. Wpest to continue to use cash in investing activitlaring fiscal 2009.

Net cash provided by financing activities was $22,800 in fiscal 2008 primarily as a result of frevate placement of common stock &
warrants in May 2007. The $36,905,000 of net prdsémm this private placement was substantialgdus repay the borrowed amounts ui
our line of credit and reduce our accounts paybblances.

Capital Resources
Equity Transactior

On May 23, 2007, we completed the sale of 3,6419@9es of our common stock and warrants to puechpdo 546,283 shares of our
common stock at an exercise price of $15.00 peesf&is sale was made through a private placetoeattcredited investors. The warrants
callable by us if, among other things, the volunegghited average trading price of our common stecfueted by Bloomberg L.P. is greater
than $22.50 for 10 consecutive trading days. Icafi2008, we charged approximately $3,156,000 ed #nd costs related to this private
placement to additional paid-in-capital. The faatue of the warrants at the date of grant was estichto be approximately $4.44 per warrant
using the Black-Scholes pricing model. The follogvBissumptions were used to calculate the fair vafitiee warrants: dividend yield of 0%;
expected volatility of 40.01%; risk-free intereatea of 4.58%; and an expected life of five years.

On July 26, 2007, we filed a registration statemerer the Securities Act of 1933, as amended,“@bkeurities Act”) to register the shares of
common stock sold in the private placement andkizees to be issued upon the exercise of the warrHnis registration statement was
declared effective by the SEC on October 19, 200 are obligated to use our commercially reasonetfitets to keep the registration
statement continuously effective until the earti&(i) five years after the registration statemisrdeclared effective by the SEC, (ii) such time
as all of the securities covered by the registrasimtement have been publicly sold by the holder§ii) such time as all of the securities
covered by the registration statement may be saisuant to Rule 144(d) of the Securities Act. Iffaito satisfy this requirement, we are
obligated to pay each purchaser of the common sindkwarrants sold in the private placement pditialdated damages equal to 1% of the
aggregate amount invested by such purchaser, aadditional 1% for each subsequent month this requént is not met, until the partial
liguidated damages paid equals a maximum of 19%tcii aggregate investment amount or approxima#®&B1®,000. As required under
FASB Staff Position EITF 00-19-2, “Accounting foeBistration Payment Arrangements”, (“FSP EITF 0€219 we determined that the
payment of such liquidated damages was not probablthat term is defined in FASB Statement NOAB¢counting for Contingencies.” As a
result, we did not record a liability for this caxgent obligation. Any subsequent accruals of kilitx or payments made under this registration
rights agreement will be charged to earnings a&sést expense in the period they are recognizedidr

Line of Credit

In April 2006, we entered into an amended credieament (the “Old Credit Agreement”) with our bahkt increased our credit availability
from $15,000,000 to $25,000,000, extended the atipir date of the credit facility from October 205 to October 1, 2008, and changed the
manner in which the margin over the benchmark @serate was calculated. Starting June 30, 20@djrth of credit bore interest at a base rate
per annum plus an
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applicable margin based on our leverage ratio.

In connection with the April 2006 amendment to Gd Credit Agreement, we also agreed to pay a gugrfee of 0.375% per year if the
leverage ratio as of the last day of the previgesaf quarter was greater than or equal to 1.89006 or 0.25% per year if the leverage ratio was
less than 1.50 to 1.00, as of the last day of teeipus fiscal quarter. A fee of $125,000 was ckdrly the bank in connection with the

April 2006 amendment. The amendment completiowfee payable in three installments of $41,666. Tits¢ payment was made on the dat
the amendment to the Old Credit Agreement, thersbems made in the fourth quarter of fiscal 200d e third was paid in February 2008.
The fee is being amortized on a straight-line b#msisugh October 1, 2008, the remaining term ofciteelit facility prior to the most recent
amendment to the Old Credit Agreement.

In August 2006, the Old Credit Agreement was amdridéncrease the credit availability from $25,@m0) to $35,000,000. In March 2007,
this Old Credit Agreement with the bank was furtaerended to provide us with a non-revolving loanpto $5,000,000. This non-revolving
loan bore interest at the bank’s prime rate anddugson June 15, 2007. On May 24, 2007, we repai&$,000,000 from the proceeds of our
private placement of common stock and warrants.

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 nowlégr 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 August 2006 amendreethe Old Credit Agreement.

In November 2006, the Old Credit Agreement washieramended to eliminate the impact of a $8,062r860ction in the carrying value of 1
long-term core deposit account that was made imection with the termination of our POS arrangemvétti our largest customer, for
purposes of determining our compliance with theimirm cash flow covenant, and to decrease the mmimagquired current ratio. This
amendment was effective as of September 30, 2006.

In addition, in conjunction with a March 2007 amereht to the Old Credit Agreement, we agreed toigdemthe bank with monthly financial
statements, monthly aged reports of accounts rabksEvand accounts payable and monthly inventorgrispWe also agreed to allow the bank,
at its request, to inspect our assets, propemidsecords and conduct on-site appraisals of aanitory.

In conjunction with a waiver granted to us by tlakin June 2007, the Old Credit Agreement was aeeto eliminate the impact of the
$8,062,000 reduction in the carrying value of threg-term core deposit account for purposes of deténg our compliance with the fixed
charge coverage ratio and the leverage ratio. Teetive date of the amendment for the fixed chargeerage ratio and the leverage ratio was
March 31, 2007.

In August 2007, the Old Credit Agreement was furtimended to reduce the minimum level of cash flmweach trailing twelve months anc
reduce the fixed charge coverage ratio. These @sangre effective June 30, 2007.

On October 24, 2007, we entered into an amendedestated credit agreement (the “New Credit Agregiievith our bank. While many
provisions of the Old Credit Agreement were retdiirethe New Credit Agreement, the New Credit Agneat eliminated two financial
covenants and modified other covenants. Under the Qredit Agreement, the bank will continue to pdevus with a revolving loan (the
“Revolving Loan”) of up to $35,000,000, includinglmations under outstanding letters of credit, ehhinay not exceed $7,000,000. The New
Credit Agreement will expire on October 1, 2008eTMew Credit Agreement was effective as of thedastof the fiscal quarter ended
September 30, 2007.

In January 2008, we entered into an amendmengetdléw Credit Agreement with our bank. This amendregtended the expiration date of
our credit facility from October 1, 2008 to Octoldgr2009.

In May 2008, our New Credit Agreement was furtheeaded to allow us, among other things, to borrpwou$15,000,000 under the
Revolving Loan for the purpose of consummatingaierpermitted acquisitions. The aggregate consiidergaid for any single permitted
acquisition may not exceed $7,500,000, and theeagge
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consideration paid for all permitted acquisitionada during the term of the New Credit Agreement mayexceed $20,000,000. Pursuant to
the terms of this amendment, we may continue tadhesentire available amount under the Revolvingr_for working capital and general
corporate purposes.

The bank holds a security interest in substantalllpf our assets. At March 31, 2008, we had resf3,126,000 of the Revolving Loan
primarily for standby letters of credit for workercompensation insurance.

The New Credit Agreement (as amended), among tiiregs, continues to require us to maintain cerfimancial covenants, including cash
flow, fixed charge coverage ratio and leverageoratid includes a number of restrictive covenantduding limits on capital expenditures and
operating leases, prohibitions against additioméébtedness, payment of dividends, pledge of aaaétfoans to officers and/or affiliates. In
addition, it is an event of default under the legmeement if Selwyn Joffe is no longer our CEO.

We were in compliance with all financial covenamtsler the New Credit Agreement as of March 31, 2008

Borrowings under the Revolving Loan bear interést base rate per annum plus an applicable margichwluctuates as noted below:

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

Base Interest Rate Selected by ( 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

Our ability to comply in future periods with theaéincial covenants in the New Credit Agreement nasraled, will depend on our ongoing
financial and operating performance, which, in fuvill be subject to economic conditions and tafigial, business and other factors, many of
which are beyond our control and will be substdiyt@dependent on the selling prices and demanddomproducts, customer demands for
marketing allowances and other concessions, rawnahtosts, and our ability to successfully impérhour overall business strategy,
including acquisitions. If a violation of any ofdltovenants occurs in the future, we would attempbtain a waiver or an amendment from
bank. No assurance can be given that we would teessful in this regard.

Receivable Discount Progra

Our liquidity has been positively impacted by reedile discount programs we have established withdfsour customers and their respective
banks. Under this program, we have the option idleese customers’ receivables to those banksdigaunt to be agreed upon at the time the
receivables are sold. The discount under this mrogaveraged 5.6% in fiscal 2008 (6.6% on a weightestage basis) and has allowed us to
accelerate collection of receivables aggregatir@y4B,000 by an average of 286 days. While thsmgrement has reduced our working capital
needs, there can be no assurance that it will moatin the future. These programs resulted inéstezosts of $4,387,000 in fiscal 2008. These
interest costs would increase if interest rates ifautilization of this discounting arrangemerpands and if the discount period is extended to
reflect more favorable payment terms to customers.

Off Balance Sheet Arrangements

At March 31, 2008, we had no off-balance sheemfiirag or other arrangements with unconsolidatediesor financial partnerships (such as
entities often referred to as structured financepacial purpose entities) established for purposéacilitating off-balance sheet financing or
other debt arrangements or for other contractusdlyow or limited purposes.

Multi-year Vendor Agreements

We have long-term agreements with substantiallpfatiur major customers. Under these agreemenishwypically have initial terms of at
least four years, we are designated as the exelasiprimary supplier for specified categoriesevhanufactured alternators and starters. In
consideration for our designation as a customesctusive or primary supplier, we typically provitlee customer with a package of marketing
incentives. These incentives
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differ from contract to contract and can includettfie issuance of a specified amount of crediténagaeceivables in accordance with a sche
set forth in the relevant contract, (i) suppont éoparticular customer’s research or marketingreffprovided on a scheduled basis,

(iii) discounts granted in connection with eachividlial shipment of product and (iv) other markgtinesearch, store expansion or product
development support. We have also entered inteeaggats to purchase certain customers’ Remanufac@uoee inventory and to issue credits
to pay for that inventory according to a schedelefarth in the agreements. These contracts tylgicajuire that we meet ongoing
performance, quality and fulfilment requiremer@air contracts with major customers expire at vaidates ranging from August 2008
through December 2012. There are Remanufactureel glochase obligations with certain customersekpire at various dates through
March 2010.

In March 2005, we entered into an agreement wittagor customer. As part of this agreement, ourgiegion as this customer’s exclusive
supplier of remanufactured imported alternators staders was extended from February 28, 2008 te@eer 31, 2012. In addition to
customary marketing allowances, we agreed to aedié customer’s imported alternator and startend&wrifactured Core inventory by issuing
$10,300,000 of credits over a five-year periocthie fourth quarter of fiscal 2008, the total credd be issued was reduced to $9,940,000,
resulting from the reconciliation of the numbeR#manufactured Core inventory available at custdowations. The amount of credits issued
is subject to adjustment if sales to the custoneerehse in any quarter by more than an agreedpgreentage. As of March 31, 2008 and
2007, approximately $3,623,000 and $5,613,000 eatsgely, of credits remain to be issued. The amstois obligated to purchase the
Remanufactured or Used Cores in the customer'siiovg upon termination of the agreement for angoea As we issue credits to this
customer, we establish a long-term core inventepogdit account for the value of the Remanufact@ee: inventory estimated to be on hand
with the customer and subject to purchase uponitation of the agreement, and reduce revenue bgrtfmint by which the credit exceeds the
estimated Remanufactured Core inventory value.fAdarch 31, 2008 and 2007, the long-term core inwgndeposit related to this agreement
was approximately $2,848,000 and $1,938,000, réispdc We regularly review the long-term core im@ry deposit account using the same
asset valuation methodologies we use to value ogturned Remanufactured Core inventory.

In the fourth quarter of fiscal 2005, we enterei ia five-year agreement with one of the worldigést automobile manufacturers to supply
this manufacturer with a new line of remanufactumtdrnators and starters for the United StatesGamhdian markets. We expanded our
operations and built-up our inventory to meet #guirements of this contract and incurred certaingition costs associated with this build-up.
As part of the agreement, we also agreed to ghisittistomer $6,000,000 of credits that are issiseghles to this customer are made. Of the
total credits, $3,600,000 was issued during fi2€4l6 and $600,000 was issued in the each of trendeguarters of fiscal 2007 and 2008. The
remaining $1,200,000 is scheduled to be issuediérannual payments of $600,000 in each of the skfiscal quarters of fiscal 2009 and
2010. The agreement also contains other typicaligioms, such as performance, quality and fulfilmheequirements 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 agreementyatiare for any reason.

In July 2006, we entered into an agreement witeva customer to become its primary supplier of alié&srs and starters. As part of this
agreement, we agreed to acquire a portion of teomer’s imported alternator and starter RemanufadtCore inventory by issuing
approximately $950,000 of credits over twenty geratOn May 22, 2007, the agreement was amendgdrtmate our obligation to acquire
this Remanufactured Core inventory, and the custoafended approximately $142,000 in accounts kat#eé credits previously issued. Uni
an amendment effective January 25, 2008, we ageeaccelerate $2,300,000 of promotional allowarmesided under this agreement. These
promotional allowances otherwise would have beenezhby the customer during the fourth quarteisefal 2008 and the first quarter of fiscal
2009. At the same time, our contract with this cogtr was extended through January 31, 2011.

The longer-term agreements strengthen our custogteionships and business base. However, theyredsdt in a continuing concentration of
our revenue sources among a few key customersegpite a significant increase in our use of workiagital to build inventory and increase
production. This increased production caused diganit increases in our inventories, accounts payabtl employee base, and customer
demands that we purchase their Remanufacturedi@gestory has been a significant strain on ourlabée capital. In addition, the marketing
and other allowances that we have typically graotedcustomers in connection with these new or edpd relationships adversely impact the
near-term revenues and associated cash flows fiesetarrangements. However, we believe this inar&hbusiness will improve our overall
liquidity and cash flow from operations over time.
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Capital Expenditures and Commitments

Our capital expenditures were $2,705,000 in fi2€48, including the capital expenditures acquinedeu capital leases. A significant portior
these expenditures relate to our Mexico produdtility. The amount and timing of future capitaipenditures may vary depending on the
final build-out schedule for the Mexico productifacility as well as the logistics facility. We exgeur fiscal 2009 capital expenditure to be in
the range of $2.5 million to $3.5 million. We expéx use our working capital and incur additionapital lease obligations to finance these
capital expenditures.

Contractual Obligations

The following summarizes our contractual obligati@md other commitments as of March 31, 2008, haeffect such obligations could have
on our cash flow in future periods:

Payments Due by Perioc

Less than 1to3 4t05 More than 5
Contractual obligations Total 1 year years years years
Capital (Finance) Lease Obligatic $ 4,688,001 $ 1,951,001 $ 2,576,00! $ 161,00( $ —
Operating Lease Obligatiol 16,598,00 2,724,00! 5,064,00! 4,065,001 4,745,001
Core Purchase Obligatio 4,328,00! 2,456,00! 1,845,001 22,00( 5,00(
Severance agreement and rele 72,00( 72,00( — — —
Other Lon¢-Term Obligations 23,784,00 7,447,00! 13,265,000 2,147,00! 925,00(
Total $49,470,00 $14,650,00 $22,750,00 $6,395,00! $5,675,00!

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

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

Remanufactured Core Purchase Obligations represembligations to issue credits to two large agnvesal smaller customers for the
acquisition of the customers’ core inventory.

Severance agreement and release obligations repmseobligation to issue monthly payments foresigd of one year to our former emplo
for his services as a consultant.

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

Customs Duties

We received a request for information dated Apgil 2007 from the U.S. Bureau of Customs and Bordetection (“CBP”) concerning our
importation of products remanufactured at our Msiay facilities. In response to the CBP’s requestpbegan an internal review, with the
assistance of customs counsel, of our custom dpteedures. During this review process, we idietti& potential exposure related to the
omission of certain cost elements in the appraisdae of used alternators and starters, which werenufactured in Malaysia and returned to
the United States since June 2002.

We provided a prior disclosure letter dated Jur@08,7 to the customs authorities in order to obtadme time to complete our internal review
process. This prior disclosure letter also provigesvith the opportunity to self report any undgrpant of customs duties in prior years which
could reduce financial penalties, if any, imposgdHe CBP.

During the second quarter ended September 30, 280@determined that it was probable that the CBBlavmake
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a claim for additional duties, fees, and interesthe value of remanufactured units shipped baclstivom Malaysia during the period from
June 5, 2002 to September 30, 2007. As a resulteegrded an accrual of $1,450,000. This accrualinereased to $1,836,000 during the
third and fourth quarter of fiscal 2008 and repmes¢he estimated maximum value of the probablencé March 31, 2008.

On February 7, 2008, we responded to the CBP Wwétrésults of our internal review. In connectiotivthis response, we paid approximately
$278,000 to the CBP, which included the paymentubies, fees, and interest on the value of cegamponents that were used in the
remanufacture of the products shipped back to dsglthe period from June 5, 2002 to March 31, 200s payment was charged against the
accrued liability.

We have taken the position that no additional dufiees and interest on the value of the coreqodf the products shipped back to us during
the period from June 5, 2002 to March 31, 2008 khbe assessed by the CBP. While we intend to wiggly defend this position, we may not
prevail and the CBP may assess an additional clieare, therefore, maintaining the remaining aacamount until the outcome of the CBP
review can be determined.

Iltem 7A Quantitative and Qualitative Disclosures Almut Market Risk

Our primary market risk relates to changes in ggerates and foreign currency exchange rates.éflagk is the potential loss arising from
adverse changes in market prices and rates, imgjudterest rates and foreign currency exchangsr&Ye do not enter into derivatives or o
financial instruments for trading or speculativegmses. As our overseas operations expand, ouserpto the risks associated with foreign
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® This obligation is the only variable r
facility we have outstanding. At March 31, 2008, &l no amounts outstanding under our line of treddiwever, if we utilize the available
credit facility fully and the interest rate increasy 1%, our annual net interest expense wileiase by $350,000. In addition, for each
$100,000,000 of accounts receivable we discount ayeeriod of 180 days, a 1% increase in integssrwould decrease our operating results
by $500,000.

We are exposed to foreign currency exchange risérent in our anticipated purchases and assetkadnilities denominated in currencies ot
than the U.S. dollar. We transact business in tfoesgn currencies which affect our operationg: kalaysian ringit, the Singapore dollar, and
the Mexican peso. Our total foreign assets werg1#7000 and $6,422,000 as of March 31, 2008 and,2@8pectively. In addition, as of
March 31, 2008 and 2007, we had $854,000 and $208@3respectively, due from our foreign subsi@isriWhile these amounts are elimin:

in consolidation, they impact our foreign curreti@nslation gains and losses.

In fiscal 2008 and 2007, we have experienced imrizhtgains relative to our transactions involvithg tMalaysian ringit and the Singapore
dollar. Based upon our current operations relatetti¢se 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 betwebe tJ.S. dollar and the peso, in August 2005 we éga&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 eventelat@sh outflow resulting from funding the expensiethe foreign operations will be materie
affected by changes in exchange rates. These ctswganerally expire in a year or less. Any changéair values of foreign exchange
contracts are reflected in current period earniBgsed upon our current operations related to @esbange of 10% in exchange rates would
result in an immaterial change in the amount reggbith our financial statements. In fiscal 2008,re@ognized a decrease in general and
administrative expenses of $152,000. In fiscal 200¥ recognized an increase in general
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and administrative expenses of $11,000 associatédivese forward exchange contracts.

Item 8 Financial Statements and Supplementary Data

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

Iltem 9 Changes in and Disagreements with Accountaston Accounting and Financial Disclosure

The information required by this item is incorp@dherein by reference to Form 8-K dated and filedNovember 30, 2007.
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Item 9A Controls and Procedures

a. Disclosure Controls and Procedures

Under the supervision and with the participatiomof management, including our Chief Executive €ffj Chief Financial Officer and Chief
Accounting Officer, and with the assistance of Director of Internal Audit and SOX Compliance, thempany conducted an evaluation of
our disclosure controls and procedures, as suohitedefined under Rule 13a — 15 (e) promulgatetkuthe Securities Exchange Act of
1934, as amended (the Exchange Act). Based oevhisation, our Chief Executive Officer, Chief Fi#al Officer and Chief Accounting
Officer concluded that our disclosure controls pratedures were effective as of March 31, 2008.

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

It is management’s responsibility to establish araintain adequate internal control over finanagglarting for the company. Management
assessed the effectiveness of our internal coowel financial reporting using the framework settan the report “Internal Control —
Integrated Framework” issued by the Committee afr§pring Organizations of the Treadway CommisaorGOSO. The COSO framework
summarizes each of the components of a compangmia control system, including (i) the controgonment, (i) risk assessment,

(i) control activities, (iv) information and commication, and (v) monitoring. All internal contreystems, no matter how well designed, have
inherent limitations, therefore, we can only pr@/i@asonable assurance as to our internal conBased on these criteria, we concluded that
we maintained effective internal controls over finial reporting.

Our registered public accounting firm has issuedtsstation report on our internal controls ovearficial reporting on page 69, which is
incorporated herein by reference.

c¢. Changes in Internal Control Over Financial Reportm

Management has remediated all items reported asri@atveaknesses and significant deficiencies fpoior year’s annual report.

Our internal controls continue to be of utmost imaonce as we continue to address and remediatssuigs identified by management, inte
audit or our external auditors. We expect our S©Mgliance work will continue to require significastmmitment of management time and
the incurrence of significant general and admiatste expenses.

Except as disclosed in the preceding paragrapése thave been no changes in our internal contral foivancial 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 ustas of June 9, 2008 are as follows:

Name Age Position with the Company

Selwyn Joffe 50 Chairman of the Board of Directors, President ah@fCExecutive Office

Mel Marks 80 Director and Consultar

Irv Siegel 62 Director, Chairman of the Compensation Committee, member of the Audit and Ethics
Committee

Philip Gay 50 Director, Chairman of the Audit and Ethics Commaftand member of the Compensation
Committee

Rudolph J. Borne 67 Director and member of the Audit, Compensation Etidcs Committer

Scott J. Adelsol 47 Director

Duane Miller 60 Director

Selwyn Joffehas been our Chairman of the Board of DirectorssiBent and Chief Executive Officer since Febr2@93. He has been a
director of our company since 1994 and Chairmaoesiovember 1999. From 1995 until his electionisopnesent positions, he served as a
consultant to us. Prior to February 2003, Mr. Jefées Chairman and Chief Executive Officer of Pra&aup, Inc. a company specializing in
consulting and acquisition services. From Septer@bé0 to December 2001, Mr. Joffe served as Presatel Chief Executive Officer of
Netlock Technologies, a company that specializeseuring network communications. In 1997, Mr. dafi-founded Palace Entertainment, a
roll-up of amusement parks and served as its Reashd Chief Operating Officer until August 2080@ior to the founding of Palace
Entertainment, Mr. Joffe was the President and ftEwecutive Officer of Wolfgang Puck Food Companynfi 1989 to 1996. Mr. Joffe is a
graduate of Emory University with degrees in botisiBess and Law and is a member of the Georgia Bttas well as a Certified Public
Accountant.

Mel Marks founded our company in 1968. Mr. Marks served asGhairman of the Board of Directors and Chief Exae 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 gince July 1999.

Irv Siegel joined our Board of Directors on October 8, 200d anthe Chairman of our Compensation Committeesamember of our Audit,
Ethics and Nominating and Corporate Governance Gttees. Mr. Siegel is a retired attorney admitedhie 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 theiref 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 agsra chain of upscale casual restaurants throtigie United States. From March 2000
until he joined Grill Concepts, Inc. in June 200, Gay served as Managing Director of Triple Epteyes, a business advisory firm that
assisted mid-cap companies with financing, mergedsacquisitions, franchising and strategic plagnikrom 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) ahd various Chief Operating Officer and Chief Ext@cei Officer positions at Color Me
Mine and Diversified Food Group from 1996 to 20P0. Gay is also on the Board of Directors of thdifdenia Restaurant Association
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and is a Certified Public Accountant, a former anthnager at Laventhol and Horwath and a gradufateed ondon School of Economics.
Mr. Gay is the Chairman of our Audit and Ethics @oittees and a member of our Compensation and Ndiminand Corporate Governance
Committees.

Rudolph J. Borneojoined our Board of Directors on November 20, 20@4. Borneo is currently Vice Chairman and DirectéiStores,
Macy’s West, a division of Macy’s, Inc. Mr. Borngerved as President of Macy’s California from 1883992 and President of Macy’s West
from 1992 until his appointment as Vice Chairmad Bxirector of Stores. In addition, Mr. Borneo igm@ntly on the Board of Directors of Gr
Concepts, Inc. and a member of the Board of Tresté&onmouth University. Mr. Borneo is a membewaf Audit, Compensation, Ethics
and Nominating and Corporate Governance Committees.

Scott J. Adelsonjoined our Board of Directors on April 11, 2008. Mwelson is also a director of QAD since April BO0r. Adelson is a
Senior Managing Director and Global Co-Head of Btaeent Banking for Houlihan Lokey Howard & Zukinleading international investment
bank. During his 20 years with the firm, Mr. Adatslsas helped advise hundreds of companies on esdiaad in-depth variety of corporate
finance issues, including mergers and acquisitiviis Adelson has written extensively on a numbecarporate finance and securities
valuation subjects. He is an active member of Bedidirectors of various middle-market businessesvall as several recognized non-profit
organizations, such as the USC Entrepreneur ProdviinAdelson holds a bachelor degree from the Brsity of Southern California and a
Master of Business Administration degree from tméversity of Chicago, Graduate School of Business.

Duane Miller joined our Board of Directors on June 5, 2008. Miller retired from General Motors Corporation irpA 2008 after 37 years
service. At the time of his retirement, Mr. Millserved as executive director, GM Service and Raptrations (“SPO”Field Operations whel
he was responsible for all SPO field activitiesyming GM Parts (original equipment), AC Delco (aftarket) and GM Accessories business
channels, as well as SPO’s Global Independent iseieket. Mr. Miller served on the Board of DirectofSOEConnection, an automotive
ecommerce organization focused on applying teclyyalo provide supply chain solutions and analyidis currently serves on the Boards of
Directors of McLaren Hospital in Genesee Countychitian and the Flint/Genesee County Convention\asitbr's Bureau. His experience
also includes serving on the Board of Directorghef Urban League of Flint, Michigan, and the Bogd &irls Club of Flint, Michigan.

Mr. Miller earned a Bachelor of Science degree arkmting from Western Michigan University, and atted the Executive Development
Program at the University of California Berkeleyddéschool of Business.

Our directors will hold office until the next anfumeeting of shareholders, or until their successoe elected and qualified.

Corporate Governance, Board of Directors and Commites of the Board of Directors

Each of Irv Siegel, Philip Gay, Rudolph J. Bornad Duane Miller, are independent within the meguifithe applicable SEC rules and the
NASDAQ listing standard:

Audit CommitteeThe current members of our Audit Committee areipi@lay, Irv Siegel and Rudolph Borneo, with Mr. Gagyving as
chairman. Our Board of Directors have determined &l of the Audit Committee members are indepahdéthin the meaning of the
applicable SEC rules and NASDAQ listing standa@isr Board of Directors have also determined that@®hy is a financial expert within the
meaning of the applicable SEC rules. The Audit Cdtem oversees our auditing procedures, receivesiecepts the reports of our
independent registered public accountants, ovemgeisiternal systems of accounting and manageowritols and makes recommendatior
the Board of Directors concerning the appointmémur auditors. The Audit Committee met 7 timesistcal 2008.

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

Mr. Siegel serving as chairman. The Compensatiani@ittee is responsible for developing and makirgpmemendations to the Board of
Directors with respect to our executive compensapialicies. The Compensation Committee is alsoaesible for evaluating the performance
of our Chief Executive Officer and other senioli@éfs and making recommendations concerning tlaysdlonuses and stock options to be
awarded to these officers. No member of the CongitemsCommittee has a relationship that would dartstan
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interlocking relationship with the executive offiseor directors of another entity. For further dission of our Compensation Committee, see
“Compensation Committee; Interlocks and InsidetiBigation” below. The Compensation Committee métis in fiscal 2008.

Ethics CommitteeThe current members of our Ethics Committee arédPBiay, 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 2008.

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 Annualetiegy of Shareholders, our
Nominating and Corporate Governance Committeetakk responsibility for nominating candidates to Baard of Directors

Information about our non-director executive officas and significant employees

Our executive officers (other than executive officeho are also members of our Board of Directang) significant employees, their ages and
present positions with our company, are as follows:

Name Age Position with the Company

Mervyn McCulloch 64 Chief Acquisition Officer

David Lee 38 Chief Financial Officel

Kevin Daly 48 Chief Accounting Officel

Steve Krat: 53 Chief Operating Office

Tom Stricker 55 Vice President, Sales Worldwir

Michael Umansky 66 Vice President, Secretary and General Cou

Our executive officers are appointed by and sertkeadiscretion of our Board of Directors. A brafscription of the business experience of
each of our executive officers other than executifieers who are also members of our Board of &ises and significant employees is set
forth below.

Mervyn McCulloch has been our Chief Acquisition Officer since Febyu008. Prior to this, Mr. McCulloch served as Qlnief Financial
Officer since his appointment in October 2005. Fidavember 2003 until he joined our company, Mr. Mt@ch served as Chief Executive
Officer and Chief Financial Officer of Instone LL& sports nutrition and diet products company basédine, California. From

November 2001 until November 2003, Mr. McCullochsveabusiness consultant advising -ups, turnaround candidates and other companies
seeking equity funding. From April 1990 until Ocest2001, he served as Chief Financial Officer oé¢hpublic companies — Inovio
Biomedical Corp., Global Diamonds Inc and Armor RHoducts Corp., all based in southern Califorlia. McCulloch is a certified public
accountant and was a partner of Deloitte & TouchmfMarch 1972 to March 1990. Mr. McCulloch is adwate of the University of South
Africa and of the University of Witwatersrand Gradiel Business School Executive Development Program.

David Leehas been our Chief Financial Officer since Febr2&8. Prior to this, Mr. Lee served as our Vicesitent of Finance and
Strategic Planning since January 2006, focusingamily on financial management and strategic plagnMr. Lee joined us in February 2005
as a Director of Finance and Strategic Planning.gtimary responsibilities as Chief Financial Gdfiés treasury, budgeting and financial
management. From August 2002 until he joined W®0Bb, he served as corporate controller of Palatertainment, an amusement and
waterpark organization. Prior to this, Mr. Lee hedgtious corporate controller and finance positifarsseveral domestic companies and served
in the audit department of Deloitte & Touche LLPr.Mee is a certified public accountant. Mr. Leeneal his Bachelor of Arts degree in
economics from the University of California, Sarefo, and a
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Masters in Business Administration degree fromUWhéversity of California Los Angeles Anderson SchobManagement.

Kevin Daly has been our Chief Accounting Officer since Fely@08. Prior to this, Mr. Daly served as our VRmsident, Controller since
joined us in January 2006. From May 2000 untildiegd our company, Mr. Daly served as Corporatet©ter for Leiner Health Produc

Inc., a private label manufacturer of vitamins aneér-the-counter pharmaceutical products basedmdd, California. From November 1994
until May 2000, Mr. Daly held various director lé¥@nance positions at Dexter Corporation. From &raber 1988 until October 1994, he h
various positions in the Finance and Controlleepartments of FMC Corporation, based in Chicadiopis. From June 1985 to

November 1988, Mr. Daly served as Controller of-logic Systems Corp. Mr. Daly is a certified putdiccountant and worked in the firm of
Laventhol & Horwath from 1981 to 1985. Mr. Daly rea8achelor of Science degree in Accounting froemUWniversity of Illinois and a Master
of Business Administration degree from the Uniugrsef Chicago, Graduate School of Business.

Steven Kratz, has been our Chief Operating Officer since Ma§72@rior to this, Mr. Kratz served as our Vicedtdent-QA/Engineering

since 2001. Mr. Kratz joined our company in Api8B. Before joining us, Mr. Kratz was the Generardger of GKN Products Company, a
division of Beck/Arnley-Worldparts. In addition s&rving as our Chief Operating Officer, Mr. Kra&akls our quality assurance, research and
development, engineering and information technolbegyartments.

Tom Stricker, our Vice President, Sales Worldwideas been with our company since 1989 and becaméidbePresident, Sales Worldwide
in April 2007. Mr. Stricker held the position of & President Sales of our company since 1989 asgilming his current position. As Vice
President, Sales Worldwide, Mr. Stricker oversdkedamestic and international sales.

Michael Umansky has been our Vice President and General Counszd §amuary 2004 and is responsible for all legatersa His additional
appointment as Secretary became effective Septe2805. Mr. Umansky was a partner of Stroock &&tk & Lavan LLP, and the
founding and managing partner of its Los Angeldégefrom 1975 until 1997 and was Of Counsel td firen 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 200l Umansky was Vice President, Administratiomd dregal, of Hiho Technologies, Inc.,
a venture capital financed producer of workforcenageement software. Mr. Umansky is admitted to pecadaw 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 natproceedings to which any of our
directors or executive officers or any of theiragates, is a party adverse to us or any of ousididries, or has a material interest adverse
or any of our subsidiaries. To our knowledge, noheur directors or executive officers has beervimad 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 fieags (except for any matters that were dismiss#étbwi sanction or settlement) that resulte
a judgment, decree or final order enjoining thesperfrom future violations of, or prohibiting adties 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 tHeCSinitial reports of ownership and reports of aesin ownership of our common stock and
other equity securities. Based solely on our revaéwopies of such forms received by us, or writtepresentations from reporting persons that
no Form 4s were required for those persons, wevrthat our insiders complied with all applicaBkction 16(a) filing requirements during
the 2008 fiscal year.

Code of Ethics
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Our Board of Directors formally approved the creatdof our Ethics Committee on May 8, 2003 and aglbpt Code of Business Conduct and
Ethics, which applies to all our employees. Thed&tiCommittee is currently comprised of Philip Gajno 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 requeiditesssed to the Corporate Secretary at Motorcas BBAmerica, Inc., 2929 California
Street, Torrance, CA 90503.

Item 11. Executive Compensation
Compensation Discussion And Analysis

The following discussion and analysis of compensairangements of our named executive officeréigoal 2008 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 materiatigr currently planned programs as summarized is tliscussion.

The Compensation Committee of our Board of Dirextsresponsible for developing and making recontagons to the Board of Directors
with respect to our executive compensation poliaies evaluating the performance of Mr. Joffe, obie€Executive Officer, and setting his
annual compensation. The role of the Compensatamrgittee is to oversee our compensation and beréins 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 othiicess and makes recommendations with respectiadand option grants to be provided to
these other officers. Mr. Joffe’s recommendatiamssaibject to review and approval by our Board mé&ors.

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

. provide appropriate incentives to our executivécefs to implement our strategic business objestaued achieve the desired comp
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 foaigse 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 addition to the overall performaateur company. In determining specific componaritsompensation, the Compensation
Committee considers individual performance, legkesponsibility, skills and experience, and otb@mpensation awards or arrangements.

In determining these elements of compensation forJffe, the Compensation Committee considereddmnéributions Mr. Joffe has made to
our strategic direction. These contributions inelddtrengthening our relationships with key custentierough long-term contracts,
transitioning our remanufacturing capacity to ee#inufacturing and lower-cost production centerduling the establishment of our Mexican
remanufacturing facility, and building sales to &M marketplace. The Compensation Committee rezagl that our company is a
complicated business to manage, particularly intl@f its size and complex accounting issues. ttitamh, Mr. Joffe’s contributions have been
made during a period when several of our compsetii@ave been under financial stress. The Compensabmmittee also takes into
consideration the standard of living of the Los Aleg vicinity in which our corporate offices aredted.

Our Compensation Committee performs an annualwegfeour compensation policies, including the appiate mix of base salary, bonuses
and long-term incentive compensation. The Comp@ars&@ommittee also reviews and
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approves all annual bonus targets, long-term imeeicbmpensation and other benefits (including40&(k) and our non-qualified deferred
compensation plan).

Compensation Components

Our executive officer compensation program consitfs/e primary elements: (1) base salary; (2panual bonus; (3) long-term incentive
compensation in the form of stock options; andn@h-qualified deferred compensation arrangemerdg2ncoverage under our broad-based
employee benefit plans, such as our group heatiaa (k) plans, and executive perquisites.

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

Annual BonusBonuses paid to several of our executives, othaar Mr. Joffe, were based upon Mr. Joffe’s evaluatibthese officers’
respective contribution to the results of our compar. Joffe used the guidelines of an outsidesadtant to recommend to our Compensation
Committee the bonuses to be awarded to the ottmeda@xecutive officers.

Stock Option ProgramEquity awards are an integral part of our ovezatécutive compensation program because we belat@ur longterm
performance will be enhanced through the use otygwards that reward our executives for maxingzemareholder value over time. We h
historically elected to use stock options that wesr time as the primary long-term equity inceatieehicle to promote retention of our key
executives. Although we have not adopted formatkstawnership guidelines, our named directors amtetive officers currently hold 22.7%
of our fully-diluted common stock, substantiallydhgh the ownership of stock options. In deterngrtime number of stock options to be
granted to executives, we take into account thvithdal's position, scope of responsibility, abjlito affect profits and shareholder value and
the value of the stock options in relation to otekements of the individual executive’s total comgegion.

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

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

may elect to contribute a portion of their compeiosato the plan, and we make matching contribwioh25% of each participant’s elective
contributions to the plan up to 6% of the particigcompensation for the year. Contributions fecdl 2008 and yeand account balances
those executive officers can be found in the Nolified Deferred Compensation table.

Other Benefits We provide to our executive officers medical Haaehat are generally available to our other esgpks. Executives are also
eligible to participate in our other broad-baseglkayee benefit plans, such as our long and shari-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 ¢ivesu

Tax Considerations

Section 162(m) of the Internal Revenue Code of 188@&mended, (the “Code”) generally disallows<adteduction for annual compensation in
excess of $1.0 million paid to our named execubiffiecers. Qualifying performancbased compensation (within the meaning of Sect&#{rh)
of the Code and regulations) is not subject todégduction limitation if specified requirements aret. We generally intend to structure the
performance-based portion of our executive comgenmsavhen feasible, to comply with exemptions gcton 162(m) so that the
compensation remains tax deductible to us. HowexerBoard of Directors or Compensation Committes/ nin
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its judgment, authorize compensation paymentsdbatot comply with the exemptions in Section 162¢hgn it believes that such payments
are appropriate to attract and retain executivental

In limited circumstances, we may agree to makeageitems of income payable to our named executifieers tax-neutral to them.
Accordingly, we have agreed to grags-certain payments to our Chief Executive Offimecover any excise taxes (and related income tax
the “gross-up” payment) that he may be obligatepayp with respect to the first $3,000,000 of “pémate payments” (as defined in

Section 280G of the Code) to be made to him upcmaage of control of our company.

Compensation Committee Report

The Compensation Committee has reviewed and disdube Compensation Discussion and Analysis rediiyeltem 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.

By Members of the Compensation Committee

Irv Siegel, Chairman
Rudolph Borneo
Philip Gay
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Summary Compensation Table

The following table sets forth information concemifiscal 2008 and 2007 compensation of our Chigfchtive Officer, Chief Acquisition
Officer, Chief Financial Officer, Chief Accountir@fficer and the four other most highly compensaeecutive officers who were serving as
executive officers at the end of fiscal 2008 an@728nd whose aggregate fiscal 2008 or 2007 compensmas at least $100,000 for services
rendered in all capacities. We refer to these iddials as our “named executive officers”. Mr. LE&jef Financial Officer, Mr. Daly, Chief
Accounting Officer, and Mr. Kratz, Chief Operati@ficer, are included as a named executive offim@ause of their promotions in fiscal
2008.

Nonqualified
Deferred
Fiscal Stock Compensation All Other
Name & Principal Position Year Salary Bonus Awards Options Awards (1) Earnings Compensation (2) Total
Selwyn Joffe 200¢ $524,00( $500,10( $— $523,98¢ $47,33( $83,24( $1,678,65!
Chairman of the
Board, 2007 524,00( 500,10( — 821,02¢ — 73,11( 1,918,23I
President and CE!
Mervyn McCulloch. 200¢ $250,00( $ 50,10 $— $ 59,73¢ $ — $22,077 $ 381,91!
Chief Acquisition
Officer 2007 245,61¢ 50,10( — 79,76¢ — 24,02 399,50¢
David Lee 200¢ $154,38' $ 50,10( $— $ 7,81¢ $ = $33,45¢ $ 245,75¢
Chief Financial Office
Kevin Daly 200¢ $171,53¢ $ 35,10( $— $ 8,58t $ — $16,997 $ 232,22(
Chief Accounting
Officer
Steve Krat: 200¢ $231,10¢ $ 30,10¢( $— $ 21,61¢ $ — $17,37% $ 300,19
Chief Operating
Officer
Michael Umansky 200¢ $406,00( $ 50,10( $— $ 52,20: $12,83¢ $44,23( $ 565,36¢
Vice President,
Secretary 2007  401,61¢ 50,10( — 81,21t — 47,08¢ 580,01"
and General Couns
Doug Schoone 200¢ $191,00( $100,10( $— $ 43,23 $17,13¢ $51,83( $ 403,29¢
Vice President 2007 186,61" 60,10( — 67,76 — 48,69¢ 363,17¢
Manufacturing
Tom Stricker 200¢ $210,00¢ $ 60,10( $— $ 43,23 $19,75: $20,30: $ 353,38°
Vice President 2007 186,61! 60,10( — 67,76: — 18,49t 332,97:
Sales Worldwide

(1) Option award amounts represent the execwtipettion of our reported stock compensation expénsfiscal 2008 in accordance with
FAS 123R. Please refer to footnote B and P of titemto 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 dddeawards were forfeited as of
March 31, 2008

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

401K Employer's

Deferred
Compensation Plan
Employer’s

Name Automobile Expenses Premiums Contribution Contribution Other Total
Selwyn Joffe $34,01( $35,47¢ $ — $13,75¢ $— $83,24(
Mervyn McCulloch $ — $19,07¢ $3,001 $ — $— $22,07"
David Lee $ — $31,57¢ $1,87¢ $ — $— $33,45¢
Kevin Daly $ — $16,58¢ $ 40¢ $ — $— $16,99
Steve Kratz $ — $17,37: $ — $ — $— $17,37:
Michael Umansky $ — $33,30¢ $4,07¢ $ 6,841 $— $44,23(
Doug Schoone $ — $47,46: $ — $ 4,367 $— $51,83(
Tom Stricket $ 3,351 $16,58¢ $ 362 $ — $— $20,30:

2008 Grants of Plan-Based Awards

No options were granted to our named executiveefi in fiscal 200¢

Outstanding Equity Awards At Fiscal Year End

Option Awards

The following table summarizes information regagdaption awards granted to our named executiveafithat remain outstanding as of

March 31, 2008.
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Number of Number of
Securities Securities
Underlying Underlying
Unexercised Options Unexercised Options Option Option
(#) Exercisable (#) Unexercisable Exercise  Expiration
Name vested unvested Price ($) Date
Selwyn Joffe
40,00( — $ 2.20C 01/11/201i
1,50( — $ 1.21C 04/30/201!
1,50( — $ 1.13C 04/30/201.
43,75( — $ 3.15( 11/15/201.
1,50( — $ 3.60( 04/29/201.
100,00( = $ 2.16(C 03/2/201:
1,50( — $ 1.80C 04/29/201.
100,00( — $ 6.34f 01/13/201.
200,00( — $ 9.27C 07/20/201.
150,00( = $10.01C 11/2/201!
150,00( 100,00((1) $12.00( 08/29/201!
Mervyn McCulloch —
16,66 8,33%3) $ 9.65 10/28/201!
13,33: 6,667(2) $ 12.0C 08/29/201!
David Lee —
5,00( = $ 10.1C 11/2/201!
1,667 833(2) $ 12.0C 08/29/2011
Kevin Daly —
3,33¢ 1,667(4) $ 10.1f  01/3/201
1,667 83%(2) $ 12.0C 08/29/201!
Steve Krat:
35,60( — $ 3.1f 11/15/201.
2,50( — $ 8.7C 05/11/201.
6,00( = $ 10.1C 11/2/201!
6,66 3,33%2) $ 12.0C 08/29/201
Michael Umansky
25,00( — $ 10.01 11/2/201!
13,33t 6,661(2) $ 12.0C 08/29/201!
Doug Schoone
5,00( — $ 1.1C 04/12/201.
19,00( — $ 3.1t 11/15/201
12,00( = $ 8.7C 05/11/201.
12,00( — $ 10.01 11/2/201!
13,33 6,667(2) $ 12.0C 08/29/201!
Tom Stricker
17,25( — $ 3.1f 11/15/201.
12,00( — $ 8.7C 05/11/201.
12,00( — $ 10.01 11/2/201!
13,33 6,667(2) $ 12.0C 08/29/201
Mel Marks
1,50( — $ 1.21 04/30/201
1,50( = $ 1.1 04/30/201.
1,50( — $ 3.60 04/29/201.
1,50( — $ 1.8C 04/29/201.
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(1) This award vests 3/10th on each anniversary frantgtate, August 30, 2006, with the remaining HA@tsting on the fourth anniversi
from grant date, subject to continued employm

(2) This award vests in three equal installments beggfrom the grant date, August 29, 2006, subjecontinued employmer

(3) This award vests in three equal installméegginning each anniversary from the grant dateol@rt28, 2005, subject to continued
employment

(4) This award vests in three equal installméeiginning each anniversary from the grant dateyagr3, 2006, subject to continued
employment

Option Exercises and Stock Vested

None of our named executive officers exercisedsiogk options or had any shares of restricted steskduring the 2008 fiscal yei

Nonqualified Deferred Compensation

The following table sets forth certain informati@yarding contributions, earnings and account lealaiuinder 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, 2008. A description of the matdsgains and conditions of the Executive
Deferred Compensation Plan follows.

Executive Registrants Aggregate Aggregate Aggregate

Contributions in contribution in Earnings Withdrawals/Distribu Balance at

Name Last FY last FY in Last FY tions Last FYE

Selwyn Joffe $55,02: $13,75¢ $(7,867) $(364,03) $ —
Mervyn McCulloch $ — $ $ — $ — $ —
David Lee $ — $ — $ — $ — $ —
Kevin Daly $ — $ — $ — $ — $ —
Steve Kratz $ — $ — $ — $ — $ —
Michael Umansky $27,36( $ 6,847 $ (989 $ — $148,68:
Doug Schoone $17,46¢ $ 4,361 $(6,777) $ — $146,23:
Tom Stricker $ — $ — $20,71¢ $(226,61) $ —

(1) The amounts set forth in this column areuddeld in the “Salary” and “Bonus” columns, as apgiie, in our “Summary Compensation
Table”.

(2) See description of the N-Qualified Deferred Compensation Plan in “Grants of Plan Based Awal” section. The following tabl
shows our contribution to each named executive®’s account

Name Contribution Interest (a) Total

Selwyn Joffe $13,75¢ $— $13,75¢
Mervyn McCulloch $ $— $ —
David Lee $ — $— $ —
Kevin Daly $ — $— $ —
Steve Krat: $ — $— $ —
Michael Umansky $ 6,841 $— $ 6,841
Doug Schoone $ 4,361 $— $ 4,367
Tom Sticker $ — $— $ —

(@) No interest is paid by the registra
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Nonqualified Deferred Compensation PI

We maintain the Motorcar Parts of America, Inc. Aed and Restated Executive Deferred Compensalégon & unfunded, nonqualified
deferred compensation plan for a select group efagament or highly compensated employees, inclugiimghamed executive officers.
Participants in the plan may elect to defer upQ0% of their gross W-2 compensation. We make magcbontributions of 25% of each
participant’s elective contributions to the plap,to 6% of the participant’s compensation for thkenpyear. The plan is designed to defer
taxation to the participant on contributions antioral earnings thereon until distribution ther@oficcordance with a participant’s previously
made distribution elections. Insurance annuity @rs provide funding for the plan, however, thaudty contracts are owned by us and rer
subject to claims of our general creditors.

Employment Agreements

On February 14, 2003, we entered into an employmgrgement with Selwyn Joffe pursuant to whichshemployed fulttime as our Preside
and Chief Executive Officer in addition to serviag our Chairman of the Board of Directors. Thisagrent, which was negotiated on our
behalf by Mel Marks, the then Chairman of the Congation Committee was originally scheduled to expim March 31, 2006. The
February 14, 2003 agreement provided for an artvasd salary of $542,000, and participation in oecative bonus program. Mr. Joffe
remains entitled to receive a transaction fee @¥ilof the “total consideration” of any equity tranon, resulting in a change of control, his
efforts bring to us that we previously agreed tovie to him as part of a prior consulting agreemwéth Protea Group, Mr. Joffe’s company.
Mr. Joffe also participates in the stock optionnglapproved for by the shareholders and also res@ither benefits including those generally
provided to other employees.

On April 22, 2005, we entered into an amendmewoutoemployment agreement with Mr. Joffe. Underaheendment, Mr. Joffe’s term of
employment was extended from March 31, 2006 to M&t 2008. His base salary, bonus arrangementsiat#action 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 éoaimendment), Mr. Joffe will be
entitled to a sale bonus equal to the sum of (@ twes 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 immefigrior to his voluntary termination.

If Mr. Joffe is terminated without cause or resifmsgood reason (as defined in the amendmentyethistrant 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, throgglatér of two years after the date of terminatbemployment or March 31, 2008. Under
the amendment, Mr. Joffe is also entitled to antamthl “gross-up” payment to offset the excisedsxXand related income taxes on the “gross-
up” payment) that he may be obligated to pay wétipect to the first $3,000,000 of “parachute paysidias defined in Section 280G of the
Code) to be made to him upon a change of contira. dmendment has redefined the term “for catsapply only to misconduct in connect
with Mr. Joffe's performance of his duties. Pursuanthe amendment, any options that have beeragrba granted to Mr. Joffe will fully vest
upon a change of control and be exercisable faroayear period following the change of control, &Md Joffe agreed to waive the right he
previously had under the employment agreementdoire the registrant to purchase his option shanelsany underlying options if his
employment were terminated for any reason. The dment further provides that Mr. Joffe’s agreementtta compete with us terminates at
the end of his employment term.

In December 2006, our employment agreement withJiife was amended to extend the term of this ageeefrom March 31, 2008 to
August 30, 2009. This amendment was unanimouslyoep by our Board of Directors.

On March 27, 2008, our employment agreement withJdffe was further amended to extend the terrhisfagreement from August 30, 2009
to August 31, 2012. All other terms and conditioh$/r. Joffe’'s employment remained unchanged. Bniendment was unanimously
approved by our Board of Directors.
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In February 2008, we entered into a letter agre¢émveh Mr. McCulloch pursuant to which his currgray and benefits will remain unchanged,
except that Mr. McCulloch will be entitled to: @)proportionate bonus for the fiscal year endedck &, 2008 for his services as our Chief
Financial Officer during that period so long as bees are generally paid to our other executivgghé right to earn certain bonuses in his
position as chief acquisitions officer for the sessful consummation of specified acquisitions,am®unt and terms of which shall be agree

in writing by our Chief Executive Officer; and {isix months’ notice or the payment of six monthgis then current pay (or a combination
thereof) in lieu of such notice in the event ohtaration of his employment with us for any reason.

In conformity with our policy, all of our directoend officers execute confidentiality and nondisale 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 emplayuing the term of employment shall be our exelegiroperty and shall not be disclo:

to third parties without our prior approval.

Potential Payments Upon Termination or Change in Cuatrol 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, 2008, the last ddisoél 2008. Please refer to “-Employment Agreerséfdr more information.

Before Change of

Control:
Voluntary After Change of
Termination by Mr. Control:
Joffe for Good Voluntary
Termination by Reason or Termination by
Company for Termination by Change in Mr. Joffe for Good
Benefit Cause (1) Death (2) Disability (3) Company w/o Cause (4) Control Reason (5)

Salary Continuatiol $ — $ — 3 — $1,084,00! $ — $542,00(
Bonus $500,00( $500,00( $500,00( $1,000,00t $ — $500,00(
Stock Options (6 $ — $316,07: $316,07: $ 316,07: $ — $316,07.
Healthcare $ — $ — $ 24,00( $ 48,00( $ — $ 24,00(
Transaction Fee (i $ — $ — — $ — $ — $ —
Sale Bonus (8 $ — $ — — $ — $2,184,00! $ —
Automobile Allowance (9 $ — $ — 3 — $ 36,00( $ — $ 18,00(
Accrued Vacation Paymer $ 72,00( $ 72,000 $ 72,00( $ 144,00( $ — $ 72,00(

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

(2) Mr. Joffe’s employment term will end on thate of his death. Upon such event, Mr. Joffe’stestdll be entitled to receive his accrued
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’sas¢stwill assume Mr. Joffe’s rights under the 19%dcE Option Plan and the related rights
under the employment agreeme

(3) If during the employment term, Mr. Joffe becomesablied and is terminated by us, Mr. Joffe will bétked to receive his accrued sale
bonus, and transaction fees (as described in fe®fjo 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 polelyich 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 rea®r by us without cause, Mr. Joffe will be eetitlto receive his base salary, his average
bonus earned for the two years immediately precghis 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!
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(5) If achange in control occurs, Mr. Joffe wWiltive the right to voluntarily terminate the empimnt agreement with effect on or after the
one year anniversary of the change in control ugieimg at least 90 days prior written notice. Ugdn Joffe’s voluntary termination, ol
year after the change in control occurs, he wilebgtled to receive for one year after his terrtiotadate, his base salary, his aver
bonus earned for the two years immediately precghlis termination, accrued vacation payments, heate and disability benefits,
automobile allowance, and any accrued transacéies fas described in footnote

(6) Upon the termination of the employment agreetnfor any reason other than termination by us&mse or termination by Mr. Joffe
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 anniveyssrthe 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 whighie not fully vested at
March 31, 2008

(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 comgt@rmswith respect to each proposed transactionwi@ay Mr. Joffe a transaction fee
upon the closing of a proposed transaction in aowarhequal to 1% of the “total consideration”. Simo transaction fee was accrued as
of March 31, 2008 and there were no proposed tcdioss on which to estimate a 1% fee as of Margh2B08, zero amounts were
entered

(8) Upon a change in control, Mr. Joffe will be entitl® receive a sale bonus equal to the sum ofvé)times Mr. Joff’s salary, plu:
(ii) two times Mr. Joffe’s average bonus earnedtfa two years immediately prior to the year inethihe change in control occurs. The
sale bonus will be paid to Mr. Joffe in a lump samthe closing date of the change in control tretisa. If Mr. Joffe terminates his
employment after this change of control, he wilcabe entitled to the compensation and other bsradiscribed in footnote 5 abo

(9) Mr. Joffe is entitled to receive an automobile almce until March 31, 2009 in the amount of $1,680month, payable monthly.
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 (the “1994 Plan”), under which we were auttest to issue
non-qualified stock options and incentive stockia to purchase our common stock to key employdies;tors and consultants. After a
number of shareholder-approved increases to this pit March 31, 2002, up to 960,000 shares o€onmmon stock were available for option
grant under this plan. The term and vesting pesiogptions granted is determined by a committe#nefBoard of Directors with a term not to
exceed ten years. The exercise price of optiongdpursuant to the plan may not be less thareihenfarket value of our common stock at the
date of grant. At the our Annual Meeting of Shatdbrs held on November 8, 2002, the 1994 Plan wended to increase the authorized
number of shares issued to 1,155,000. As of Malct2308, options to purchase 479,225 shares of aanstock were outstanding under 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 of
Directors believes that it is desirable for, andhia best interests of, us to adopt the plan acoimenends that our shareholders vote in favor of
the adoption of the 2003 Long-Term Incentive PTEme purpose of the 2003 Long-Term Incentive Plao f®ster and promote our long-term
financial success and interests and to materiatlyeiase the value of the equity interests in the@my by: (a) encouraging the long-term
commitment of selected key employees, (b) motigasinperior performance of key employees by meatangfterm performance related
incentives, (c) encouraging and providing key emeés with a formal program for obtaining an owngrshterest in the Company,

(d) attracting and retaining outstanding key empé&syby providing incentive compensation opportasifompetitive with other major
companies, and (e) enabling participation by keplegees in our long-term growth and financial swsc& he plan is administered by our
Compensation Committee. Our Compensation Comntitisethe full power and authority to construe anérpret the 2003 Long-Term
Incentive Plan and may, from time to time, adomthstules and regulations of carrying out the 2008d-Term Incentive Plan as it may deem
appropriate. The decisions of the Compensation Cittesrare final, conclusive and binding upon alities.

Under the 2003 Long-erm Incentive Plan, the Committee has the authtwigrant to our key employees and consultantsai@ving types o
awards (“Incentive Awards”): (i) stock options tmetform of incentive stock options qualified undection 422 of the Code (“Incentive
Options”), or nonqualified stock options (“Nonquid
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Options”), or both (“Options”); (ii) stock appreti@n rights (“SARSs”); (iii) restricted stock (“Restted Stock”); (iv) performance-based
awards; and (v) supplemental payments dedicatpdyment of any income taxes that may be payaldernjunction with the 2003 Long-Term
Incentive Plan. All of our employees are eligitbeparticipate in the 2003 Long-Term Incentive Planotal of 1,200,000 shares of common
stock have been reserved for grants of Incentivarie/under the 2003 Long-Term Incentive Plan. T0@2.ong-Term Incentive Plan will
terminate on October 31, 2013, unless terminatdaéely our Board of Directors.

The Compensation Committee may limit an optioneglst 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 leyred, and all Performance Shares and Perforendnits 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 argsom other than death, disability, retirement, lartary termination or termination for
good reason, any Incentive Award outstanding atithe and all rights there under will terminatedamless otherwise established by the
Compensation Committee, no further vesting shalloand the participant shall be entitled to exartiis or her rights (if any) with respect to
the portion of the Incentive Award vested as ofdate of termination for a period of 30 calendaysdafter such termination date; provided,
however, that if an Employee is terminated for eatisis employee' right to exercise his or her rights (if any) widspect to the vested porti
of his or her Incentive Award shall terminate ashef date of termination of employment. In the eéwdriermination for death, disability,
retirement, or in connection with a change in cantn Incentive Award may be only exercised awigied in an individual’'s Incentive
agreement, or as determined by the Compensatiomiittes.

Options. No Incentive Option may be granted with an exargirice per share less than the fair market \@ltiee common stock at the date of
grant. Nonqualified Options may be granted at amgr@se price. The exercise price of an Option tmayaid in cash, by an equivalent method
acceptable to the Compensation Committee, orga€timpensation Committee’s discretion, by delivedrsready owned shares of common
stock having a fair market value equal to the @gerprice, or, at the Compensation Committee’srdigm, by delivery of a combination of
cash and already owned shares of common stock. ¥Hawiéthe optionee acquired the stock to be swteeed directly or indirectly from us, he
or she must have owned the stock to be surrendered least six months prior to tendering sucltlstior the exercise of an Option.

An eligible employee may receive more than onentige Option, but the maximum aggregate fair maxkedtie of the common stock
(determined when the Incentive Option is granteith vespect to which Incentive Options are firstexsable 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 combinedhgqtower of all classes of our stock (a 10% shddeinp unless the exercise price is not
than 110% of the fair market value of the shardesi 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 Compensation Committee at the time of the giaritin no event may an Incentive Option be esatdie after the expiration of 10 years
from the date of grant of the Incentive Option €fivears in the case of an Incentive Option gratted10% shareholder).

SARs. SARs may be granted under the 2003 Long-Termiia Plan in conjunction with all or part of an {@m, or separately. The exercise
price of the SAR shall not be less than the fairketavalue of the common stock on the date of tta@tgof the option to which it relates. The
SAR granted in conjunction with an Option will besecisable only when the underlying Option is eigalole and once an SAR has been
exercised, the related portion of the
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Option underlying the SAR will terminate. Upon tveercise of an SAR, the Company will pay to thetiBigant in cash, common stock, or a
combination thereof (the method of payment to ba@discretion of the Compensation Committeepmount equal to the excess of the fair
market value of the common stock on the exercise aler the option price, multiplied by the numb&BARs being exercised.

The Compensation Committee, either at the timeaafitgor at the time of exercise of any Nonqualifi@gtion or SAR, may provide for a
supplemental payment (“Supplemental Payment”) eyGbmpany to the Participant with respect to ther@ge of any Nonqualified Option or
SAR, in an amount specified by the Compensation @ittee, but which shall not exceed the amount rezsgg0 pay the federal income tax
payable with respect to both the exercise of thedualified Option and/or SAR and the receipt of $upplemental Payment, based on the
assumption that the shareholder is taxed at thememw effective federal income tax rate on such ammurhe Committee shall have the
discretion to grant Supplemental Payments thapayable in cash, common stock, or a combinatidootifi, as determined by the
Compensation Committee at the time of payment.

Restricted Stock Restricted Stock awards may be granted unde2@88 Long-Term Incentive Plan, and the provisigmgliaable to a grant of
Restricted Stock may vary among participants. Ikingaan award of Restricted Stock, the Committelédeitermine 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&ick. The Compensation Committee, at the timeesfing of Restricted Stock, may provide

a Supplemental Payment by the Company to the atitin 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 empisyaxed at the maximum effective federal incomertgde on such amount.

Performance UnitsThe Compensation Committee may grant Incentivardls representing a contingent right to receivé ¢&2erformance
Units”) or shares of common stock (“Performancer8¢g at the end of a performance period. The Corsgigon Committee may grant
Performance Units and Performance Shares in suwdnaer that more than one performance periodpsdgress concurrently. For each
performance period, the Compensation Committed skedblish the number of Performance Units ordternce Shares and the contingent
value of any Performance Units or Performance Shavhich may vary depending on the degree to wp@formance objectives established
by the Compensation Committee are met. The Comgiensaommittee may modify the performance measargkobjectives as it deems
appropriate.

The basis for payment of Performance Units or Perémce Shares for a given performance period bedlhe achievement of those financial
and non-financial performance objectives determimgthe Compensation Committee at the beginninh@performance period. If minimum
performance is not achieved for a performance gerio payment shall be made and all contingentsighall cease. If minimum performance
is achieved or exceeded, the value of a Performéndeor Performance Share shall be based on tgeeddo which actual performance
exceeded the pre-established minimum performamcelatds, as determined by the Compensation Conemittee amount of payment shall be
determined by multiplying the number of Performakiegts or Performance Shares granted at the begirofithe performance period by the
final Performance Unit or Performance Share vaRagments shall be made, in the discretion of thef@@msation Committee, solely in cast
common stock, or a combination of cash and comntarksfollowing the close of the applicable perfamse period.

The Compensation Committee, at the date of paymightrespect to such Performance Units or Perfomaaéhares, may provide for a
Supplemental Payment by us to the Participant iaraount specified by the Compensation Committeéclwghall not exceed the amount
necessary to pay the federal income tax payable ne@ipect to the amount of payment made with rédpestich Performance Units or
Performance Shares and receipt of the Supplem@agahent, based on the assumption that the Pariidpéaxed at the maximum effective
federal income tax rate on such amount.

Nor-Employee Director Option Plaihe purpose of our Non-Employee Director Stock @p#lan is to foster and promote our long-term
financial success and interests and to materiadlseiase the value of the equity interests in thezmy by: (a) increasing our ability to attract
and retain talented men and women to serve on oardBof
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Directors, (b) increasing the incentives that these-employee directors have to help us succeeda@mtoviding our non-employee directors
with an increased opportunity to share in our leexgr growth and financial success.

Under the Non-Employee Director Stock Option Piach non-employee director will be granted optiongurchase 25,000 shares of our
common stock upon their election to our Board akbliors. In addition, each non-employee directdirbvei awarded an option to purchase an
additional 3,000 shares of our common stock fohdalt year of service on our Board of DirectorfieTexercise price for each of these options
will be equal to the fair market value of our commstock on the date the option is granted. Theotseprice of an option is payable only in
cash. Options awarded under the Plan are not &#&aidé 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 vestldrecome exercisable on the first and second arszisedates of the date of grant, assuming
that the non-employee director remains on our Bo&fdirectors on each such anniversary date. Irettent of a change of control, we may,
after notice to the participant, require the pgstiat to “cash-out” his rights by transferring thémmus in exchange for their equivalent “cash
value.”

The Board of Directors shall not have the rightntodify the number of options granted to a non-erygdodirector or the 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 earlierun\Board of Directors.

Tax ConsequencedJnder current tax laws, the grant of an optionggally will not be a taxable event to the optigreaed we will not be
entitled to a deduction with respect to such grdpbn the exercise of an option, the non-employesztbr optionee will recognize ordinary
income at the time of exercise equal to the exoé#se 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 compensatimcoime 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 soléxa@hanged in a taxable transaction
holder thereof generally will recognize capitalrgéir loss) equal to the difference between thal trnount realized and the fair market value
of the common stock on the date of exercise; tlagadter 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 thatsmoh action shall modify the number of options tgdrto a non-employee director or
change the terms of any option grants, in each aasemmarized in the preceding discussion, orradiyeaffect option rights already granted
there under without the consent of the impactederployee director. In addition, no amendment maynade without the approval of our
shareholders if shareholder approval is necesgaydier to comply with applicable law.

2008 Director Compensation

We use a combination of cash and equity incentve®mpensate our non-employee directors. Direettis are also our employees received
no compensation for their service on our Board ioé®&ors in fiscal 2008. To determine the apprdprlavel of compensation for our non-
employee directors, we take into consideratiorstgeificant amount of time and dedication requibgdthe directors to fulfill their duties on
our Board of Directors and Board of Directors corteais as well as the need to continue to attrgttiyiqualified candidates to serve on our
Board of Directors. In addition, our compensatiomagement with Mel Marks reflects his 46 yearsedévant experience in the industry and
our company. The information provided in the follog/table reflects the compensation received bydinectors for their service on our Board
of Directors in fiscal 2008.
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Fees Earned or Paid All Other
Name in Cash Stock Awards Option Awards (1) Compensation Total
Philip Gay $90,00( $— $12,22¢ $  — $102,22:
Rudolph Bornec $47,00( $— $12,22¢ $ — $ 59,22
Irv Siegel $47,00( $— $12,96¢ $ — $ 59,96¢
Mel Marks $ — $— $ — $350,00( $350,00(

(1) Option award amounts represent our non-eng@alirector’s portion of our reported share-bassdment expense for fiscal 2008 in
accordance with SFAS 123

We have supplemental compensatory arrangementdMeitiMarks, our founder, largest shareholder anchiver of our Board of Directors. In
August 2000, our Board of Directors agreed to eaddgl Marks to provide consulting services to company. Mr. Marks is paid an annual
consulting fee of $350,000 per year. We can terteinar consulting arrangement with Mr. Marks at me.

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

In addition, each of our non-employee directoregothan Messrs. Marks and Gay, receives annuagbensation of $20,000 and is paid a fee
of $2,000 for attending each Board of Directors timge $2,000 for attending each Audit Committee timeeand $500 for any other Board of
Directors committee meeting attended. Each dirdstalso reimbursed for reasonable out-of-pockpeages incurred to attend Board of
Directors or Board of Directors committee meetings.

Under our Non-Employee Director Stock Option Pkaich non-employee director is granted options tohase 25,000 shares of our common
stock upon their election to our Board of Directdmsaddition, each noemployee director is awarded an option to purclaasadditional 3,00
shares of our common stock for each full year ofise on our Board of Directors.

Indemnification of Executive Officers and Directors

Article Seven of our Restated Certificate of Inaadion provides, in part, that to the extent reegiiby New York Business Corporation Law,
or NYBCL, no director shall have any personal ligpto us or our shareholders for damage for amabh of duty as such director, provided
that each such director shall be liable under dllewing circumstances: (a) in the event that ayjuént or other final adjudication adverse to
such director establishes that his acts or omissigere in bad faith, involved intentional miscontdoica knowing violation of law or that such
director personally gained in fact a financial jirof other advantage to which such director wademally entitled or that such director’s acts
violated Section 719 of the NYBCL or (b) for anyt ac omission prior to the adoption of Article Savaf our Restated Certificate of
Incorporation.

Article Nine of our Bylaws provide that we shaltdemnify any person, by reason of the fact that ggkon is or was a director or officer of
our company or served any other corporation, peshig, joint venture, trust, employee benefit planpther enterprise in any capacity at our
request, against judgments, fines, amounts padtilement and reasonable expenses, includinghattarfees incurred as a result of an action
or proceeding, or any appeal therefrom, providesydver, 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.

We may purchase and maintain insurance for ouriademnification and for that of our directors arficers and other proper persons as
described in Article Nine of our Bylaws. We maimtaind pay premiums for directors’ and officersblldy insurance policies.
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We are incorporated under the laws of the Statéest York and Sections 721-726 of Article 7 of thEBCL 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 dednexclusive 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 eudtitl

Section 722 of the NYBCL permits, in general, a Néovk corporation to indemnify any person madethweatened to be made, a party to an
action or proceeding by reason of the fact thadrh&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 reaseraljpenses, 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 opposethtpest interests of that corporation and, in
criminal actions or proceedings, who in addition In@ reasonable cause to believe that his or hetum 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 indeé¥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 proceedingumeeipt of an undertaking by or on behalf ofdirector 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 Imitteed 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.

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 cdtemior Board of Directors of any other companyhich any members of our Board of
Directors or our Compensation Committee is an etvezwfficer.

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

The following table sets forth, as of June 9, 2@@8tain information as to the common stock ownersheach of our named executive
officers, directors, all executive officers andeditors as a group and all persons known by us tbebbeneficial owners of more than five
percent of our common stock. The percentage of comstock beneficially owned is based on 12,0708%5es of common stock outstanding
as of June 9, 2008.

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 Jun2@8 are deemed outstanding, while these shezesoadeemed outstanding for
determining the percentage ownership of any othesgn. Unless otherwise indicated in the footnbtdew, the persons and entities named in
the table have sole voting and investment power mspect 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.
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Amount and Nature of Percent of
Name and Address of Beneficial Shareholder Beneficial Ownership (1) Class
Mel Marks (2) 1,672,65! 13.%
Third Point LLC (3) 1,150,001 9.4%
Costa Brava Partnership ( 982,60t 8.2%
William Blair & Company, L.L.C (5 928,96! 7.7%
Janus Capital Management LLC 746,67( 5.9%
Midwood Capital Management, LLC ( 707,43t 5.%
Selwyn Joffe (8 789,75( 6.1%
Philip Gay (9) 31,00( *
Rudolph Borneo (1C 31,00( *
Scott Adelson (11 8,33: *
Duane Miller (12) 8,33: *
Irv Siegel (13) 6,00( *
Doug Schooner (14 61,42¢ *
Tom Stricker (15 54,58: *
Steve Kratz (16 50,76 *
Michael Umansky (17 38,33: *
Mervyn McCulloch (18 30,00( *
David Lee (19; 6,66 *
Kevin Daly (20) 5,00( *
Directors and executive officers as a gr— 14 persons (21 2,793,75 22.1%

* 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 issuable upon thesisreof currently exercisable warrants. Based 8claedule 13G/A filed with the SEC on
February 13, 2008, Daniel S. Loeb as the Chief Etkee Officer of Third Point LLC, which is the ingament manager of Third Point
Offshore Fund, Ltd., has the power to vote andatispof the shares of our common stock held of tebgrThird Point LLC and Third
Point Offshore Fund, Ltd. The business addresscti ©f Third Point LLC and Mr. Loeb is 390 Park Ave, New York, 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 issuable upon theimeeof currently exercisable warrants. Based sch&dule 13G/A filed with the SEC on
February 12, 2008, Seth W. Hamot as the presideRoark, Rearden & Hamot LLP, which is the gengaatner 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 111,575 shares issuable upon thesisreof currently exercisable warrants. Based 8elzedule 13G filed with the SEC on
January 9, 2008, William Blair & Company LLC wagtheneficial owner with sole power to vote and dgspof the shares of our
common stock. The business address of William Blaompany LLC is 222 W Adams, Chicago, IL 606

(6) Includes 96,000 shares issuable upon the exertizgmently exercisable warrants. Based on a SdeelRG/A filed with the SEC o
March 11, 2008, Janus Capital Management LLC, wisi¢he investment advisor of Janus Venture Fuad,the power to vote and
dispose of the shares of our common stock heléadrd by Janus Capital Management LLC and Janutux&Rund. The business
address of Janus Capital Management LLC and Jaentiké Fund is 151 Detroit Street, Denver, Color@@06.

(7) Includes 13,649 shares issuable upon the exert@amntly exercisable warrants. Based on a SdeetRD/A filed with the SEC o
March 31, 2008. Midwood Capital Partners, LLC is #iole general partner of Midwood Capital Partnem,, the record holder of
317,738 shares of our common stock and Midwoodt@kartners QP, L.P., the record holder of 3904&0es of our common stock.
David E. Cohen and Ross D. DeMont as manager oigladi Capital Partners, LLC have the power to voig dispose of the shares of
our common stock held by these entities. The bgsiaeldress of each of Midwood Capital Partners, 8h@ Messrs. Cohen and DeM:
is 575 Boylston Street, 4th Floor, Boston, MA 021
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(8) 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 currer#ycisable options under the 1994 Stock Option;Rliad 4,500 shares issuable upon
exercise of currently exercisable options grantedien the Non-Employee Director Plan and 500,00@eshiasuable upon exercise of
options under the 2003 Long Term Incentive P

(9) Represents 31,000 shares issuable upon saetturrently exercisable options granted unier2004 Non-Employee Director Stock
Option Plan

(10) Represents 31,000 shares issuable upon exefaserently exercisable options granted under @42Non-Employee Director Stock
Option Plan

(11) Represents 8,333 shares issuable upon exerciserehtly exercisable options granted under th@20on-Employee Director Stock
Option Plan

(12) Represents 8,333 shares issuable upon exerciserefity exercisable options granted under the 200¢-Employee Director Stoc
Option Plan

(13) Represents 6,000 shares issuable upon exerciserefity exercisable options granted under the 200¢-Employee Director Stoc
Option Plan

(14) Includes 24,000 shares issuable upon exercisermdntly exercisable options under the 1994 StockddPlan and 37,333 shat
issuable upon exercise of currently exercisabl@optunder the 2003 Long Term Incentive Plan, astudes 92 shares of common st
held by The Schooner 2003 Family Trust. Mr. Scho@x@ressly disclaims ownership of the shares hgldihe Schooner 2003 Family
Trust.

(15) Includes 17,250 shares issuable upon exercisertdrily exercisable options under the 1994 Stockdd@Plan and 37,333 shar
issuable upon exercise of currently exercisableoptunder the 2003 Long Term Incentive P

(16) Includes 38,100 shares issuable upon exercisertdrily exercisable options under the 1994 Stockdd@Plan and 12,667 shar
issuable upon exercise of currently exercisableoptunder the 2003 Long Term Incentive P

(17) Includes 38,333 shares issuable upon exerciserrdrily exercisable options under the 2003 LonghTkrcentive Plan
(18) Includes 30,000 shares issuable upon exercisermdntly exercisable options under the 2003 Longi Brcentive Plan
(19) Includes 6,667 shares issuable upon exercise oértly exercisable options under the 2003 Long Tkrrentive Plan
(20) Includes 5,000 shares issuable upon exercise cértly exercisable options under the 2003 Long Tkrtentive Plan

(21) Includes 340,600 shares issuable upon exerciserodntly exercisable options granted under tH#&1Sock Option Plan; 30,000 shares
issuable upon exercise of currently exercisabl@optgranted under the 1996 Stock Option Plan;0igb@res issuable upon exercise of
currently exercisable options granted under the-Employee Director Plan; 667,333 shares issuabba @percise of currently
exercisable options granted under the 2003 LonghTecentive Plan; and 84,666 shares issuable upertise of currently exercisable
options granted under the 2004 I-Employee Director Stock Option Ple

Information regarding our securities authorizedissuance under our equity compensation plan isdaom Item 5 “Market for Registrant’s
Common Equity, Related Stockholder Matters andds®wurchases of Equity Securities”, Equity Compgosalan Information.

Item 13. Certain Relationships and Related Transaains, and Director Independence

We have entered into a consulting agreement withNiéeks, our founder, member of our Board of Digestand largest shareholder. We
currently pay Mel Marks a consulting fee of $35@ @@r year under this arrangement. We have alseddo pay Mr. Gay, a member of our
Board of Directors, $90,000 per year for his sends a member of our Board of Directors and Chairafaour Audit Committee. For
additional information, see the discussion underddption Item 11 “Executive Compensation” “2008dotor Compensation”.

Based upon the terms of agreements we previousdyezhinto with Mr. Richard Marks, we paid the sdsé incurred in connection with the
SEC and United States Attorney’s Office’s invediigjm During fiscal 2006 and 2005, we incurred sadtapproximately $368,000 and
$556,000, respectively, pursuant to this indematfan 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. Marks. Under this agreement (whiels unanimously approved by a Special CommittebeBoard of Directors consisting

of Messrs. Borneo, Gay and Siegel), Mr. Marks agjteepay us $682,000 as partial reimbursementefebal fees and costs we had advanced
pursuant our pre-existing indemnification agreersavith Mr. Marks. In June 2006, we recorded a dtaldeer note receivable for the $682,000
Mr. Marks owes us. The note is classified in shal@drs’ equity as it is collateralized by our commsatock. This amount was due on

January 15, 2008. Mr. Marks also agreed to payéstet the prime rate plus one percent on Jun2d®, (paid on
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June 22, 2007) and January 15, 2008 (paid on Ja22aP008). Mr. Marks pledged 80,000 shares ofomummon stock that he owns to secure
this obligation. If at any time the market pricetloé¢ stock pledged by Mr. Marks was less than 125%r. Marks’ obligation, he was required
to pledge additional stock to maintain not lessittiee 125% coverage level. Under the terms of aenagment to the agreement with Mr. Ma
that was effective January 15, 2008, we agreedttnd the due date of Mr. Marks’ obligation to [#682,000 from January 15, 2008 to

July 15, 2008. This amendment was unanimously aggrby the Special Committee of the Board of Dwesthat had approved the original
Settlement Agreement. Mr. Marks agreed to pledgadalitional 31,500 shares of our common stockhbatwns to secure this obligation and
any additional shares necessary to maintain natessa 140% coverage level. Mr. Marks pledgedtamdil 20,528 shares and 33,492 shat
March 2008 and May 2008, respectively, to maintagnecessary coverage level. Mr. Marks also agepdy interest at the prime rate plus
three percent during the extension period.

Our practice with regards to related party trarisasthas been for our Board of Directors, or a citbethereof, to review, approve and/or
ratify such transactions as they arise.

Director Independence

Information regarding the independence of our diexccan be found in Item 10 “Directors, Executi@ficers and Corporate Governance”
Corporate Governance, Board of Directors and Cotesstof the Board of Directors.

Item 14. Principal Accountant Fees and Services

The following table summarizes the total fees wiel paour current independent certified public astants, Ernst & Young, effective
November 30, 2007, and our prior independent éedtipublic accountants, Grant Thornton LLP, forfpssional services provided during
following fiscal years ended March 31.:

2008 2007 2006
Audit Fees $2,638,00! $1,769,00! $1,488,00!
Audit Related Fee — — —
Tax Fees — — —
All Other Fees 199,00( 67,00( 15,00(
Total $2,837,00! $1,836,00! $1,503,00!

Audit fees billed in fiscal 2008, 2007 and 2006 sisted of (i) the audit of our annual financialtetaents, (ii) the reviews of our quarterly
financial statements, (iii) the review of our compke with SOX 404 requirements, (iv) the reviewS&C letters (v) the review of restated
financial statements and related Forms 10-K/A a®1A, and (vi) services associated with SEC regfiiin statements.

Other fees billed in fiscal 2008 consisted of pssfenal services for due diligence work related fmtential acquisition and the adoption of
FIN 48. Other fees billed in fiscal 2007 relatenpatrily to professional services related to our R@%ind transaction and SFAS 123R. Other
fees billed in fiscal 2006 relate to attendanceustannual shareholders meeting and at a meetyyagdimg and a tour of our new facility in
Tijuana, Mexico.

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@®007 and 2006 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:

Reports of Independent Registered Public Accourfings 7C
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 Company Incorporated by reference to Exhibit 3.1 to the @any’s
Registration Statement on Form SB-2 declared é¥fecn
March 22, 1994 (th“1994 Registration Statem).

3.2 Amendment to Certificate of Incorporation of thengmany Incorporated by reference to Exhibit 3.2 to the @am’s
Registration Statement on Form S-1 (No. 33-974@8)aited
effective on November 14, 1995 (the “1995 Regigirat
Statemer”).

3.3 Amendment to Certificate of Incorporation of thenGany Incorporated by reference to Exhibit 3.3 to the @amy’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 @any’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 thenGmany Incorporated by reference to Exhibit C to the Conyps proxy
statement on Schedule 14A filed with the SEC on
November 25, 200:

3.6 By-Laws of the Compan Incorporated by reference to Exhibit 3.2 to the4l
Registration Statemer

4.1 Specimen Certificate of the Company’s common stock Incorporated by reference to Exhibit 4.1 to the4l99
Registration Statemer

4.2 Form of Underwriter's common stock purchase warrant Incorporated by reference to Exhibit 4.2 to the4L99
Registration Statemer

4.3 1994 Stock Option Plan Incorporated by reference to Exhibit 4.3 to the4l99
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Number Description of Exhibit Method of Filing
4.4 Form of Incentive Stock Option Agreeme Incorporated by reference to Exhibit 4.4 to the4l
Registration Statemer
4.5 1994 Non-Employee Director Stock Option Plan Incorporated by reference to Exhibit 4.5 to the @any’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. 333-37€9é¢)ared
effective on November 18, 1997 (the “1997 Regigirat
Statemer”).
4.7 Rights Agreement, dated as of February 24, 199&noly Incorporated by reference to Exhibit 4.8 to the8.99
between the Company and Continental Stock Tramasfer Registration Statement.
Trust Company, as rights age
4.8 2003 Long Term Incentive Pl Incorporated by reference to Exhibit 4.9 to the @amy’s
Registration Statement on Form S-8 filed with tieCSn
April 2, 2004.
4.9 2004 Non-Employee Director Stock Option Plan Incorporated by reference to Appendix A to the Brox
Statement on Schedule 14A for the 2004 Annual $indders
Meeting.
4.10 Registration Rights Agreement among the Companyttza Incorporated by reference to Exhibit 10.2 to CutriReport or
investors identified on the signature pages thedted as of Form 8-K filed on May 18, 2007.
May 18, 2007
411 Form of Warrant to be issued by the Company tostors in Incorporated by reference to Exhibit 10.4 to CuriReport on
connection with the May 2007 Private Placen Form &K filed on May 18, 2007
10.1 Amendment to Lease, dated October 3, 1996, by atwiden Incorporated by reference to Exhibit 10.17 to trez@mber 31
the Company and Golkar Enterprises, Ltd. relatingdditiona 1996 Form 10-Q.
property in Torrance, Californi
10.2 Lease Agreement, dated September 19, 1995, byetneén 1997 Form 1-K. Incorporated by reference to Exhibit 10.1¢
Golkar Enterprises, Ltd. and the Company relatinthe the 1995 Registration Statement.
Compan’s facility located in Torrance, Californ
10.3 Agreement and Plan of Reorganization, dated agof A, Incorporated by reference to Exhibit 10.22 to tA87LForm
1997, by and among the Company, Mel Marks, Ricivaicks 10-K.
and Vincent Quek relating to the acquisition of M¥Rd
Unijoh
104 Form of Indemnification Agreement for officers adidectors Incorporated by reference to Exhibit 10.25 to tB87
Registration Statemer
10.5 Warrant to purchase common stock, dated April 002 by Incorporated by reference to Exhibit 10.29 to the@2210-K.

and between the Company and Wells Fargo Bank, hitio
Association
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10.6 Amendment No. 1 to Warrant dated May 31, 2001, ixy Incorporated by reference to Exhibit 10.32 to th821(-K.
between the Company and Wells Fargo Bank, National
Association

10.7 Form of Employment Agreement, dated February 183208y Incorporated by reference to Exhibit 10.42 to th8210-K.
and between the Company and Selwyn J

10.8 Letter Agreement, dated July 17, 2002, by and betvtke Incorporated by reference to Exhibit 10.43 to the210-K.
Company and Houlihan Lokey Howard & Zukin Cap

10.9 Second Amendment to Lease, dated March 15, 200&eba Incorporated by reference to Exhibit 10.44 to th821(-K.
Golkar Enterprises, Ltd. and the Company relatingroperty
in Torrance, Californi

10.10 Separation Agreement and Release, dated Februa®pQ3, Incorporated by reference to Exhibit 10.45 to th8210-K.
between the Company and Anthony So

10.11 Employment Agreement, dated April 1, 2003, betwiben Incorporated by reference to Exhibit 10.46 to th8210-K.
Company and Charles Yeagl

10.12 Form of Warrant Cancellation Agreement and Reledated Incorporated by reference to Exhibit 10.47 to th8210-K.
April 30, 2003, between the Company and Wells F&gok,
N.A.

10.13 Form of Agreement, dated June 5, 2002, by and lestviles Incorporated by reference to Exhibit 10.38 to th821(-K.
Company and Sun Trust Ba

10.14 Credit Agreement, dated May 28, 2004, between thragany Incorporated by reference to Exhibit 10.15 to tlen@any's
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, 2004y den Incorporated by reference to Exhibit 10.15 to th64£10-K.
AutoZone Parts, Inc. and the Comps

10.16 Employment Agreement, dated November 1, 2003, etvtles  Incorporated by reference to Exhibit 10.16 to t68£210-K.
Company and Bill Laughlii

10.17 Form of Orbian Discount Agreement between the Campa Incorporated by reference to Exhibit 10.17 to th64£10-K.
and Orbian Corg

10.18 Form of Standard Industrial/lCommercial Multi-Tenaetise, Incorporated by reference to Exhibit 10.18 to th64£10-K.
dated May 25, 2004, between the Company and Golkar
Enterprises, Ltd for property located at 530 Majplenue,
Torrance, Californiz

10.19 Stock Purchase Agreement, dated February 28, 2@ddeen Incorporated by reference to Exhibit 99.2 to Forid Blled
the Company and Mel Marl with the SEC on March 29, 20C

10.20 Build to Suit Lease Agreement, dated October 2842&mon¢  Incorporated by reference to Exhibit 99.1 to CuriReport on

Motorcar Parts de Mexico, S.A. de CV, the Compamy a
Beatrix Flourie Geoffro
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10.21 Amendment No. 1 to Employment Agreement, dated 1A Incorporated by reference to Exhibit 99.1 to CutriReport or
2004, between the Company and Selwyn J Form &K filed on April 25, 2005

10.22 Third Amendment to Credit Agreement, dated as aflA4®, Incorporated by reference to Exhibit 99.1 to CurfiReport on
2006, between Motorcar Parts of America, Inc. antbb Form 8-K filed on April 24, 2006.
Bank of California, N.A

10.23 Union Bank of California, N.A. Revolving Note, ddtas of Incorporated by reference to Exhibit 99.2 to CuriReport on
April 10, 2006, executed by Motorcar Parts of Aroayilnc. Form 8-K filed on April 24, 2006.
and Union Bank of California. N./

10.24 Settlement Agreement and Mutual Release, Sec Incorporated by reference to Exhibit 99.1 to CutriReport or
Promissory Note and Stock Pledge Agreement, adiciat Form 8-K filed on June 28, 2006.
June 26, 2006, between the Company and Mr. Ridkairits

10.25 Fourth Amendment to Credit Agreement, dated asugfust 8,  Incorporated by reference to Exhibit 99.1 to Curfeaport on
2006, between Motorcar Parts of America, Inc. antbb Form 8-K filed on August 16, 2006.
Bank of California, N.A

10.26 Revolving Note, dated as of August 8, 2006, exetbie Incorporated by reference to Exhibit 99.2 to CutriReport or
Motorcar Parts of America, Inc. and Union Bank afidrnia. Form 8-K filed on August 16, 2006.
N.A.

10.27* Amendment No. 3 to Pay-On-Scan Addendum, dated Incorporated by reference to Exhibit 99.1 to CuriReport on
August 22, 2006, between AutoZone Parts, Inc. had t Form 8-K filed on August 30, 2006.
Company

10.28* Amendment No. 1 to Vendor Agreement, dated Augds Incorporated by reference to Exhibit 99.2 to CutriReport or
2006, between AutoZone Parts, Inc. and MotorcatsRdr Form 8-K filed on August 30, 2006.
America, Inc.

10.29 Lease Agreement Amendment, dated October 12, 2006, Incorporated by reference to Exhibit 99.1 to CurReport on
between the Company and Beatrix Flourie Gef Form &K filed on October 20, 200t

10.30 Fifth Amendment to Credit Agreement, dated as of Incorporated by reference to Exhibit 99.1 to CurfReport on
November 10, 2006, between Motorcar Parts of Aragtitc. Form 8-K filed on November 11, 2006.
and Union Bank of California, N.£

10.31 Third Amendment to Lease Agreement, dated ¢ Incorporated by reference to Exhibit 99.1 to CutriReport or
November 20, 2006, between Motorcar Parts of Aragtitc. Form 8-K filed on November 27, 2006.
and Golkar Enterprises, Lt

10.32 Amendment No. 2 to Employment Agreement between the  Incorporated by reference to Exhibit 99.1 to CuriReport on
Company and Selwyn Jof Form ¢-K filed on December 7, 200

10.33 Sixth Amendment to Credit Agreement, dated as ofd&1, Incorporated by reference to Exhibit 99.1 to CuriReport on
2007, between Motorcar Parts of America, Inc. antbb Form 8-K filed on March 29, 2007.
Bank of California, N.A

10.34 Side letter regarding Credit Agreement, dated M&th2007 Incorporated by reference to Exhibit 99.2 to CutriReport or

between Motorcar Parts of America, Inc. and UniamiBof
California, N.A.
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10.35 Non-revolving Note, dated March 21, 2007, execute: Incorporated by reference to Exhibit 99.3 to CutriReport or
Motorcar Parts of America, Inc. in favor of Uniomifik of Form 8-K filed on March 29, 2007.
California, N.A.

10.36 Securities Purchase Agreement among the Companthand Incorporated by reference to Exhibit 10.1 to CuriReport on
investors identified on the signature pages thedkted as of Form 8-K filed on May 18, 2007.
May 18, 2007

10.37 Seventh Amendment to Credit Agreement, dated darod 27 Incorporated by reference to Exhibit 10.37 to tB@2Form
2007, between Motorcar Parts of America, Inc. antbb 10-K.
Bank of California, N.A

10.38 Eighth Amendment to Credit Agreement, dated aswfust 7,  Incorporated by reference to Exhibit 10.38 to tlenfr 10-Q
2007, between Motorcar Parts of America, Inc. antbb filed on August 9, 2007.
Bank of California, N.A

10.39 Amended and Restated Credit Agreement, dated Incorporated by reference to Exhibit 99.1 to CutriReport or
October 24, 2007, between Motorcar Parts of Ametita anc  Form 8-K filed on October 24, 2007.
Union Bank of California, N.A

10.40 First Amendment to Amended and Restated Credit émgent, Incorporated by reference to Exhibit 99.1 to CuriReport on
dated as of January 14, 2008, between Motorcas Bért Form 8-K filed on January 17, 2008.
America, Inc. and Union Bank of California, N.

10.41 Revolving Note, dated as of January 14, 2008, exrelcoy Incorporated by reference to Exhibit 99.2 to CutriReport or
Motorcar Parts of America, Inc. in favor of Uniomifik of Form 8-K filed on January 17, 2008.
California, N.A.

10.42 Letter Agreement between the Company and Mervyn Incorporated by reference to Exhibit 99.1 to CurReport on
McCulloch, dated February 6, 20 Form &K filed on February 6, 200!

10.43 Amendment No. 3 to Employment Agreement between the  Incorporated by reference to Exhibit 99.1 to CuriRaport on
Company and Selwyn Jof Form &K filed on March 27, 200¢

10.44 Second Amendment to Amended and Restated Credit Incorporated by reference to Exhibit 10.1 to CutriReport on
Agreement, dated as of May 13, 2008, between MatdParts  Form 8-K filed on May 15, 2008.
of America, Inc. and Union Bank of California, N.

14.1 Code of Business Conduct and Ett Incorporated by reference to Exhibit 10.48 to th@2Form

1C-K.
18.1 Preferability Letter to the Company from Grant Titton LLP Incorporated by reference to Exhibit 18.1 to th@2Borm 1
K.

211 List of Subsidiarie: Filed herewith

23.0 Consent of Independent Registered Public Accouriing Filed herewith
Ernst & Young LLP

23.1 Consent of Independent Registered Public Accouriing Filed herewith
Grant Thornton LLF

31.1 Certification of Chief Executive Officer pursuant Filed herewith
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Section 302 of the Sarbanes Oxley Act of 2

31.2 Certification of Chief Financial Officer pursuat $ection 30:  Filed herewith
of the Sarbanes Oxley Act of 20

31.3 Certification of Chief Accounting Officer pursuatot Filed herewith
Section 302 of the Sarbanes Oxley Act of 2

32.1 Certifications of Chief Executive Officer, Chiefrféincial Filed herewith
Officer and Chief Accounting Officer pursuant tocB8en 906
of the Sarbanes Oxley Act of 20

* Portions of this exhibit have been granted confidéireatment 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 16, 200 By: /s/ David Lee
David Lee
Chief Financial Officer

Dated: June 16, 2008 By: /s/ Kevin Daly
Kevin Daly
Chief Accounting Officer

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

/sl Selwyn Joffe Chief Executive Officer and Director June 16, 2008
Selwyn Joffe (Principal Executive Officer)
/s/ David Lee Chief Financial Officer June 16, 2008
David Lee (Principal Financial Officer)
/s/ Kevin Daly Chief Accounting Office June 16, 200
Kevin Daly (Principal Accounting Officer)
/sl Mel Marks Director June 16, 200
Mel Marks
/sl Scott Adelson Director June 16, 2008
Scott Adelsor
/s/ Rudolph Borneo Director June 16, 2008
Rudolph Bornec
/s/ Philip Gay Director June 16, 200
Philip Gay
/s/ Duane Millel Director June 16, 200
Duane Miller
/sl Irv Siegel Director June 16, 2008
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 MotoRats of America, Inc.

We have audited Motorcar Parts of America,’ simternal control over financial reporting as ofitdh 31, 2008 based on criteria establit
in Internal Control—Integrated Framework issuedtrsy Committee of Sponsoring Organizations of thea@ivay Commission (the COSO
criteria). Motorcar Parts of America, Inc.’s manamgat is responsible for maintaining effective indrcontrol over financial reporting, and for
its assessment of the effectiveness of internakrabaver financial reporting included in the acquenying Management’s Report on Internal
Control Over Financial Reporting. Our responsibilé to express an opinion on the Company’s intezaatrol over financial reporting based
on our audit.

We conducted our audit in accordance withsthedards of the Public Company Accounting Ovetdigltard (United States). Those
standards require that we plan and perform thet amidbtain reasonable assurance about whethetigfenternal control over financial
reporting was maintained in all material respe©tsr audit included obtaining an understanding térimal control over financial reporting,
assessing the risk that a material weakness et@st#ig and evaluating the design and operatifegtdfeness of internal control based on the
assessed risk, and performing such other procedsre® considered necessary in the circumstancesdlieve that our audit provides a
reasonable basis for our opinion.

A company’s internal control over financiapogting is a process designed to provide reasoragsierance regarding the reliability of
financial reporting and the preparation of finahsiatements for external purposes in accordantegenerally accepted accounting princip
A company’s internal control over financial repogiincludes those policies and procedures thagi€ithin to the maintenance of records that,
in reasonable detail, accurately and fairly reftbettransactions and dispositions of the assdtseofompany; (2) provide reasonable assurance
that transactions are recorded as necessary tatgeaparation of financial statements in accor@éawith generally accepted accounting
principles, and that receipts and expendituree®tbmpany are being made only in accordance witioaizations of management and
directors of the company; and (3) provide reasanabturance regarding prevention or timely deteafainauthorized acquisition, use, or
disposition of the company'’s assets that could lzareaterial effect on the financial statements.

Because of its inherent limitations, intercahtrol over financial reporting may not preventletect misstatements. 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 pdoces may deteriorate.

In our opinion, Motorcar Parts of America, Imgaintained, in all material respects, effectivinal control over financial reporting as of
March 31, 2008, based on the COSO criteria.

We also have audited, in accordance with thedards of the Public Company Accounting Oversigdrd (United States), the consolida
balance sheet of Motorcar Parts of America, In@fddarch 31, 2008, and the related consolidatatéstents of operations, shareholders’
equity, and cash flows for the year ended March2808 and our report dated June 10, 2008 expressadqualified opinion thereon.

/sl Ernst & Young LLP

Woodland Hills, California
June 10, 2008
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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 balsimeet of Motorcar Parts of America, Inc. andgliaries (the “Company”) as of
March 31, 2008 and the related consolidated stattwé operations, shareholders’ equity, and chstsffor the year ended March 31, 2008.
Our audit also included the 2008 financial statensehedule listed in the Index at Item 15(a)(2)eJéfinancial statements and schedule a
responsibility of the Company’s management. Oupaesibility is to express an opinion on these fiahstatements based on our audit.

We conducted our audit in accordance with the stedgdof the Public Company Accounting Oversightq&@nited 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 aliasis, evidence supporting the amounts and digids in the financial statements. An a
also includes assessing the accounting princiged and significant estimates made by managemeniglhas evaluating the overall financial
statement presentation. We believe that our auditigge 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 at MarchZBD8, and the consolidated results of their dpmra and their cash flows for the year en
March 31, 2008 in conformity with U.S. generallycapted accounting principles. Also, in our opinitire related 2008 financial statement
schedule, when considered in relation to the bamisolidated financial statements taken as a wipoésents fairly in all material respects the
information set forth therein.

As discussed in Note B to the consolidated findratetements, the Company changed its method @iuating for share-based payments in
accordance with Statement of Financial Accountitan8ards No. 123 (revised 2004) on April 1, 200®] &s method of accounting for
uncertain tax positions in accordance with FASRiptetation No. 48 on April 1, 2007.

We also have audited, in accordance with the stasd# the Public Company Accounting Oversight Bo@nited States), Motorcar Parts of
America, Inc.’s internal control over financial m@fing as of March 31, 2008, based on criteriatdstaed in Internal Control-Integrated
Framework issued by the Committee of Sponsoringa@imgtions of the Treadway Commission and our tegeted June 10, 2008, expressed
an unqualified opinion thereon.

/sl Ernst & Young LLP

Woodland Hills, California
June 10, 2008

70




Table of Contents

REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

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

We have audited the accompanying consolidated balgineet of Motorcar Parts of America, Inc. andsgliairies (the “Company”) as of

March 31, 2007, and the related consolidated senésrof operations, changes in shareholders’ ecaiily cash flows for each of the two years
in the period ended March 31, 2007. These finarst&bements are the responsibility of the Compamgdsagement. Our responsibility is to
express an opinion on these financial statemerssdoan our audits.

We conducted our audits in accordance with thedstats of the Public Company Accounting OversighamigUnited 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 the results of their operations aed tash flows for each of the two years in
the period ended March 31, 2007 in conformity veititounting principles generally accepted in thetéthStates 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 1l is presented for
purposes of additional analysis and is not a regybart of the basic financial statements. Thigdale has been subjected to the auditing
procedures applied in the audits of the basic fifrstatements and, in our opinion, is fairly sthin all material respects in relation to the
basic financial statements taken as a whole.

As described in Note T, the Company has disclogeosaible underpayment of duties payable to the OuStoms and Border Protection.

/sl GRANT THORNTON LLP

Irvine, California

June 28, 2007 (except for
Note T as to which the da
is October 15, 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 inventory depos
Long term deferred income tax as
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:
Current portion of capital lease obligatic
Total current liabilities
Deferred income, less current porti
Deferred core revent
Deferred gain on se-leasebacl
Other liabilities
Capitalized lease obligations, less current pot
Total liabilities
Commitments and Contingenci
Shareholder equity:

Consolidated Balance Sheets
March 31, 2008 and 2007

Preferred stock; par value $.01 per share, 5,000588res authorized; none issi

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

issued

Common stock; par value $.01 per share, 20,000880:s authorized; 12,070,555 and 8,373,122 <

issued and outstanding at March 31, 2008 and 2@8pectively

Additional paic-in capita-common stocl
Additional paic-in capita-warrant
Shareholder note receival
Accumulated other comprehensive inca
Accumulated defici

Total shareholde’ equity

TOTAL LIABILITIES & SHAREHOLDERS' EQUITY

2008 2007
$ 1,935000 $  349,00(
373,00 859,00
3,556,001 2,259,001
32,707,00 32,260,00
— 1,670,001
5,657,001 6,768,001
4,124,001 3,886,001
1,608,001 1,873,001
49,960,00 49,924,00
15,996,00 16,051,00
50,808,00 42,076,00
22,477,00 21,617,00
1,357,001 1,817,001
810,00( 501,00(
$141,408,00 $131,986,00
$ 32,401,00 $ 42,756,00
2,200,001 1,292,001
3,396,001 2,780,001
2,042,001 3,972,001
392,00 285,00
— 22,800,00
373,00( 859,00(
133,00( 133,00(
448,00 225,00(
1,711,001 1,568,001
43,096,00 76,670,00
122,00 255,00
2,927,001 1,575,001
1,340,001 1,859,001
265,00 170,00
2,565,001 3,629,001
50,315,00 84,158,00
121,00 84,00(
92,663,00 56,241,00
1,879,001 —
(682,000 (682,00)
360,00 40,00(
(3,248,00)  (7,855,00i)
91,093,00 47,828,00
$141,408,00 $131,986,00

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

Consolidated Statements of Operations

Years Ended March 31, 2008, 2007 and 2006

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

2008

2007

2006

$133,337,00 $136,323,00 $108,397,00
96,117,00  115,040,00  82,992,00
37,220,00 21,283,000  25,405,00
19,746,00 18,185,000  14,337,00
3,456,001 4,116,001 3,536,001
1,267,001 1,457,001 1,234,001
24,469,00 23,758,00  19,107,00
12,751,00 (2,475,00)) 6,298,001
(5,514,00) (5,996,000  (2,974,00)
66,00 83,00( 20,00(
7,303,001 (8,388,00) 3,344,001
2,696,00! (3,432,00) 1,259,001
$ 4,607,000 $ (4,956,000 $ 2,085,00
$ 04C $ (059 $ 0.2F
$ 03¢ $ (059 $ 0.2t
11,522,32 8,348,06! 8,251,31!
11,808,21 8,348,06! 8,483,32:

The accompanying notes to consolidated financiéstents are an integral part hereof.

F-2




Table of Contents

Balance at March 31, 20(

Exercise of option

Tax benefit from employe
stock options exercise

Unrealized gain on
investment:

Foreign currency translati

Net Income

Comprehensive Incomr

Balance at March 31, 20(

Exercise of option

Tax benefit from employee
stock options exercise

Impact of tax benefit on
APIC pool

Compensation recognized
under employee stock
plans

Shareholder note receival

Unrealized gain on
investment:

Foreign currency translati

Net Income

Comprehensive Incomr

Balance at March 31, 20(

Exercise of option

Tax benefit from employee
stock options exercise

Impact of tax benefit on
APIC pool

Compensation recognized
under employee stock
plans

Common stock and
warrants issued upon
PIPE offering, net of
expense:

Unrealized gain on
investment:

Foreign currency translati

Net Income

Comprehensive Incomr
Balance at March 31, 20(

MOTORCAR PARTS OF AMERICA, INC. AND SUBSIDIARIES

Consolidated Statement of Shareholders’ Equity
For the years ended March 31, 2008, 2007 and 2006

Additional Paid-in Additional Paid-in

Accumulated Other

Common Stock Capital Common Capital Shareholder Note Comprehensive Accumulated Comprehensive
Shares Amount Stock Warrants Receivable Income (Loss) Deficit Total Income

8,183,95! $ 82,00( $ 53,627,000 $ — $ — $ (55,000 $ (4,984,00) $48,670,00
132,15( 1,00( 285,00t — — — — 286,00(
— — 414,00( — — — — 414,00(

— — — — — 76,00( — 76,00 $ 76,00(

— — — — — 64,00( — 64,00( 64,00(

— — — — — — 2,085,001 2,085,001 2,085,001

$ 2,225,00!
8,316,10! 83,00( 54,326,00 — — 85,00( (2,899,00) 51,595,00
57,017 1,00( 293,00( — — — — 294,00(
— — 172,00( — — — — 172,00(
— — (107,000 — — — — (107,000)
— — 1,557,001 — — — — 1,557,001
— — — — (682,00() — — (682,00()

— — — — — 82,00( — 82,000 $ 82,00(

— — — — — (127,000 — (127,000) (127,000

— — — — — — (4,956,000) (4,956,000 (4,956,001

$ (5,001,000
8,373,12.  84,00( 56,241,00 — (682,00() 40,00( (7,855,00) 47,828,00
55,52« 1,00( 262,00( — — — — 263,00(
— — 162,00( — — — — 162,00(
— — (44,000 — — — — (44,000
— — 1,052,001 — — — — 1,052,001
3,641,90' 36,00( 34,990,00 1,879,001 36,905,00

— — — — — (120,000 — (120,000 $ (120,000

— — — — — 440,00( — 440,00( 440,00(

— — — — — — 4,607,00( 4,607,001 4,607,00(

$ 4,927,00!(
12,070,55 $121,00( $ 92,663,000 $ 1,879,000 $ (682,000 $ 360,000 $ (3,248,00) $91,093,00

The accompanying

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

Consolidated Statement of Cash Flows

Years Ended March 31, 2008, 2007 and 2006

Cash flows from operating activitie
Net income (loss
Adjustments to reconcile net income (loss) to @meshcused in operating activitie
Depreciation and amortizatic
Amortization of deferred gain on s-leasebacl
Provision for (recovery of) inventory resen
Provision for (recovery of) customer payment diperecies
Provision for doubtful accoun
Deferred income taxe
Shar+based compensation expel
Impact of tax benefit on APIC po
Shareholder note receivatl
Gain on redemption of sh-term investmen
Loss on disposal of asse
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 inventory deposi
Other current liabilitie:
Net cash used in operating activit
Cash flows from investing activitie
Purchase of property, plant and equipm
Proceeds from se-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 options@sed
Proceeds from issuance of common stock and war
Stock issuance cos
Impact of tax benefit on APIC po
Net cash provided by financing activiti
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 lea

The accompanying notes to consolidated financé#éstents are an integral part her

2008 2007 2006
$ 4,607,000 $ (4,956,00) $ 2,085,00
2,960,001 2,323,001 2,180,001
(518,00() (518,000) (218,00()
1,017,001 379,00 (173,00()
(294,00() (71,000 1,360,001
124,00 175,00 9,00(
1,571,001 (3,444,00) 612,00
1,052,001 1,557,001 —
44.,00( 107,00 —
— (682,000) —
(211,00() — —
45,00( — —
(1,127,00)  11,538,00 (359,000()
(1,103,00) (936,000 (9,215,001
1,675,001 (1,668,001 —
(238,000 (2,938,000 (371,00()
296,00 (949,00() 447,00
(301,00() (97,000 (332,00()
(10,839,00)  21,702,00 8,750,001
137,00( (738,000) (16,000)
(486,000() 364,00 121,00(
(133,00() (133,00() (133,00()
— (1,793,00)  (10,750,00)
1,352,001 1,575,001 —
(9,082,00)  (8,670,00)  (6,396,00i)
(860,000  (20,791,00) (759,00
273,00 (649,000() 1,704,001
(10,039,00)  (9,313,00)  (11,454,00)
(1,962,000  (5,887,00)  (4,372,00)
— — 4,110,001
486,00 (117,000 (157,00()
(1,476,00) (6,004,001 (419,00()
48,700,000  50,636,00 21,331,00
(71,500,00)  (34,136,00)  (15,031,00)
(1,664,000  (1,531,00)  (1,002,00i)
262,00 294,00 286,00
162,00( 172,00 414,00(
40,061,001 — —
(3,156,001) — —
(44,000 (107,000 —
12,821,000  15,328,00 5,998,00!
280,00 (62,000 64,00
1,586,001 (51,000  (5,811,00)
349,00 400,00 6,211,001
$ 1,035000 $ 349,000 $  400,00(
$ 5421,000 $ 5807,000 $ 2,885,00
(1,344,00i) 1,995,001 30,00(
$ 743000 $ 371,000 $ 5,675,00
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MOTORCAR PARTS OF AMERICA, INC. AND SUBSIDIARIES
Condensed Notes to Consolidated Financial Statement
for the years ended March 31, 2008, 2007 and 2006

NOTE A — Company Background

Motorcar Parts of America, Inc. and its subsidiafghe “Company” or “MPA”) remanufacture and distrie alternators and starters for
imported and domestic cars and light trucks. Thiepacement parts are sold for use on vehicles iaft&l vehicle purchase. These automo
parts are sold to automotive retail chain storesvaarehouse distributors throughout the UnitedeStand Canada and to a major automobile
manufacturer.

The Company obtains used alternators and stademsnonly known as Used Cores, primarily from itstomers (retailers) as trade-ins. It also
purchases Used Cores from vendors (core brokehng)rétailers grant credit to the consumer wherusiggl part is returned to them, and the
Company in turn provides a credit to the retailgoureturn to the Company. These Used Cores agssential material needed for the
remanufacturing operations. The Company has reraatwrfng, warehousing and shipping/receiving openatfor alternators and starters in
Mexico, California, Singapore and Malaysia. In aidei, the Company has a warehouse distributiorifiaon Nashville, Tennessee and utilizes
third party warehouse distribution centers in Felidf New Jersey and Springfield, Oregon.

The Company’s warehouse distribution facility indlsille, Tennessee was closed in the second quarfisical 2008. The Company sub-
leased this facility for the remainder of its leésen. In third quarter of fiscal 2008, the Compaagorded $109,000 of general and
administrative expenses related to the closuresabeease of this facility.

In September 2007, the Company exercised its t@bancel the lease of its Torrance, Californialitsonith respect to approximately 80,000
square feet currently utilized for core receipprage and packing. This cancellation is effectiveyN1, 2008. The Company transitioned these
functions to its facilities in Mexico.

The Company operates in one business segment ptitsuatatement of Financial Accounting Standaf8&AS”) No. 131, ‘Disclosures abol
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.sidhificant inter-company
accounts and transactions have been elimin

2. Cash

The Company maintains cash balances in loaga¢cdies in Singapore and Malaysia and in localldr&l dollar currencies in Mexico for
use by the facilities operating in those foreigartoies. The balances in these foreign accountstated into U.S. dollars at March 31,
2008 and 2007 were $278,000 and $347,000, respaci

3. Accounts Receivab

The allowance for doubtful accounts is devetbpased upon several factors including custometlitogeality, historical write-off
experience and any known specific issues or disputech exist as of the balance sheet date. Acsaeceivable are written off only
when all collection attempts have failed. The Conypdoes not require collateral for accounts redda:

The Company has two separate agreements executetiwsi customers and their respective banks. Utidese agreements, t
Company may sell those customers’ receivablesasetivanks at a discount to be agreed upon atntiecttie receivables are factored.
Once the customer chooses which outstanding ins@ioe going to b
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made available for factoring, the Company can a@coegecline the bundle of invoices provided. Thetéring agreements are I-
recourse, and funds cannot be reclaimed by themestor its bank after the related invoices haventfactored

4. Inventory
Nor-core Inventory

Non-core inventory is comprised of n-core raw materials, the n-core value of work in process and the -core value of finishe
goods. Used Cores, the Used Core value of workdogss and the Remanufactured Core portion otfaiiggoods are classified as long-
term core inventory as described below under tipgiaa“Long-term Core Inventor”

Non-core inventory is stated at the lower of cost orkef The cost of nc-core inventory approximates average historical lpase price
paid, and is based upon the direct costs of masanthan allocation of labor and variable and fieeerhead costs. The cost of non-core
inventory is evaluated at least quarterly duringfibcal year and adjusted as necessary to reflecent lower of cost or market levels.
These adjustments are determined for individuatstef inventory within each of the three classiiimas of non-core inventory as
follows:

Non-core raw materials are recorded at average wbsth is based on the actual purchase pricevofmaterials on hand. The average
cost is updated quarterly. This average cost id usthe inventory costing process and is the Hasiallocation of materials to
finished goods during the production process.

Non-core work in process is in various stages ofipction, is on average 50% complete and is vadti&d% of the cost of a finished
good. Non-core work in process inventory histolicabmprises less than 3% of the total non-coreimery balance.

Finished goods cost includes the average costrmitnoe raw materials and allocations of labor aadable 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 approximatesmalrcapacity. This method prevents the distortiondsts that would occur during
short periods of abnormally low or high productitmaddition, the Company excludes certain unatiet@verhead such as severance
costs, duplicative facility overhead costs, andlage from the calculation and expenses them degebsts as required in Financial
Accounting Standards Board (“FASB”) Statement N, linventory Costs, an amendment of AccountingeResh Bulletin (“ARB”)
No. 43, Chapter 4 (“SFAS 151"). For the years endedch 31, 2008 and 2007, costs of approximate|$$4,000 and $216,000,
respectively, were considered abnormal and thukid&d from the cost calculation and charged diyecticost of sales.

The Company provides an allowance for potdgtmtcess and obsolete inventory based upon reedes history, the quantity of
inventory on-hand, and a forecast of potentialafdbe inventory. The Company reviews inventoryaomonthly basis to identify excess
guantities and part numbers that are experiencieglaction in demand. In general, part numbers githntities representing a one to
three-year supply are partially reserved for agdtased upon management’s judgment and consigtartistorical rates. Any part
numbers with quantities representing more thameetlyear supply are reserved for at a rate thatiders possible scrap and liquidation
values and may be as high as 100% of cost if nodajion market exists for the pa

The quantity thresholds and reserve ratesubjedtive and are based on management’s judgmeritrawledge of current and projected
industry demand. The reserve estimates may, therdie revised if there are changes in the overatket for the Compang’products o
market changes that, in manager’'s judgment, impact the Comp¢'s ability to sell or liquidate potentially excegsabsolete inventory

The Company applies the guidance provided byEimerging Issues Task Force (“EITF”) Issue No182Accounting by a Customer
(Including a Reseller) for Cash Consideration Resgtifrom a Vendor (“EITF 02-16"), by recording vemdaliscounts as a reduction of
inventories that are recognized as a reductiomso af sales as the inventories are s

F-6




Table of Contents

Inventory Unreturne(

Inventory Unreturned represents the Comparstisnate, based on historical data and prospeatieernation provided directly by the
customer, of finished goods shipped to customexsttie Company expects to be returned after trenbelsheet date. Because all cores
are classified separately as long term assetsnvleatory unreturned balance includes only the dddegt value of finished goods. The
return rate is calculated based on expected retithin the normal operating cycle of one year.séish, the related amounts are
classified in current asse

Inventory unreturned is valued in the same mans¢he Compar’s finished goods inventor

Long-term Core Inventor
Long-term core inventory consists (
. Used Cores purchased from core brokers and hehémtory at the Compa’s facilities,
. Used Cores returned by the Comg’'s customers and held in inventory at the Com’s facilities,

. Used Cores returned by end-users to customensabyet returned to the Company are classifieBesanufactured Cores until
they are physically received by the Compe

. Remanufactured Cores held in finished goods invgrabthe Compar’s facilities; anc

. Remanufactured Cores held at customer locatioaspast of finished goods sold to the customer.tkese Remanufactur:
Cores, the Company expects the finished good auntathe Remanufactured Core to be returned utde€bmpany’s general
right of return policy or a similar Used Core tore¢urned to the Company by the customer, in eask,dor credit

Longterm core inventory is recorded at average histbparchase prices determined based on actual asgstof inventory on hand. T
cost and market value of Used Cores for which sieffit recent purchases have occurred are deemeditie as the purchase price for
purchases that are made in arms length transac

Long-term core inventory recorded at averagehical purchase prices is primarily made up oédJ€ores for newer products related to
more recent automobile models or products for whiwghne is a there is a less liquid market. The Camgpgnust purchase these Used
Cores from core brokers because its customers tloave a sufficient supply of these newer Used €axailable for the core exchange
program.

Approximately 15% to 20% of Used Cores are ioletin core broker transactions and are valueddas average purchase price. The
average purchase price of Used Cores for more receomobile models is retained as the cost fosehdsed Cores in subsequent per
even as the source of these Used Cores shift tootle exchange progra

Long-term core inventory is recorded at thedowf cost or market value. In the absence of effit recent purchases, the Company uses
core broker price lists to assess whether Used @mstexceeds Used Core market value on an iteietmybasis. The primary reason for
the insufficient recent purchases is that the Commdtains most of its Used Core inventory from¢hstomer core exchange progr:

Commencing in the fourth quarter of fiscal 20the Company reclassified all of its core invei@sto a long-term asset account. The
determination of the long-term classification waséxd on its view that the value of the cores iscoasumed or realized in cash during
the Company’s normal operating cycle, which is pear for most of the cores recorded in inventorgcdxding to ARB No. 43, current
assets are defined as “assets or other resourneaauly identified as those which are reasonablyeetqa to be realized in cash or sold
or consumed during the normal operating cycle eftthsiness.” The Company does not believe thatingeatories, which the Company
classifies as long-term, are consumed because¢hésissued upon the return of Used Cores offeeamounts invoiced when the
Remanufactured Cores included in finished good®:
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sold. The Company does not expect the core inviestéw be consumed, and thus the Company doexpetieto realize cash, until |
relationship with a customer ends, a possibiligt thhe Company considers remote based on exigtimgtterm customer agreements and
historical experience

However, historically for approximately 4.5% of hed goods sold, the Compi’s customer will not send the Company a Used Cao
obtain the credit the Company offers under its ex@hange program. Therefore, based on the Compaistbrical estimate, the
Company derecognizes the core value for thesehBdigioods upon sale, as the Company believes theybeen consumed and the
Company has realized ca

The Company realizes cash for only the core exaba@nggram shortfall of approximately 4.5%. Thisrfadl represents the historic
difference between the number of finished goodgmd to customers and the number of Used Coresesgttio the Company by
customers. The Company does not realize cashdaretinaining portion of the cores because the éxtitied upon the return of Used
Cores offset the amounts invoiced when the Rematwried Cores included in finished goods were sbfee Company does not expec!
realize cash for the remaining portion of these Ramfactured Cores until its relationship with atooser ends, a possibility that the
Company considers remote based on existing-term customer agreements and historical experie

For these reasons, the Company concluded thaiiois appropriate to classify core inventory asrg-term assel

Long-term Core Inventory Depos

The lon¢-term core inventory deposit account representydhes of Remanufactured Cores the Company purcHasedcustomers

which are held by the customers and remain ondktomers’ premises. The purchase is made througissbiance of credits against that
customer’s receivables either on a one-time basiser an agreed-upon period. The credits agdnesttstomer’s receivable are based
upon the Remanufactured Core purchase price prayiegtablished with the customer. At the same titme Company records the long-
term core inventory deposit for the Remanufact@ecdes purchased at its cost, determined as notéel wongterm Core Inventory. Tt
long-term core inventory deposit is stated at tveelr of cost or market. The cost is establishadatime of the transaction based on the
then current cost, determined as noted under Leng-Core Inventory. The difference between theitgrdnted and the cost of the long-
term core inventory deposit is treated as a sédlesance reducing revenue as required under EIT8.04/hen the purchases are made
over an agreed-upon period, the long-term corenitorg deposit is recorded at the same time theitdessued to the customer for the
purchase of the Remanufactured Co

At least annually, and as often as quartedgonciliations and confirmations are performeddtednine that the number of
Remanufactured Cores purchased, but retained auitemer locations, remains sufficient to supfieetamounts recorded in the long-
term core inventory deposit account. At the same tithe mix of Remanufactured Cores is reviewatktermine that the aggregate value
of Remanufactured Cores in the account has notgelthduring the reporting period. The Company evakithe cost of cores supporting
the aggregate long-term core inventory deposit@aiceach quarter. If the Company identifies anyrarent reduction in either the
number or the aggregate value of the Remanufactioed inventory mix held at the customer locatitie, Company will record a
reduction in the lor-term core inventory deposit account during thaiquk!

5. Income Taxe

The Company accounts for income taxes in accordaitbeguidance issued by the Financial Accountitan8ard Board“FASB") in
Statement of Financial Accounting Standards No.(I88AS”), “Accounting for Income Taxes,” which reiges the use of the liability
method of accounting for income tax

The liability method measures deferred incoax@s$ by applying enacted statutory rates in effetlie balance sheet date to the
differences between the tax basis of assets abpitltlss and their reported amounts in the finahstatements. The resulting asset or
liability is adjusted to reflect changes in the kaws as they occur. A valuation allowance is pdedi to reduce deferred tax assets when it
is more likely than not that a portion of the dedertax asset will not be realize
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As required, the liability method is also usedetermining the impact of the adoption of FASBAS No. 123 (revised 2004), “Share-
Based Payme”, (“SFAS 123F") on the Compar’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 tippCompar’s ability to generate sufficient future taxablednte. In evaluating thi
ability, management considers the Company'’s longrgreements with each of its major customers hwbigire at various dates

ranging from August 2008 through December 2012thadCompany’s Remanufactured Core purchase oldigatvith certain customers
that expire at various dates through March 201@8eBan management’s forecast of the Company’sduiperating results, management
believes that it is more likely than not that ftdaxable income will be sufficient to realize teeorded deferred tax assets. Management
periodically compares its forecasts to actual tesahd there can be no assurance that the foeelcastults will be achieve

On April 1, 2007 the Company adopted the ProvismiSASB Interpretation No. 4{Accounting for Uncertainty in Income Ta»
(“FIN 48&").

6. Plant and Equipmer

Plant and equipment are stated at cost, lessradated depreciation and amortization. The cbatditions and improvements are
capitalized, while maintenance and repairs areggthto expense when incurred. Depreciation andt@ation are provided on a straight-
line basis in amounts sufficient to relate the adstepreciable assets to operations over thamattd service lives. Machinery and
equipments are amortized over a range from sevemtgears. Office equipment and fixtures are aixextover a range from three to ten
years. Leasehold improvements are amortized oedivls of the respective leases or the servieslof the leasehold improvemer
whichever is shorter. Amortization of assets reedrdnder capital leases is included in depreciaiqgrense

7. Foreign Currency Translatio

For financial reporting purposes, the functiamarency of the foreign subsidiaries is the looalrency. The assets and liabilities of
foreign operations are translated into the repgrtiarrency (U.S. dollar) at the exchange rate fiectfat the balance sheet date, while
revenues and expenses are translated at averagangecrates during the year in accordance with SEASForeign Currency
Translation."The accumulated foreign currency translation adjest is presented as a component of Other Compsateeimcome in th
Consolidated Statement of Sharehol’ Equity.

8. Revenue Recognitic

The Company recognizes revenue when performantesb@ompany is complete and all of the followingezia established by the St:
of the SEC in Staff Accounting Bulletin No. 1(“Revenue Recogniti’ (“SAB 10<"), have been me

. Persuasive evidence of an arrangement e:

. Delivery has occurred or services have been redd

. The selle’s price to the buyer is fixed or determinable,

. Collectibility is reasonably assure

For products shipped free-on-board (“FOB”) glimg point, revenue is recognized on the date ipisént. For products shipped FOB
destination, revenues are recognized two days thftetlate of shipment based on
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Compan’s experience regarding the length of transit domaffrhe Company includes shipping and handlingggsaim its gross invoic
price to customers and classifies the total amaanmevenue in accordance with EITF Issue No. 00A&;ounting for Shipping and
Handling Fees and Co” (“EITF 0C-1C"). Shipping and handling costs are recorded as castle$

Unit value revenue is recorded based on the Con’s price list, net of applicable discounts and aloees. The Company allo\
customers to return slow moving and other inventdhe Company provides for such returns of inventoraccordance with SFAS 48,
“Revenue Recognition When Right of Return ExistSKAS 48”). The Company reduces revenue and cosalek for the unit value of
goods sold that are expected to be returned basacstorical return analysis and information ai#d from customers about current
stock levels

The Company accounts for revenues and costle$ ®n a net-of-core-value basis. Management détasrdined that the Company’s
business practices and contractual arrangementl iresnore than 95% of the remanufactured altemrsadnd starters sold being replaced
by similar Used Cores sent back for credit by custis under the Company’s core exchange progranordemly, the Company
excludes the value of Remanufactured Cores froramee by applying SFAS 48 by analo

When the Company ships a product, it recograresbligation to accept a similar Used Core saoklunder the core exchange program
by recording a contra receivable account based tippRemanufactured Core price agreed upon by dnep@ny and its customer. Upon
receipt of a Used Core, the Company grants themesta credit based on the Remanufactured Core pilled and restores the Used
Core to o-hand inventory

When the Company ships a product, it invoices gedastomers for the Remanufactured Core portiath@fproduct at ful
Remanufactured Core sales price. For these Ren@ardd Cores, the Company recognizes core revessesdbupon an estimate of the
rate at which the Company’s customers will pay dasiRemanufactured Cores in lieu of sending backlar Used Cores for credits
under the Compal’'s core exchange progra

In addition, the Company recognizes revenue relmdétemanufactured Cores originally sold at a nerjmice and not expected to
replaced by a similar Used Core under the coreangh program. Unlike the full price Remanufactuedes, the Company only
recognizes revenue from nominally priced Remanufact Cores not expected to be replaced by a sitdgad Core sent back under the
core exchange program when the Company believesimet all of the following criteri;

. The Company has a signed agreement with the custmowering the nominally priced Remanufactured Garet expected to k
replaced by a similar Used Core sent back undecaheexchange program. This agreement must spibefgumber of
Remanufactured Cores its customer will pay caslnfeu of sending back a similar Used Core arelttasis on which the
nominally priced Remanufactured Cores are to beedh(normally the average price per RemanufactGeé stipulated in the
agreement)

. The contractual date for reconciling the Compamgtords and customer’s records of the numbeomiimally priced
Remanufactured Cores not expected to be replacadsbyilar Used Core sent back under the core exgghprogram must be in t
current or a prior periot

. The reconciliation of the nominally priced Remamtifaed Cores must be completed and agreed to byuttemer
. The amount must be billed to the custon

The Company has agreed in the past and mdaeifuture agree to buy back Remanufactured Colesdifference between the credit
granted and the cost of the Remanufactured Conaghbdack is treated as a sales allowance redueirenue as required under EITF 01-
9. As a result of the increasing level of Remanufieer] Core buybacks, the Company now defers corentee from these customers until
there is no expectation that the sales allowanssscéated with Remanufactured Core buybacks frasetltustomers will offset
Remanufactured Core revenues that would othervdgedognized once the criteria noted above have ime¢. At March 31, 2008 and
2007 Remanufactured Core revenue of $2,927,0064/575,000, respectively, w
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deferred.

In May 2004, the Company began to offer productpay-on-scan “PO<”) arrangement with its largest customer. For POShitorg,
revenue was recognized when the customer notified€Company that it had sold a specifically ideatifproduct to an end user. POS
inventory represented inventory held on consignragtistomer locations. This arrangement was disaged in August 200¢

9. Marketing Allowance
The Company records the cost of all marketing aloges provided to its customers in accordance Rt 01-09, “ Accounting for
Consideration Given by a Vendor to a Customer."hSaltowances include sales incentives and conaessitluntary marketing
allowances related to a single exchange of proaectecorded as a reduction of revenues at thettieneelated revenues are recorded or
when such incentives are offered. Other marketilogvances, which may only be applied against fupurechases, are recorded as a
reduction to revenues in accordance with a schesiléorth in the relevant contract. Sales incengimounts are recorded based on the
value of the incentive provided. See “Note L-Conmmahts and Contingencies” for a more complete detson of all marketing
allowances
10. Advertising Cost
The Company expenses all advertising costs@sried. Advertising expenses for the fiscal yesaded March 31, 2008, 2007 and 2006
were $95,000, $201,000, and $320,000, respecti
11. NetIncome Per Shal
Basic income per share is computed by dividingmaime by the weighted average number of sharesrafnon stock outstandir
during the period. Diluted income per share inctuthe effect, if any, from the potential exerciseanversion of securities, such as st
options and warrants, which would result in theidgsxe of incremental shares of common st
The following represents a reconciliation of beeic diluted net income per sha
Year end March 31,
2008 2007 2006
Net income (loss $ 4,607,001 $(4,956,001) $2,085,00!
Basic share 11,522,32 8,348,06! 8,251,31!
Effect of dilutive options and warrar 285,89« — 232,00«
Diluted share! 11,808,21 8,348,06! 8,483,32.
Net income (loss) per shal
Basic $ 0.4C $ (0.59) $ 0.2
Diluted $ 0.3¢ $ (0.59) $ 0.2

12.

For the year ended March 31, 2008, the effedtlative options and warrants excludes 294,038ams and 546,283 warrants with
exercise prices ranging from $11.50 to $19.13 pares For the year ended March 31, 2007, the effeditutive options and warrants
excludes 1,270,649 options with exercise pricegiranfrom $1.10 to $19.13 per share. For the yaded March 31, 2006, the effect of
dilutive options excludes 24,875 options with el @rices ranging from $11.81 to $19.13 per s— all of which were an-dilutive.

Use of Estimate

The preparation of consolidated financial stateméntonformity with accounting principles geneyaltcepted in the United Stat
(“GAAP”) requires management to make estimatesasstimptions that affect the reported amounts ic¢hsolidated financial
statements and accompanying notes. Actual resalisl differ from those estimates. On an on-goingisighe Company evaluates its
estimates, including those related to the carr
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13.

14.

amount of property, plant and equipment; vaduaand return allowances for receivables, inveéagmrand deferred income taxes; accrued
liabilities; and litigation and dispute

The Company uses significant estimates in the Gtion of sales returns. These estimates are lasdue Compar’s historical returi
rates and an evaluation of estimated sales refromsspecific customer:

The Company uses significant estimates in the &ation of the lower of cost or market value of Iclegm core inventory

The Compan’s calculation of inventory reserves involves sigaifit estimates. The basis for the inventory resea comparison «
inventory on hand to historical production usagsales volumes

The Company records its liability for self-imed workers’ compensation by including an estintdtihe liability associated with total
claims incurred and reported as well as an estiofatee liabilities associated with incurred, bot neported, claims determined by
applying the Compar's historical claims development factor to its estienof the liabilities associated with incurred aegorted claims

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

The Company uses significant estimates in the angoalculation of potential liabilities from unceirt tax positions that are more like
than not to occul

A change in the assumptions used in the estrfat sales returns, inventory reserves and indaxes could 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 equivalshés-term investments, accounts receivable, accountipaynd accrued liabilitie
approximate their fair value due to the short-teiature of these instruments. The carrying amouintisedine of credit and other long-
term liabilities approximate their fair value basedcurrent rates for instruments with similar eteristics

Stock Options and She«Based Paymen

Effective April 1, 2006, the Company adopted Firiah&ccounting Standards Board (FASB) Statemeriin&ncial Accounting

Standards No. 123 (revised 2004), “Share-Based Batyn{SFAS 123R) using the modified prospectivpliEation method of transition
for all its stock-based compensation plans. Acewlyi, while the reported results for the years ehéliarch 31, 2008 and 2007 reflect the
adoption of SFAS 123R, prior year amounts havebeeh restated. SFAS 123R requires the compensatgirassociated with stock-
based compensation plans be recognized and refleceecompar’s reported result:

Prior to the adoption of SFAS 123R, the Compargounted for stock-based employee compensatipreasribed by Accounting
Principles Board Opinion (“APB”) No. 25, “Accoungfor Stock Issued to Employees,” and adopted tbeakure provisions of SFAS
123, “Accounting for Stock-Based Compensation,” 8k\S 148, “Accounting for Stock-Based Compensalicemsition and
Disclosur-an amendment of SFAS 1”

Under the provisions of APB No. 25, compensatiost for stock options is measured as the excesmyf, of the market price of tl
Company’s common stock at the date of the grant theeamount an employee must pay to acquire deksEFAS 123 requires pro
forma disclosures of net income and net incomespare as if the fair value based method accoufdingtock-based awards had been
applied. Under the fair value based method, comgienscost is recorded based on the value of ttercat the grant date and is
recognized over the service peri

F-12




Table of Contents

The following table presents pro forma net incometlie year ended March 31, 2006 as if compensatists associated with the
Company’s option arrangements had been determimadcdordance with SFAS 123.

Year Ended March 31

2006

Net income as reporte $ 2,085,00!
Add: Stocl-based employee compensation expense included neplogted net income, net of related tax effi —
Deduct: Total stock-based employee compensatioaresgpdetermined under fair value based methodlfawards, net

of related tax effect (277,000
Pro forma net incom $ 1,808,00!
Basic net income per she— as reportel $ 0.2t
Basic net income per she— pro forma $ 0.22
Diluted net income per sha— as reportet $ 0.2t

Diluted net income per sha— pro forma $ 0.21

In November 2005, the FASB issued Staff PositicdBRJFFAS 123 (R)-3, “Transition Election Relateddzxounting 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 taxciefcies recognized subsequent to the adoptiofrABSL23R. The Company had signific
vested options on their adoption date of SFAS 1@B8&therefore has elected to compute its APIC psalescribed in paragraph 81 of Si
123R. The excess tax benefits for the years endadivB1, 2008 and 2007 of $44,000 and $107,00pectisely, (determined based on the
requirements of paragraph 81 of SFAS 123R) areepted as a cash outflow from operations and aicfishw from financing activities.

The fair value of stock options used to computeeshased compensation reflected in reported resutterufAS 123R and the pro forma
income and pro forma net income per share disabasuinder APB No. 25 is estimated using the Bladieis option pricing model, which
was developed for use in estimating the fair valiigaded options that have no vesting restrictiamngd are fully transferable. This model
requires the input of subjective assumptions indgdhe expected volatility of the underlying staukd the expected holding period of the
option. These subjective assumptions are basedthrhistorical and other information. Changes mvhlues assumed and used in the
model can materially affect the estimate of failuea Options to purchase 58,000 and 411,500 slofiesmmon stock were granted during
the years ended March 31, 2008 and 2007.

The table below summarizes the Black-Scholes ogtraing model assumptions used to derive the weijaverage fair value of the stock
options granted during the periods noted.

Year end March 31,

2008 2007 2006
Weighted average risk free interest 1 4.0&% 4.64% 4.172%
Weighted average expected holding period (ye 3.1¢ 5.9C 5.0C
Weighted average expected volatil 24.7% 40.5%% 27.0(%
Weighted average expected dividend y —% —% —%
Weighted average fair value of options grar $ 2.6 $ 5.5¢ $ 3.1¢

15. Credit Risk

The majority of the Compa's sales are to leading automotive after markesgappliers. Management believes the credit risk
respect to trade accounts receivable is limitedtduke Company’s credit evaluation process anch#tere of its customers. However,
should the Company’s customers experience significash flow problems, the Company’s financial posiand results of operations
could be materiall
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16.

17.

18.

and adversely affected, and the maximum amourdssf that would be incurred would be the outstandiéegivable balance at March <
2008.

Deferred Compensation Pl

The Company has a deferred compensation ptageftain members of management. The plan allowticfants to defer salary, bonuses
and commission. The assets of the plan are heddrnst and are subject to the claims of the Corylpageneral creditors under federal
and state laws in the event of insolvency. Consetijuethe trust qualifies as a Rabbi trust for imeotax purposes. The plan’s assets
consist primarily of mutual funds and are classifs “available for sale.” The investments are méed at market value, with any
unrealized gain or loss recorded as other compedleimcome or loss in shareholders’ equity. Adjestts to the deferred compensation
obligation are recorded in operating expenses.ddrapany redeemed $634,000 of short-term investnientee payment of deferred
compensation liabilities in the fourth quarter isthl 2008. The carrying value of plan assets v&@8®00 and $859,000, and deferred
compensation obligation was $373,000 and $859,00frech 31, 2008 and 2007, respectively. The expeasorded in the year 2008 ¢
2007 related to the deferred compensation plan$4800 and $120,000, respective

Comprehensive Income or Lc¢

SFAS 130, “Reporting Comprehensive Income Alglithed standards for the reporting and displagoafiprehensive income or loss and
its components in a full set of general purposarfaial statements. Comprehensive income or lodsfised as the change in equity dul
a period resulting from transactions and other tvand circumstances from non-owner sources. Tmep@oy'’s total comprehensive
income or loss consists of net unrealized incomess from foreign currency translation adjustmentd unrealized gains or losses on
shor-term investments. The Company has presented coemsite income or loss on the Consolidated StateofeBihareholde’ Equity.

New Accounting Pronounceme

In September 2006, the FASB issued SFAS No, R&iY Value Measuremen{§SFAS No. 157"). SFAS No. 157 defines fair valusethe
price that would be received to sell an asset @t feetransfer a liability in an orderly transactibetween market participants at the
measurement date. It also established a framewonkéasuring fair value in GAAP and expands disgles about fair value
measurement. SFAS No. 157 applies to other acamyptonouncements that require or permit fair vah@asurements. SFAS No. 157
was effective for fiscal years beginning after Nower 15, 2007. However, a FASB Staff Position igsmeFebruary 2008, delayed the
effectiveness of SFAS No. 157 for one year, buy @sl applied to nonfinancial assets and nonfin&fialzlities. The Company does not
expect its adoption to have material impact offifit@ncial position, results of operations or casiws.

In February 2007, the FASB issued SFAS No. The Fair Value Option for Financial Assets and Fioal Liabilities (' SFAS
No0.15¢"). SFAS No. 159 permits companies to choose tosmeaat fair value certain financial instrumentd ather items that are not
currently required to be measured at fair valueASNo. 159 is effective for fiscal years beginnafter November 15, 2007. The
Company expects to adopt SFAS No. 159 in the diustrter fiscal 2009. The Company does not expecadoption of SFAS No. 159 to
have a material impact on its financial positiesults of operations or cash flov

On December 4, 2007, the FASB issued SFAS Mb(R),Business CombinatioffsSFAS No. 141(R)").SFAS No. 141(R) applies to a
transaction or other event that meets the defimitiba business combination. Where applicable, SNAS141(R) establishes principles
and requirements for how the acquirer recognizesnasasures identifiable assets acquired, liakslgigssumed, non-controlling interest in
the acquiree and goodwill or gain from a bargaircpase. In addition, SFAS 141(R) determines whatination to disclose to enable
users of the financial statements to evaluate #tere and financial effects of the business contliinaAlso in December 2007, the FA
issued Statement No. 18@on-controlling Interests in Consolidated Financ&atement§'SFAS No. 160.”) This Statement amends
Accounting Research Bulletin No. 5Zpnsolidated Financial Statements,establish accounting and reporting standardgh®non-
controlling interest in a subsidiary and for thealesolidation of a subsidiary. SFAS No. 141(R) 8RS No. 160 are required to be
adopted simultaneously and are effective for ttst innual reporting peric
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beginning on or after December 15, 2008 with ead@option being prohibited. The Company does natently have any non-controlling
interests in its subsidiaries, and accordinglyatieption of SFAS No. 160 is not expected to haneterial impact on its financial position,
results of operations or cash flows. The Compaiiy ike process of evaluating the impact of SFAS N (R) on its financial position,
results of operations or cash flows.

In March 2008, the FASB issued Statement No. Did¢losures about Derivative Instruments and Heddhativities-an amendment of
FASB Statement No. 188FAS No. 161.”) SFAS No. 161 changes the disalesequirements for derivative instruments and reglg
activities. Entities are required to provide enfheghdisclosures about (a) how and why an entity deegsative instruments, (b) how
derivative instruments and related hedged itemsiezeunted for under Statement No. 133 and itselaterpretations, and (c) how
derivative instruments and related hedged itenecaén entity’s financial position, financial parftance, and cash flows. The guidance in
SFAS No. 161 is effective for financial statemegrstied for fiscal years and interim periods begigrafter November 15, 2008, with early
application encouraged. SFAS No. 161 encouragésidas not require, comparative disclosures fdiezgreriods at initial adoption. The
Company is currently assessing the impact of SFAS181.

NOTE C — Short-Term Investments

The short-term investments account contains thetsie$ the Company’s deferred compensation plae.plan’s assets consist primarily of
mutual funds and are classified as available fla. §he Company redeemed $634,000 of short-termsimvents for the payment of deferred
compensation liabilities in the fourth quarter isthl 2008. As a result, the Company recorded agadized gain of $211,000 on redemption of
short-term investments for the payment of defeo@upensation liabilities under its general and adstriative expense line in the statement of
operations for the year ended March 31, 2008. Adanfch 31, 2008 and 2007, the fair market valuthefshortterm investments was $373,(
and $859,000, and the liability to plan particigawas $373,000 and $859,000, respectively.

NOTE D — Accounts Receivable

Included in Accounts receivable — net are significaffset accounts related to customer allowaneesssl, customer payment discrepancies,
in-transit and estimated future unit returns, eated future credits to be provided for Used Coedsrned by the customers and potential bad
debts. Due to the forward looking nature and tlffeidint aging periods of certain estimated offseoaints, they may not, at any point in time,
directly relate to the balances in the open tra®ants receivable.

Accounts receivable — net is comprised of the folig at March 31.:

2008 2007

Accounts receivabl— trade $ 26,507,000 $ 27,299,00
Allowance for bad debt (18,000 (18,000
Customer allowances earn (2,178,001 (5,003,001
Allowance for custome«payment discrepancit (492,000 (823,000
Customer finished goods returns accrt (7,977,00I) (9,776,000
Customer core returns accru (12,286,00) (9,420,000
Less: total accounts receivable offset acco (22,951,00) (25,040,00)
Total accounts receivab— net $ 3,556,000 $ 2,259,00!

Warranty Returns

The Company allows its customers to return goodeg¢dCompany that their end-user customers hauened to them, whether the returned
item is or is not defective (warranty returns). T@npany accrues an estimate of its exposure teantgrreturns based on a historical analysis
of the level of this type of return as a percentaetal
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units sales. The warranty return accrual is inaludieder the customer finished goods returns accinahe above table.

Change in the Company’s warranty return accruasifollows at March 31:

Beginning Balanc:
Charged to expens:
Amounts processe

Ending Balanct

Note E — Inventory

2008 2007
$ (3,455,00) $ (1,755,00)
29,373,00  30,159,00
(30,004,00)  (28,459,00)
$ (2,824,00) $ (3,455,00)

Non-core inventory, Inventory unreturned, Long-termecimventory, Long-term core inventory depositasnprised of the following at

March 31:

Non-core inventory
Raw material
Work-in-process
Finished good

Less allowance for excess and obsolete inver
Total

Inventory unreturned

Long-term core inventory
Used cores held at comp¢ s facilities
Used cores expected to be returned by custo
Remanufactured goods held in finished go
Remanufactured cores held at customers loca

Less allowance for excess and obsolete inver
Total

Long-term core inventory deposit
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2008 2007
$11,406,00  $14,990,00
155,00( 185,00(
23,206,00 18,762,00
34,767,00 33,937,00
(2,060,000 (1,677,000
$32,707,00  $32,260,00
$ 4,124,000 $ 3,886,00!
$12,630,00  $13,797,00
2,255,001 2,482,001
15,407,00 11,921,00
21,218,00 14,292,00
51,510,00 42,492,00
(702,00) (416,00()
$50,808,00  $42,076,00
$22,477,00  $21,617,00
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Note F — Plant and Equipment
Plant and equipment, at cost, are as follows acmad.:

2008 2007
Machinery and equipmel $ 25,360,00 $ 23,871,000
Office equipment and fixture 5,763,00! 5,491,00!
Leasehold improvemen 6,582,00! 5,574,00!
37,705,00 34,936,00
Less accumulated depreciation and amortize (21,709,00) (18,885,00)
Total $ 15,996,000 $ 16,051,00

Plant and equipment located in the foreign coustribere the Company has production facilities ofieiccumulated depreciation, totaled
$6,295,000 and $5,201,000 at March 31, 2008 and@,2@8pectively. These assets constitute substargibthe long-lived assets of the
Company located outside of the United States.

Note G — Pay-on-Scan Arrangement; Termination of Pgon-Scan Arrangement; and Inventory Transaction wih Largest Customer

In May 2004, the Company and its largest custom#ared into a four-year agreement. Under the sinit terms of this agreement, the
Company became the primary supplier of importeeratitors and starters for eight of this customgisibution centers and agreed to sell this
customer certain products on a “pay-on-scan” (“Pfasis. Under the significant terms of the PO&ragement, the Company was entitled to
receive payment upon the sale of products to easus/ the customer. As part of the 2004 agreentemparties agreed to use reasonable
commercial efforts to convert the overall purchggielationship to a POS arrangement by April 2@G0®), if the POS conversion was not fully
accomplished by that time, the Company agreednoen $24,000,000 of this customer’s inventory Q@S arrangement by purchasing this
inventory through the issuance of credits of $1,000 per month over a 24-month period ending A2008.

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 bHsis transaction, after the application
of the Company’s revenue recognition policies, éased sales by $19,795,000 for the fiscal yearcehtdech 31, 2007. The August 2006
agreement also extended the term of the Compamniy’spy supplier rights from May 2008 to August 2008

Also under the significant terms of this agreem#r,Company purchased approximately $19,980,0@88e0fustomer’s Remanufactured Core
inventory by issuing credits to the customer irt #trmount in August 2006. In establishing the reldteg-term core inventory deposit account,
the Company valued these Remanufactured Coreslé@8,000 based on the then current cost of lorg-t®re inventory. The difference of
$8,062,000 was recorded as a sales incentive axwidiegly reflected as a reduction of sales forytear ended March 31, 2007. When the
relationship between the Company and the customds, ¢his agreement calls for the customer to payompany for unreturned
Remanufactured Cores in cash. This cash payméasisd on the contractual value for each unretuResdanufactured Core. As of March 31,
2007, the long-term core inventory deposit balaetated to this agreement was approximately $1908®0 Long-term core inventory deposit
related to this August 31, 2006, transaction hashanged, but the total balance in the accounirttasased due to an additional subsequent
Remanufactured Core purchases.

The net effect of the termination of the POS areamgnt, after application of the Company’s revermo@gnition policies was an increase in net
sales of $11,733,000 for the fiscal year ended K&t 2007.

F-17




Table of Contents

Note H — Capital Lease Obligations

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

2008 2007
Cost $ 8,289,001 $ 8,241,00!
Less: accumulated amortizati (3,909,001 (2,973,000
Total $ 4,380,00! $ 5,268,00!
Future minimum lease payments at March 31, 200&capital leases are as follows:
Year ending March 31,
2009 $ 1,951,00!
2010 1,683,00!
2011 893,00(
2012 135,00(
2013 26,00(
Thereaftel —
Total minimum lease paymer 4,688,00!
Less amount representing inter (412,000
Present value of future minimum lease payn 4,276,001
Less current portio 1,711,000
$ 2,565,00!

On October 26, 2005, the Company entered into ataale-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&hma financing arrangement has an effective istaae 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 accouiateds a deferred gain on the sale-
leaseback agreement. The deferred gain is beingtizetat 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, 2008 and 289 deferred gain remaining to be
amortized was $1,340,000 and $1,859,000, respéctive

Note | — Line of Credit and Factoring Agreements

In April 2006, the Company entered into an ameratedit agreement (the “Old Credit Agreement”) witthbank that increased the Company’
credit availability from $15,000,000 to $25,000,088tended the expiration date of the credit facfliom October 2, 2006 to October 1, 2008
and changed the manner in which the margin ovebéimehmark interest rate was calculated. Starting B0, 2006, the line of credit bears
interest at a base rate per annum plus an apgicahigin based on the Company’s leverage ratio.

In connection with the April 2006 amendment to @ld Credit Agreement, the Company agreed to payaaterly fee of 0.375% per year if t
leverage ratio as of the last day of the previgesaf quarter was greater than or equal to 1.89006 or 0.25% per year if the leverage ratio was
less than 1.50 to 1.00 as of the last day of teeipus fiscal quarter. A fee of $125,000 was chaidgethe bank in order to complete the
amendment. The amendment completion fee was payatilece installments of $41,666. The first payteas made on the date of the
amendment to the Old Credit Agreement, the secaslmade in the fourth quarter of fiscal 2007 armdtiiird was
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paid in February 2008. The fee is being amortized straight-line basis through October 1, 2008 rémaining term of the credit facility prior
to the most recent amendment to the Old Credit &gemnt.

In August 2006, the Old Credit Agreement was amdridéncrease the credit availability from $25,@0® to $35,000,000. On March 23,
2007, the Old Credit Agreement with its bank washfer amended to provide the Company with a nowlévg loan of up to $5,000,000. This
non-revolving loan bore interest at the bank’s griate and was due on June 15, 2007. On May 2%, 200 Company repaid the $5,000,000
loan from the proceeds of its private placemerdasimon stock and warrants.

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 expeneltun 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 usetndueach quarter. The bank charged
an amendment fee of $30,000 which was paid andnseokon the effective date of the amendment t@tHeCredit Agreement.

In November 2006, the Old Credit Agreement washiemamended to eliminate the impact of a $8,062r860ction in the carrying value of 1
long-term core deposit account that was made imection with the termination of the Company’s P@@&egement with its largest customer
for purposes of determining the Company’s compkawith the minimum cash flow covenant, and to daseethe minimum required current
ratio. This amendment was effective as of SepterBdeR006.

In addition, in conjunction with a March 2007 amereht to the Old Credit Agreement, the Company ayteerovide its bank with monthly
financial statements, monthly aged reports of agtoreceivable and accounts payable and monthgniovy reports. The Company also
agreed to allow the bank, at its request, to insfhecCompany’s assets, properties and records@mdlict on-site appraisals of the Company’s
inventory.

In conjunction with a waiver granted to the Compagyits bank in June 2007, the Old Credit Agreenvest amended to eliminate the impact
of the $8,062,000 reduction in the carrying valfithe long-term core deposit account for purpodetetermining the Company’s compliance
with the fixed charge coverage ratio and the leyenmatio. The effective date of the amendmentHerfixed charge coverage ratio and the
leverage ratio was March 31, 2007.

In August 2007, the Old Credit Agreement was furtmaended to reduce the minimum level of cash flaweach trailing twelve months
during the term of the agreement and to reducéixbd charge coverage ratio. These changes weeetafé June 30, 2007.

On October 24, 2007, the Company entered into eanded and restated credit agreement (the “New CAggéeement”) with its bank. While
many provisions of the Old Credit Agreement wetaired in the New Credit Agreement, the New Créditeement eliminated two financial
covenants and modified other covenants. Under the Qredit Agreement, the bank will continue to pdevthe Company with a revolving
loan (the “Revolving Loan”) of up to $35,000,000¢luding obligations under outstanding lettersreidit, which may not exceed $7,000,000.
The New Credit Agreement will expire on OctobeRQ@08. The New Credit Agreement was effective aheflast day of the fiscal quarter
ended September 30, 2007.

In January 2008, the Company entered into an amentito the New Credit Agreement with its bank. Tdrisendment extended the expiration
date of the credit facility from October 1, 2008Qctober 1, 2009.

In May 2008, the Company’s New Credit Agreement fuather amended to allow the Company, among dthiags, to borrow up to
$15,000,000 under the Revolving Loan for the puepafsconsummating certain permitted acquisitiori®e &ggregate consideration paid for
any single permitted acquisition may not excee&@7,000, and the aggregate consideration paidlfpeemitted acquisitions made during the
term of the New Credit Agreement may not exceed2X0000. Pursuant to the terms of this amendnieaiCompany may continue to use
entire available amount under the Revolving Loanaforking capital and general corporate purposes.

The bank holds a security interest in substantalllpf the Company’s assets. At March 31, 2008,Gompany had reserved $3,126,000 of the
Revolving Loan primarily for standby letters of ditefor worker’'s compensation insurance.
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The New Credit Agreement, among other things, oot to require the Company to maintain certaianfoial covenants, including cash flow,
fixed charge coverage ratio and leverage ratiosandmber of restrictive covenants, including linutscapital expenditures and operating
leases, prohibitions against additional indebtesinesyment of dividends, pledge of assets and ltmaoficers and/or affiliates. In addition, it
is an event of default under the loan agreeme®elifvyn Joffe is no longer the Company’s CEO.

The Company was in compliance with all financialeeants under the New Credit Agreement as of Maici2008.

Borrowings under the Revolving Loan bear interést base rate per annum plus an applicable margichwluctuates as noted below:

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

Base Interest Rate Selected by the Company equalto 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

Under two separate agreements executed on JuB0Bd@,and August 21, 2003 with two customers andl teepective banks, the Company
may sell those customers’ receivables to thosedank discount to be agreed upon at the timesttedvables are sold. These discount
arrangements have allowed the Company to accelepfigztion of customer receivables aggregating4@®,000 and $87,713,000 for the year
ended March 31, 2008 and 2007, respectively, bgvanage of 286 days and 283 days, respectiveharCannualized basis, the weighted
average discount rate on the receivables soldetbdnks during the years ended March 31, 2008 @0d @as 6.6% and 6.9%, respectively.
The amount of the discount on these receivable88$4000 and $3,785,000 for the years ended MatcBM8 and 2007, respectively, was
recorded as interest expense.

NOTE J — Preferred Stock

On February 24, 1998, the Company entered intghtRiAgreement with Continental Stock Transfer &strCompany. As part of this
agreement, the Company established 20,000 shafeyriels A Junior Participating Preferred Stock,vzdwne $.01 per share. The Series A
Junior Participating Preferred Stock has prefea¢rtiting, dividend and liquidation rights over tb@mmon 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 exercisabliesits holder to purchase one one-thousandthsifare 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 transferabletdijman the common stock until an Acquiring Persas defined in the Rights Agreement,
without the prior consent of the Company’s BoardoEctors, acquires 20% or more of the outstandimayes of the common stock or
announces a tender offer that would result in 20¥eyship. The Company is entitled to redeem théaRjcat $0.001 per Right, any time until
ten days after a 20% position has been acquiredeteertain circumstances, including the acquisitib20% of the Compang’common stoc
without the prior consent of the Board of Directaach Right not owned by a potential Acquiringg®arwill entitle its holder to receive, upon
exercise, shares of common stock having a valualeéguwice 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 Compangommon stock is changed or converted, or the @ognpells 50% or more of its asset:
earning power to another person.

The Rights expired on March 12, 2008 and have eehlupdated.
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NOTE K — 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 frotemmahmovements 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 aeus 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 fbieign operations will be materially affected dyanges 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 of 373,000 and $5,463,000 and a nominal
fair value at March 31, 2008 and 2007, respectivEhe forward foreign exchange contracts enteremrigquire the Company to exchange
Mexican pesos for U.S. dollars. These contractei@dlly expire in a year or less, at rates agreedeainception of the contracts. The
counterparty to this derivative transaction is ganfinancial institution with investment grade lwetter credit rating; however, the Company is
exposed to credit risk with this institution. Thedit risk is limited to the potential unrealizedims (which offset currency fluctuations adverse
to the Company) in any such contract should thismterparty fail to perform as contracted. Any cteson the fair values of foreign exchange
contracts are reflected in current period earnarg$accounted for as an increase or offset to geard administrative expenses. For the years
ended March 31, 2008 and 2007, the Company reca&digtrease in general and administrative expaiskis2,000 and an increase in
general and administrative expenses of $11,00pentisely, associated with these foreign excharggracts.

NOTE L — 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 pargyefouses that provide for contingent
payments based on the level of sales that are ggedehrough the third party warehouse.

The Company’s warehouse distribution facility indlsille, Tennessee was closed in the second quarfisical 2008. The Company sub-
leased this facility for the remainder of its leésen and accordingly, the future minimum rentatmpants were reduced by $626,000 for the
sub-leased period.

At March 31, 2008, the remaining future minimumteg¢mpayments under the above operating leasesddaws:

Year ending March 31,

2009 $ 2,724,001
2010 2,567,001
2011 2,497,001
2012 2,484,001
2013 1,581,001
Thereaftel 4,745,00!
Total minimum lease paymer $16,598,00
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During fiscal years 2008, 2007 and 2006, the Comjiracurred total operating lease expenses of $30809 $3,215,000 and $2,428,000,
respectively.

Commitments to Provide Marketing Allowances underd-Term Customer Contracts

The Company has longrm agreements with substantially all of its majostomers. Under these agreements, which typibalsg initial term:

of at least four years, the Company is designasdeti@exclusive or primary supplier for specifiedegories of remanufactured alternators and
starters. In consideration for its designation asstomer’s exclusive or primary supplier, the Camptypically provides the customer with a
package of marketing incentives. These incentiviésrdrom contract to contract and can includetli¢ issuance of a specified amount of
credits against receivables in accordance witthadude set forth in the relevant contract, (ii) o for a particular customer’s research or
marketing efforts on a scheduled basis, (iii) disds granted in connection with each individuapstent of product and (iv) other marketing,
research, store expansion or product developmemiosti These contracts typically require that tleenany meet ongoing performance,
quality and fulfilment requirements, and one cantrgrants the customer the right to terminateatireement at any time for any reason. The
Company’s contracts with major customers expineaaibus dates ranging from August 2008 through Dexr 2012.

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. Sucwalfees include sales incentives and
concessions and typically consist of: (i) allowanadnich may only be applied against future purchasel are recorded as a reduction to
revenues in accordance with a schedule set fortifeifong-term contract, (ii) allowances relatedtsingle exchange of product that are
recorded as a reduction of revenues at the timeeta&ed revenues are recorded or when such ivesrdire offered and (iii) allowances that
made in connection with the purchase of inventooynfa customer.

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

Year end March 31,

2008 2007 2006
Allowances incurred under lo-term customer contrac $11,780,00 $11,863,00 $ 5,825,00!
Allowances related to a single exchange of pro 10,427,00 14,100,00 11,533,00
Allowances related to core inventory purchase ations 2,532,00! 1,506,00! 1,262,00I
Total customer allowances recorded as a reducfioevenues $24,739,00 $27,469,00 $18,620,00

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

Year ending March 31,

2009 $ 7,447,001
2010 7,409,00!
2011 5,856,00!
2012 1,395,001
2013 752,00(
Thereaftel 925,00(
Total marketing allowance $23,784,00
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The Company has also entered into agreements thase certain customers’ Remanufactured Core iogeand to issue credits to pay for
that inventory according to an agreed upon schesktléorth in the agreements. Under the signifitarhs of the largest of these agreements,
the Company agreed to acquire Remanufactured @eeatory by issuing $10,300,000 of credits overe-fear period that began in

March 2005 (subject to adjustment if customer sdé&sease in any quarter by more than an agreedpgraentage) on a straight-line basis. In
the fourth quarter of fiscal 2008, the total credi be issued was reduced to $9,940,000, resdifongthe reconciliation of the number of
Remanufactured Core inventory available at custdosations. As the Company issues these credigstablishes a longgrm asset account 1
the value of the Remanufactured Core inventoryust@mer hands and subject to customer purchaseagreement termination, and reduces
revenue by recognizing the amount by which theiteecteeds the estimated long-term core inventafyeras a marketing allowance. The
amounts charged against revenues under this amamgen the years ended March 31, 2008, 2007 af@d @@re $1,120,000, $967,000 and
$1,166,000, respectively. As of March 31, 2008 20d7, the long-term core inventory deposit reldtethis agreement was approximately
$2,848,000 and $1,938,000, respectively. As of M&t, 2008 and 2007, approximately $3,623,000 &@18,000, respectively, of credits
remains to be issued under this arrangement.

In the fourth quarter of fiscal 2005, the Companteeed into a five-year agreement with one of tloelaVs largest automobile manufacturer to
supply this manufacturer with a new line of remawtifired alternators and starters for the UniteteStand Canadian markets. The Company
expanded its operations and built-up its inventorgneet the requirements of this contract and meclicertain transition costs associated with
this build-up. As part of the agreement, the Compalao agreed to grant this customer $6,000,0@0axfits that are issued as sales to this
customer are made. Of the total credits, $3,600v@8®issued during fiscal 2006 and $600,000 wadi each of the second quarter of fi
2007 and 2008. The remaining $1,200,000 is schddalbe issued in two annual payments of $600,8@0a second fiscal quarter of each of
fiscal year 2009 and 2010. The agreement also icendgher typical provisions, such as performangoality and fulfillment requirements that
the Company must meet, a requirement that the Coynpiaovide marketing support to this customer apdoaision (standard in this
manufacturer’'s vendor agreements) granting theoousst the right to terminate the agreement at ang for any reason

In July 2006, the Company entered into an agreemihta new customer to become their primary sgopif alternators and starters. As part
of the significant terms of this agreement, the @any agreed to acquire a portion of the customenported alternator and starter
Remanufactured Core inventory by issuing approxatge#950,000 of credits over twenty quarters. Ory 3, 2007, this agreement was
amended to eliminate the Company'’s obligation gu&e this Remanufactured Core inventory, and tistamer refunded approximately
$142,000 in accounts receivable credits previoissiyed. Under an amendment effective January Z8,20e Company agreed to accelerate
$2,300,000 of promotional allowances provided urilisragreement. These promotional allowances wikerwould have been earned by the
customer during a later part of the fourth quanfeiscal 2008 and the first quarter of fiscal 2009 the same time, the Company’s contract
with this customer was extended through Januarp@1].

In addition, during the year ended March 31, 2@68,Company charged approximately $729,000 agegnsnues under the significant terms
of the agreements with certain traditional custamAs of March 31, 2008 and 2007, approximatelyd$980 and $1,594,000, respectively, of
credits remains to be issued under these agreements

The following table presents the customer Remartufed Core purchase obligations which will be redipgd in accordance with the terms of
the relevant long-term contracts:
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Year ending March 31,

2009 $2,456,00!
2010 1,826,001
2011 19,00(
2012 15,00(
2013 7,00(
Thereaftel 5,00(
Total Remanufactured Core purchase obligat $4,328,00

Workers Compensation Self Insurance

Prior to January 1, 2007, the Company was part&lfrinsured for workers compensation insuranakwaas liable for the first $250,000 of
each claim, with an aggregate amount of $2,500p@0@ear. Above these limits, the Company had m@get insurance coverage which
management considers adequate. The Company reoetgimate of its liability for self-insured workecompensation by including an
estimate of the total claims incurred and repoa®evell as an estimate of incurred, but not regioitaims by applying the Company’s
historical claims development factor to its estienaft incurred and reported claims. Effective Japdar2007, the Company is insured under the
workers compensation insurance policy with no débles and no aggregate per year limit.

NOTE M — Major Customers and Suppliers

The Company'’s five largest customers accountethi®following total percentage of net sales anaants receivable for the fiscal years
ended March 31:

Year end March 31

Sales 2008 2007 2006
Customer A 53% 64% 70%
Customer E 12% 1C% 10%
Customer C 12% 9% 11%
Customer C 9% 8% —%
Customer E 8% 6% 5%
Accounts Receivable 2008 2007
Customer A 19% 31%
Customer E 11% 9
Customer C 5% 5%
Customer C 31% 28%
Customer E 24% 17%

For the years ended March 31, 2008, 2007 and 20@6supplier provided approximately 20%, 22% arfib 21 the raw materials purchased,
respectively. No other supplier accounted for ntbesm 10% of the Company’s purchases.

NOTE N — Income Taxes
The income tax expense for the years ended Marét &4 follows:
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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
Core reservi
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
Claims payable
Other

Total deferred tax asse

Liabilities

Deferred state ta
Prepaid expense
Accelerated depreciatic
Shareholder note receivat
Other

Total deferred tax liabilitie

Net deferred tax asse
Net current deferred income tax as

Net lon¢-term deferred income tax ass

Total
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Year end March 31,

2008 2007 2006
$2,574,000  $ (347,000 $ 424,00(
(32,000 (208,00() 100,00(
356,00 461,00 123,00
2,898,00! (94,000) 647,00
(708,00() (2,662,00) 668,00
506,00 (676,000() (68,000)
— — 12,00(
(202,00() (3,338,00) 612,00
$2,696,000  $(3,432,00)0  $1,259,00
2008 2007
$ —  $ 1,921,001
1,086,001 2,334,001
974,00 1,125,001
410,00 970,00
318,00 410,00
1,100,001 834,00
312,00 254,00
200,00 215,00
183,00( 342,00
598,00 598,00
536,00 336,00
28,00( 37,00(
1,025,001 606,00
— 80,00(
1,166,001 311,00
813,00 —
15,00( 18,00(
8,764,001 10,391,00
(13,000 (8,000
(155,000() —
(1,579,00)  (1,491,00)
— (304,00()
(3,000 (3,000
(1,750,000 (1,806,001
$7,014,000 $ 8,585,00
$5,657,000 $ 6,768,001
1,357,001 1,817,001
$7,014,000 $ 8,585,00
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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.

For the year ended March 31, 2008, 2007, and 26@Grimary components of the Company’s incomeptaxision or benefit rates were
(i) the current liability due to or current receivas due from federal, state and foreign incomedand (i) the change in the amount of the net
deferred income tax asset.

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

Year end March 31,

2008 2007 2006
Statutory federal income tax re 34% 34% 34%
State income tax rate, net of federal ber 4% 6% 6%
Foreign income taxed at different ra 2 2 (D)
Other income ta 1% (D% (2%

37% 41% 3%

During the current fiscal year, the Company recpgdian increase of $663,000 in the FIN 48 liabftityunrecognized tax benefits.

A reconciliation of the beginning and ending amoofinrecognized tax benefits is as follows:.

Balance at April 1, 200 $ —
Additions based on tax positions related to theeniryeal 431,00(
Additions for tax positions of prior ye: 232,00(
Reductions for tax positions of prior ye —
Settlement: —
Balance at March 31, 20( 663,00(

The total unrecognized tax benefits that, if reéogd, would affect the Company’s effective tax nagre $340,000 as of March 31, 2008.

The Company recognizes interest and penalties ederlated to unrecognized tax benefits as pdedural tax expense. During the year er
March 31, 2008 the Company recognized approxim&®&8,000 in interest and penalties related to wyrized tax benefits. The Company
had approximately $55,000 accrued at March 31, 2008e payment of interest and penalties relataghrecognized tax benefits.

The Company and its subsidiaries file income taerres in the U.S. federal jurisdiction and varistste and foreign jurisdictions with varying
statutes of limitations. The 2004 through 2007ytears generally remain subject to examination bigfal and most state tax authorities. There
are currently no Internal Revenue Service (IRSh@rations taking place or scheduled. The spedifiag of when the resolution of each tax
position will be reached is uncertain. As of MaBd 2008, the Company does not believe that therary positions for which it is reasonably
possible that the total amount of unrecognizedbnefits will significantly increase or decreas#hw the next 12 months.

NOTE O — Defined Contribution Plan

The Company has a 401(k) plan covering all empleyeeo are 21 years of age with at least six moottservice. The plan permits eligible
employees to make contributions up to certain Atrons, with the Company matching 25% of each giaditing employee’s contribution up to
the first 6% of employee compensation. Employees ar
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immediately vested in their voluntary employee dbutions and vest in the Company’s matching cbntions ratably over five years. The
Company’s matching contribution to the 401(k) pheers $77,000, $69,000 and $71,000 for the fiscalsyeaded March 31, 2008, 2007 and
2006, respectively.

NOTE P — 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 emplgsyé@ectors and consultants. After a number ofedialder-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, 20@21894 Plan was amended to increase the autharizeler of shares issued to
1,155,000. As of March 31, 2008 and 2007, optiongurchase 479,225 and 526,500 shares of commok, sespectively, were outstanding
under the 1994 Plan and no options were availalgrant.

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 beewptegd by the Company’s Board of Directors on Oct@ie 2003. Under the Incentive Plan,
a total of 1,200,000 shares of the Company’s comstock were reserved for grants of Incentive Awandd all of the Company’s employees
are eligible to participate. The 2003 IncentiverPhdll terminate on October 31, 2013, unless teated earlier by the Company’s Board of
Directors. As of March 31, 2008 and 2007, optianpurchase 1,105,234 and 1,093,567 shares of corataok, respectively, were outstand
under the Incentive Plan and options to purchasgs®eand 80,766 shares of common stock, respegtiwelre available 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, 2008 and 2007, options to purchase 77a0@d058,000 shares of common stock, respectivadyeigsued, of which options to
purchase 9,000 shares of common stock, respectiwelg not immediately exercisable under the 20@4 Bnd 98,000 and 107,000 shares of
common stock were available for grant.

The shares of common stock issued upon exerciag#viously granted stock option are considerediasuances from shares reserved for
issuance upon adoption of the various plans. Thegamy requires that the option holders provide itawr notice of exercise to the stock plan
administrator and payment for the shares priossaance of the shares.

A summary of stock option transactions follows:

Number of Weighted Average
Shares Exercise Price
Outstanding at March 31, 201 1,093,65I $ 5.2¢
Granted 405,80( $10.0¢
Exercisec (132,15() $ 2.1€
Cancellec (16,500 $ 8.7¢
Outstanding at March 31, 20 1,350,80! $ 7.0t
Granted 411,50( $12.0¢
Exercisec (57,017 $ 5.1€
Cancellec (17,219 $11.2¢
Outstanding at March 31, 20! 1,688,06 $ 8.2¢
Granted 58,00( $11.5¢
Exercisec (55,529 $ 4.71
Cancellec (29,089 $10.64
Outstanding at March 31, 201 1,661,45! $ 8.47
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Based on the market value of the Company’s comntmok st March 31, 2008, 2007 and 2006, the prarainsic value of options exercised
were $87,000, $524,000 and $1,479,000, respectively

The followings table summarizes information abdwt dptions outstanding at March 31, 2008:

Options Outstanding Options Exercisable
Weighted
Weighted Average Weighted
Average Remaining Aggregate Average Aggregate
Range of Exercise Life Intrinsic Exercise Intrinsic
Exercise price Shares Price In Years Value Shares Price Value
$1.100 to $1.80 23,75( $ 1.2t 3.24 $ 119,93¢ 23,75( $ 1.2¢ $ 119,93¢
$2.160 to $3.60 352,10( 2.7¢ 3.8¢ 1,249,95! 352,10( 2.7¢ 1,249,95!
$6.345 to $9.27 448,65( 8.2¢ 6.1¢ — 448,65( 8.2¢ —
$9.650 to $11.81 406,08:¢ 10.1¢ 7.7° — 364,74¢ 10.0¢ —
$11.900 to $13.80 421,00( 12.0¢t 8.3¢ — 265,99¢ 12.0% —
$14.500 to $19.12 9,87¢ $ 16.0Z 5.2¢ — 7,87¢ $ 16.41 —
1,661,45! $1,369,89: 1,463,12. $1,369,89.

The aggregate intrinsic values in the above tadpeasent the pre-tax value of all in-the-moneyaiif all such options had been exercised on
March 31, 2008 based on the Company'’s closing gpoicke of $6.28 as of that date.

Options to purchase 1,463,123, 1,270,649 and 150B%hares of common stock were exercisable arttieof fiscal 2008, 2007 and 2006,
respectively. The weighted average exercise pfioptions exercisable was $8.02, $7.27 and $6.28eaénd of fiscal 2008, 2007 and 2006,
respectively.

A summary of changes in the status of non-vestekgiptions during the fiscal year ended March2®08 is presented below.

Weighted Average
Grant Date Fair

Number of Shares Value
Non-vested at March 31, 20( 417,41¢ $4.8C
Granted 58,00( $2.77
Vested (273,249 $4.27
Cancelled or Forfeite (3,839 $3.5¢
Non-vested at March 31, 20( 198,33t $4.9¢

The Company adopted FAS 123R effective April 1,&208ing the modified prospective adoption methdte Tompany did not modify the
terms of any previously granted options in antiigpaof the adoption of FAS 123R. At March 31, 208&re were $538,000 of total
unrecognized compensation expense from stock-tasagensation granted under the plans, which isel® non-vested shares. The
compensation expense is expected to be recogniaechoveighted average vesting period of 1.3 years.

NOTE Q — Litigation

In December 2003, the SEC and the United Statesréy’s Office brought actions against Richard Matke Company’s former President
and Chief Operating Officer. (Mr. Marks is also g of Mel Marks, the Company’s founder, largéstreholder and member of its Board of
Directors.) Mr. Marks ultimately pled guilty to senal criminal charges in June 2005.

In June 2006, the Company entered into a Settlesgmement and Mutual Release with Mr. Marks. Urttiex agreement (which was
unanimously approved by a Special Committee oBtb&rd of Directors consisting of
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Messrs. Borneo, Gay and Siegel), Mr. Marks agreqihy us $682,000 as partial reimbursement ofdballifees and costs the Company had
advanced pursuant its pre-existing indemnificaigreements with Mr. Marks. This amount was dueasudry 15, 2008. In June 2006, the
Company recorded a shareholder note receivabkbéo$682,000 Mr. Marks owes the Company. The motéaissified in shareholders’ equity
as it is collateralized by the Compasyommon stock. Mr. Marks also agreed to pay isteatthe prime rate plus one percent on June(®,
(paid on June 22, 2007) and January 15, 2008 (paithnuary 22, 2008). Mr. Marks pledged 80,000eshaf the Company’s common stock
that he owns to secure this obligation. If at dmetthe market price of the stock pledged by Mrrikdawvas less than 125% of Mr. Marks’
obligation, he was required to pledge additionatlstto maintain not less than the 125% coveragel léinder the terms of an amendment to
the agreement with Mr. Marks that was effectiveuzam 15, 2008, the Company agreed to extend theldigeof Mr. Marks’ obligation to pay
$682,000 from January 15, 2008 to July 15, 2008& @#imendment was unanimously approved by the Spgeécramittee of the Board of
Directors that had approved the original Settlendggreement. Mr. Marks agreed to pledge an additiB@g00 shares of the Company’s
common stock that he owns to secure this obligagimhany additional shares necessary to maintalessahan a 140% coverage level.

Mr. Marks also agreed to pay interest at the priate plus three percent during the extension pehioMarch 2008 and May 2008, Mr. Marks
pledged additional 20,528 and 33,492 shares, régpht to maintain the necessary coverage levedl4ff%.

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

NOTE R — Related Party Transactions

The Company has entered into agreements with thezebers of its Board of Directors, Messrs. Mel MatRhilip Gay and Selwyn Joffe. In
addition, the Company entered into an employmergeagent with Mr. Mervyn McCulloch.

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 fi€#8, 2007, and 2006. 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 Directorsywadl as assuming the responsibility
for being Chairman of the Company’s Audit and Esh@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 continuedibhis prior agreement relative to
payment of 1% of the value of any transactions Wwigiose 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 Marcl2806 to March 31, 2008, and his base salary, bamasgements, 1% transaction fee
right and fringe benefits remain 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 éoaitmendment), Mr. Joffe will be
entitled to a sale bonus equal to the sum of (@ twes his base salary plus (ii) two times hisrage bonus earned for the two years
immediately prior to the change of control. The adment also grants Mr. Joffe the right to termirfdteemployment 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 imntetligorior to his voluntary termination.

On March 27, 2008, the Company entered into an dment to its employment agreement with Mr. Joffes feather amended to extend the
term of this agreement from August 30, 2009 to Ast@i, 2012. All other terms and conditions of Wuffe’'s employment remained
unchanged. This amendment was unanimously appioywéte Company’s Board of Directors.

If Mr. Joffe is terminated without cause or resifmsgood reason (as defined in the amendmentyethistrant must pay Mr. Joffe (i) his base
salary, (ii) his average bonus earned for the teary immediately prior to
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termination, and (iii) all other benefits payahdeMr. Joffe pursuant to the employment agreemenanaended, through the later of two years
after the date of termination of employment or MeBd, 2008. Under the amendment, Mr. Joffe is at#dled to an additional “gross-up”
payment to offset the excise taxes (and relateshirgctaxes on the “gross-up” payment) that he maghligated to pay with respect to the first
$3,000,000 of “parachute paymenta’(defined in Section 280G of the Internal Revedbode) to be made to him upon a change of contia
amendment has redefined the term “for cause” tdyapgy to misconduct in connection with Mr. Jofgderformance of his duties. Pursuant to
the Amendment, any options that have been or mayded to Mr. Joffe will fully vest upon a changfecontrol and be exercisable for a two-
year period following the change of control, and Bbffe agreed to waive the right he previously iader the employment agreemen

require the registrant to purchase his option shanel any underlying options if his employment wereninated for any reason. The
amendment further provides that Mr. Joffe’s agregmet to compete with the Company terminatesaetid of his employment term.

In February 2008, the Company entered into a lafjeeement with Mr. McCulloch pursuant to which tusrent pay and benefits will remain
unchanged, except that Mr. McCulloch will be ertitto: (i) a proportionate bonus for the fiscalryeaded March 31, 2008 for his services to
the Company as Chief Financial Officer during thatiod so long as bonuses are generally paid t€timepanys other executives; (ii) the rig
to earn certain bonuses in his position as Chiefufgitions Officer for the successful consummatiéspecified acquisitions, the amount and
terms of which shall be agreed to in writing by @@mpany’s Chief Executive Officer; and (iii) sixomths’notice or the payment of six mon
of his then current pay (or a combination ther@of)eu of such notice in the event of terminatafrhis employment with the Company for any
reason.

NOTE S — Equity Transaction

On May 23, 2007, the Company completed the sab6a1,909 shares of the Compangbmmon stock at a price of $11.00 per sharelties

in aggregate gross proceeds of $40,061,000 angtoeteds of $36,905,000 after expenses, and wan@purchase up to 546,283 shares of its
common stock at an exercise price of $15.00 paesfihis sale was made through a private placetoeatcredited investors. The warrants
callable by the Company if, among other things vbleme weighted average trading price of the Camgfsacommon stock as quoted by
Bloomberg L.P. is greater than $22.50 for 10 consee trading days. As of March 31, 2008, the Conypeharged approximately $3,156,000
for fees and costs related to this private placeneeits additional paid-in-capital. The fair valoéthe warrants at the date of grant was
estimated to be approximately $4.44 per warramtgusie Black-Scholes pricing model. The followirggamptions were used to calculate the
fair value of the warrants: dividend yield of 0%pected volatility of 40.01%; risk-free intereste@f 4.5766%; and an expected life of five
years.

On July 26, 2007, the Company filed a registratitasiement under the Securities Act of 1933 to tegtbe shares of common stock sold and
the shares to be issued upon the exercise of thramta. This registration statement was declarftgfe by the SEC on October 19, 2007.
Company is obligated to use its commercially reabtmefforts to keep the registration statementisoously effective until the earlier of

(i) five years after the registration statemerdaslared effective by the SEC, (ii) such time &®fhe securities covered by the registration
statement have been publicly sold by the holder§jipsuch time as all of the securities covelsdthe registration statement may be sold
pursuant to Rule 144(k) of the Securities Acthé Company fails to satisfy this requirement, ilidigated to pay each purchaser of the
common stock and warrants sold in the private prere partial liquidated damages equal to 1% obtgregate amount invested by such
purchaser, and an additional 1% for each subsequemnth this requirement is not met, until the Eitguidated damages paid equals a
maximum of 19% of such aggregate investment amouapproximately $7,612,000. As required under FAS&T Position EITF 00-19-2,
“Accounting for Registration Payment Arrangementeg Company determined that the payment of sughdated damages was not probable,
as that term is defined in FASB Statement No. Kc@unting for Contingencies.” As a result, the Campdid not record a liability for this
contingent obligation. Any subsequent accruals lidlzlity or payments made under this registratimits agreement will be charged to
earnings as interest expense in the period theseaognized or paid.

NOTE T — Customs Duties
The Company received a request for informationdiafgril 16, 2007 from the U.S. Bureau of Customd &order
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Protection (“CBP”) concerning the Company’s imptida of products remanufactured at the Compamyalaysian facilities. In response to
CBP’s request, the Company began an internal reviétl the assistance of customs counsel, of is$arn duties procedures. During this
review process, the Company identified a poteetiglosure related to the omission of certain casthehts in the appraised value of used
alternators and starters, which were remanufactinréthlaysia and returned to the United Statesesihme 2002.

The Company provided a prior disclosure letter ddiene 5, 2007 to the customs authorities in debtain more time to complete its intel
review process. This prior disclosure letter alsovles the Company the opportunity to self reporgt underpayment of customs duties in
years which could reduce financial penalties, if,amposed by the CB}

During the second quarter ended September 30, 2@ Company determined that it was probable tiatBP would make a claim for
additional duties, fees, and interest on the vafuemanufactured units shipped back to the Comamy Malaysia during the period from
June 5, 2002 to September 30, 2007. As a resalCtdmpany recorded an accrual of $1,450,000. Tdusial was increased to $1,836,000
during the third and fourth quarter of fiscal 2G0& represents the estimated maximum value ofrtiteaple claim at March 31, 2008.

On February 7, 2008, the Company responded to BieWith the results of its internal review. In ceetion with this response, the Company
paid approximately $278,000 to the CBP, which ideldithe payment of duties, fees, and interest®wdlue of certain components that were
used in the remanufacture of the products shippedl to the Company during the period from JunedB22o March 31, 2007. This payment
was charged against the accrued liability.

The Company has taken the position that no additidaties, fees and interest on the value of the portion of the products shipped back to
the Company during the period from June 5, 200@&och 31, 2008 should be assessed by the CBP. \Wigil€ompany intends to vigorously
defend this position, the Company may not prevad the CBP may assess an additional claim. The @ognis therefore maintaining the
remaining accrual amount until the outcome of tB#Ceview can be determined.

NOTE U — Subsequent Events

On May 16, 2008, the Company completed the acdprsitf certain assets of Automotive Importing Maaetfiring, Inc. (“AIM”), specifically

its operation which produced new and remanufactaltnators and starters for imported and domestésenger vehicles. These products are
sold under Talon®, Xtreme® and other brand namhbs.acquisition was consummated pursuant to a sidefitive purchase agreement,
dated April 24, 2008.

The Company believes the acquisition of AIM expaitslsustomer base and product line, includingattidition of business in heavy duty
alternator and starter applications. The assetsemdt of operations of AIM was not significantttee Company’s consolidated financial
position or results of operations, and thus proneoinformation is not presented.

The initial purchase price was approximately $4,600, which included $387,000 in transaction f@é initial purchase price also included
$580,000, held by the Company for post-closing tagsmnciliation.

The definitive purchase agreement was amended gnli§la2008. The amendment provided for an additiooatingent consideration of up to
$400,000 to AIM if the net sales to certain custmsrexceed the dollar threshold during the periadeJl 2008 to May 31, 2009. Any
subsequent payment under this arrangement wouldase the total purchase price and would be adddatthe goodwill and other intangibl
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NOTE V — Unaudited Quarterly Financial Data

The following table summarizes selected quarterigricial data for the fiscal year ended March IN&

Net sales
Cost of goods sol

Gross profi

Total operating expens:
Operating incom

Interest expens— net
Income tax expense (benel

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

The following summarizes selected quarterly finahdata for the fiscal year ended March 31, 2007:

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

Quarterly and year-to-date computations of peresharounts are made independently. Therefore, theofyper share amounts for the quarters

First Second Third Fourth
Quarter Quarter Quarter Quarter
35,441,00 33,819,00 28,182,00 35,895,00
25,241,00 25,574,00 20,694,00 24,608,00
10,200,00 8,245,00! 7,488,00! 11,287,00

5,992,00! 5,797,00! 6,646,00! 6,034,001
4,208,00! 2,448,00! 842,00( 5,253,00!
1,643,001 1,543,001 1,257,001 1,005,001
973,00( 439,00( (232,000 1,516,001
$ 1,592,00! $ 466,00( $ (183,000 $ 2,732,00
$ 01€ $ 0.0/ % (0.02 $ 0.2¢
$ 0.1 $ 0.0/ % (0.0 % 0.22
First Second Third Fourth
Quarter Quarter Quarter Quarter
$27,424,00 $44,165,00 $33,334,00 $31,400,00
20,258,00 39,218,000 27,479,00 28,085,00
7,166,00! 4,947,001 5,855,00! 3,315,00!
3,711,00! 6,573,001 5,949,00! 7,525,00!
3,455,00! (1,626,001 (94,000 (4,210,00)
822,00( 1,315,001 1,883,001 1,893,001
1,055,00! (1,179,000 151,00( (3,459,001
$ 1,578,000  $(1,762,00) $(2,128,00)  $(2,644,00)
$ 01¢  § (0.2) % (0.25) $ (0.32)
$ 01¢ $ (0.20) $ (0.2 $ (0.39)

may not agree with per share amounts for the yeans elsewhere in the Annual Report on Form 10-K.
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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
2008 Allowance for doubtful accoun $18,00( $124,00( $124,00( $18,00(
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(
Accounts Receivable— Allowance for customerpayment discrepancies
Charge to
Balance at (recovery of) Balance at
Year Endec beginning of bad debts Amounts end of
March 31, Description period expense Processed period
Allowance for customer-payment $ 823,00( $ (295,000) $ 36,00( $ 492,00(
2008 discrepancie
Allowance for customer-payment $1,980,00! $ (71,000 $1,086,00! $ 823,00(
2007 discrepancie
Allowance for custome-payment $ 584,00( $1,360,00! $ (36,000 $1,980,00!
2006 discrepancie
Inventory — Allowance for excess and obsolete inventory
Provision for
(recovery of)
Balance at excess anc Balance at
Year Endec beginning of obsolete Amounts end of
March 31, Description period inventory written off period
Allowance for excess and obsolete $2,093,001 $1,016,00! $347,00( $2,762,00!
2008 inventory
Allowance for excess and obsol $1,989,00! $ 379,00( $275,00( $2,093,00!
2007 inventory
Allowance for excess and obsolete $2,392,00! $ (173,000 $230,00( $1,989,00!
2006 inventory
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Exhibit 21.1

List of Subsidiaries
MVR Products Pte. Limited, a company organized uigke laws of Singapore
Unijoh Sdn. Bhd., a company organized under the laf\Malaysia
Motorcar Parts de Mexico, S.A. de C.V., a compamanized under the laws of Mexico



Exhibit 23.0

CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

We consent to the incorporation by reference irRbgistration Statements (Form S-8 No.’s 333-114383-103313, and 333-144883)
pertaining to the Long Term Incentive Plan, 199c&tOption Plan, and 2004 Non-Employee DirectocktOption Plan, respectively, of
Motorcar Parts of America, Inc. of our reports dalene 10, 2008, with respect to the consolidatexhtial statements and schedule of
Motorcar Parts of America, Inc. and the effectivanef internal control over financial reportingMbtorcar Parts of America, Inc. included in
this Annual Report (Form 10-K) for the year endedrth 31, 2008.

/s/ Ernst & Young LLP
Woodland Hills, CA

June 10, 2008



Exhibit 23.1

CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

We have issued our report dated June 28, 2007pefareNote T as to which the date is October T 72 with respect to the consolidated
financial statements and schedule Il (which repgpressed an unqualified opinion, contains an exghtay paragraph as the Company chat
its method of accounting for stock-based compeosats a result of adopting Statement of Financtaointing Standards No. 123(Fhare-
based Paymenteffective April 1, 2006 and an emphasis paragepthe Company has disclosed a possible underpayrhduties payable to
the U.S. Customs and Border Protection), includettié Annual Report of Motorcar Parts of Americs.land subsidiaries on Form 10-K for
the year ended March 31, 2008. We hereby consehetimcorporation by reference of said reporhia Registration Statements of Motorcar
Parts of America, Inc. on Forms S-8 (File No. 333169, 333-103313 and File No. 3834883 effective April 2, 2004, February 19, 2008
July 26, 2007, respectively) and Forms S-1 andAStAmendment No. 1) (File No. 333-144887).

/sl GRANT THORNTON LLP

Irvine, California
June 12, 2008



Exhibit 31.1

CERTIFICATIONS

I, Selwyn Joffe, certify that:
1. I have reviewed this report on Form 10-KMuftorcar Parts of America, Inc.;

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

3. Based on my knowledge, the financial stateisy and other financial information includedhistreport, fairly present in all material
respects the financial condition, results of operstand cash flows of the registrant as of, amdtfe 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&))%(nd internal control over financial reportirag @efined in Exchange Act Rules 13a-15
() and 15d-15(f)) for 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. Designed such internal control over finahoeporting, or caused, such internal control divencial reporting to be designed under
our supervision, to provide reasonable assurargadang the reliability of financial reporting attie preparation of financial statements for
external purposes in accordance with generallygedeaccounting principles;

c. Evaluated the effectiveness of the regissalisclosure controls and procedures and preddntthis report our conclusions about the
effectiveness of the disclosure controls and prores) as of the end of the period covered by #psit based on such evaluation; and

d. 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 officérénd | have disclosed, based on our most recaei@ion of internal control over financial
reporting, to the registrant’s auditors and theittemmmittee of registrarg’Board of Directors (or persons performing theivant functions)

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

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

Date: June 16, 2008 /s/ Selwyn Joffe
Selwyn Joffe
Chief Executive Officer




Exhibit 31.2

CERTIFICATIONS

I, David Lee, certify that:
1. I have reviewed this report on Form 10-KMuftorcar Parts of America, Inc.;

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

3. Based on my knowledge, the financial stateisy and other financial information includedhistreport, fairly present in all material
respects the financial condition, results of operstand cash flows of the registrant as of, amdtfe 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&))%(nd internal control over financial reportirag @efined in Exchange Act Rules 13a-15
() and 15d-15(f)) for 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. Designed such internal control over finahoeporting, or caused, such internal control divencial reporting to be designed under
our supervision, to provide reasonable assurargadang the reliability of financial reporting attie preparation of financial statements for
external purposes in accordance with generallygedeaccounting principles;

c. Evaluated the effectiveness of the regissalisclosure controls and procedures and preddntthis report our conclusions about the
effectiveness of the disclosure controls and prores) as of the end of the period covered by #psnt based upon such evaluation; and

d. Disclosed in this report any change inrdgistrant’s internal control over financial repogtthat 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 reasonéikély to
materially affect, the registrant’s internal cohwer financial reporting; and

5. The registrant’s other certifying officérénd | have disclosed, based on our most recaei@ion of internal control over financial
reporting, to the registrant’s auditors and theittemmmittee of registrarg’Board of Directors (or persons performing theivant functions)

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

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

Date: June 16, 2008 /s/ David Lee
David Lee
Chief Financial Officer




Exhibit 31.3

CERTIFICATIONS

I, Kevin Daly, certify that:
1. I have reviewed this report on Form 10-KMuftorcar Parts of America, Inc.;

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

3. Based on my knowledge, the financial stateisy and other financial information includedhistreport, fairly present in all material
respects the financial condition, results of operstand cash flows of the registrant as of, amdtfe 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&))%(nd internal control over financial reportirag @efined in Exchange Act Rules 13a-15
() and 15d-15(f)) for 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. Designed such internal control over finahoeporting, or caused, such internal control divencial reporting to be designed under
our supervision, to provide reasonable assurargadang the reliability of financial reporting attie preparation of financial statements for
external purposes in accordance with generallygedeaccounting principles;

c. Evaluated the effectiveness of the regissalisclosure controls and procedures and preddntthis report our conclusions about the
effectiveness of the disclosure controls and prores) as of the end of the period covered by #psnt based upon such evaluation; and

d. Disclosed in this report any change inrdgistrant’s internal control over financial repogtthat 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 reasonéikély to
materially affect, the registrant’s internal cohwer financial reporting; and

5. The registrant’s other certifying officérénd | have disclosed, based on our most recaei@ion of internal control over financial
reporting, to the registrant’s auditors and theittemmmittee of registrarg’Board of Directors (or persons performing theivant functions)

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

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

Date: June 16, 2008 /s/ Kevin Daly
Kevin Daly
Chief Accounting Officer




EXHIBIT 32.1

CERTIFICATE OF CHIEF EXECUTIVE OFFICER, CHIEF FINAN CIAL OFFICER AND CHIEF
ACCOUNTING OFFICER PURSUANT TO SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Annual Report of Motardarts of America, Inc. (the “Company”) on For@iK for the year ended March 31, 2008
as filed with the Securities and Exchange Commiseiothe date hereof (the “Annual Report”), |, Setwloffe, Chief Executive Officer of the
Company, certify, pursuant to 18 U.S.C. Section01 2% adopted pursuant to Section 906 of the Sasiiaxiey 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, fihancial condition and results of operations of
the Company.

/s/ Selwyn Joffe
Selwyn Joffe

Chief Executive Officer
June 16, 200¢

In connection with the Annual Report of Motard®arts of America, Inc. (the “Company”) on ForiK for the year ended March 31, 2008
as filed with the Securities and Exchange Commiseiothe date hereof (the “Annual Report”), |, Dhlzee, Chief Financial Officer of the
Company, certify, pursuant to 18 U.S.C. Section01 25 adopted pursuant to Section 906 of the Sasiiaxiey Act of 2002, to my knowledg
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 Befiairly presents, in all material respects, fihancial condition and results of operations of
the Company.

/s/ David Lee

David Lee

Chief Financial Officer
June 16, 200¢

In connection with the Annual Report of Motard®arts of America, Inc. (the “Company”) on ForiK for the year ended March 31, 2008
as filed with the Securities and Exchange Commissiothe date hereof (the “Annual Report”), I, Kealy, Chief Accounting Officer of the
Company, certify, pursuant to 18 U.S.C. Section01 2% adopted pursuant to Section 906 of the Sasiiaxiey Act of 2002, to my knowledg
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 Befiairly presents, in all material respects, fihancial condition and results of operations of
the Company.

/s/ Kevin Daly

Kevin Daly

Chief Accounting Office
June 16, 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.



