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EXPLANATORY NOTE
This Form 10-K restates the quarterly unaudited consolidated statement of operations for the three months ended
June 30, 2006 to correct an error resulting from the failure to recognize the impact of entering into a related party
agreement, which required the creation of a shareholder note receivable that was classified in shareholders equity,
during the period. Recording the shareholder note receivable reduces the general and administrative expense in the
three months ended June 30, 2006 and creates an offsetting reduction in shareholders equity. (See Note W to the
consolidated financial statements filed as a part of this Form 10-K.)
2



Edgar Filing: MOTORCAR PARTS AMERICA INC - Form 10-K




Edgar Filing: MOTORCAR PARTS AMERICA INC - Form 10-K

Table of Contents

MOTORCAR PARTS OF AMERICA, INC.

Unless the context otherwise requires, all references in this Annual Report on Form 10-K to the Company,  we,

us, and our refer to Motorcar Parts of America, Inc. and its subsidiaries. This Form 10-K may contain
forward-looking statements within the meaning of Section 27A of the Securities Act of 1933 and Section 21E of the
Securities Exchange Act of 1934. Such forward-looking statements involve risks and uncertainties. Our actual results
may differ significantly from the results discussed in any forward-looking statements. Discussions containing such
forward-looking statements may be found in the material set forth under Item 7. Management s Discussion and
Analysis of Financial Condition and Results of Operations, as well as within this Form 10-K generally.
We file annual, quarterly and special reports, proxy statements and other information with the Securities and
Exchange Commission ( SEC ). Our SEC filings are available free of charge to the public over the Internet at the SEC s
website at www.sec.gov. Our SEC filings are also available free of charge on our website www.motorcarparts.com.
You may also read and copy any document we file with the SEC at its Public Reference Room at 100 F. Street, NE,
Washington, D.C.20549. Please call the SEC at (800) SEC-0330 for further information on the operation of the Public
Reference Room.

PART I
Item 1. Business

General
We remanufacture and distribute alternators and starters for import and domestic cars and light trucks. These
after-market replacement parts are sold throughout North America. We sell to most of the largest auto parts chains in
the United States, including AutoZone, Pep Boys, O Reilly Automotive and CSK Automotive. We believe retail chains
currently control approximately 44% of the after-market for remanufactured alternators and starters. Management
believes that the retailers will continue to grow at a favorable pace as they expand their efforts to target the
professional installer market segment. During the past two years, we have focused increased attention on the
professional installer market and have begun to penetrate this segment of the market through sales to General Motors
that are distributed to professional installers through its Service Parts Operation (GM SPO) and through the efforts
that our existing customers are making to target the professional installer marketplace. Management believes the
professional installer market continues to represent an opportunity for us to grow our business.
We have increasingly sought to enter into longer-term customer agreements, and we now have long-term agreements
with substantially all of our major customers. While these agreements strengthen our customer relationships and
business base, they require a significant amount of working capital to build inventory and increase production and
typically include marketing and other allowances that adversely impact near-term revenue, profitability and cash flow.
Certain agreements require us to incur expensive changeover expenses before we experience the benefit of increased
profitability from new customers. To respond to our growing working capital needs and strengthen our financial
position, in May 2007 we completed a private placement of common stock and warrants that resulted in gross
proceeds before expenses of $40,061,000 and net proceeds of approximately $36,500,000.
While we have broadened our revenue base by adding new customers, due to the consolidation of the retail market and
our strong presence in retail, we continue to derive a substantial portion of our revenue from a small number of major
customers. During fiscal 2007, 2006 and 2005, sales to our five largest customers constituted approximately 96%,
97% and 96%, respectively, of our total gross sales, net of returns and before marketing allowances.
To maintain or improve our margins over time while responding to customer pricing and delivery pressures, we have
moved an increasing portion of our remanufacturing operations to lower cost countries outside the United States.
During fiscal 2007, 2006 and 2005 approximately 64%, 32% and 15%, respectively, of our total production was
produced by our subsidiaries in Mexico and Malaysia. By the end of fiscal 2008, we expect that approximately 95% of
our remanufactured units will be produced outside the United States. We continue to transition the bulk of our
remanufacturing, warehousing and shipping/receiving operations in Torrance, California to our facilities in Mexico.
The Automotive After-Market Industry
Two distinct groups of end-users buy replacement after-market automotive parts: (1) individual do-it-yourself = DIY
consumers; and (2) professional do-it-for-me  DIFM installers. The consumer market is typically supplied through
retailers and retail arms of warehouse distributors. Professional installers generally purchase parts through local
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independent parts wholesalers, through national warehouse distributors and, at a growing rate, through commercial
account programs with automotive parts retailers servicing the professional DIFM installers. We believe we are
well-positioned for potential growth in both the DIY market through increased sales to our existing retail chain store
customers and in the DIFM market through the efforts of our retail customers to expand their sales to professional
installers and through our sales to GM SPO and warehouse distributors that service the professional marketplace.
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The number of cars on the road in North America has steadily grown. Based on Frost and Sullivan s 2006 report, there
were approximately 270 million vehicles in use in North America. (Frost and Sullivan is a leading consulting group
researching and analyzing new market opportunities in the automotive after-market.) We believe, approximately
130 million of these vehicles are at least ten years old. As a result of the growth in the number of vehicles in use,
particularly vehicles at their prime repair age of seven years old and older, we believe the automotive after-market for
alternators and starters has the opportunity to grow at faster rates than we have experienced in recent years. The
growth in recent years has been negatively affected by the increasing quality of alternators and starters, which defers
the requirement for maintenance. However, we believe that the alternator and starter will still be replaced at least once
in the life of a vehicle and that this build up of deferred maintenance bodes well for industry growth in the future.
While we believe our market will continue to grow in the near-term, higher gasoline prices over a sustained period
may result in lower vehicle miles being driven, which could defer the demand for replacement alternators and starters.
Company Products

During fiscal 2007, 2006 and 2005, sales of replacement alternators and starters for imported and domestic cars and
light trucks constituted 99% of our total sales. Alternators and starters are non-elective replacement parts in all makes
and models of vehicles and are required for a vehicle to operate. Currently, approximately 96% of our units are sold
for resale under customer private labels. The balance is sold under our brand name, Quality Built to Last ®.

Our alternators and starters are produced to meet or exceed original manufacturer specifications. We remanufacture
alternators and starters for virtually all import and domestic vehicles on the road in North America. Remanufacturing
creates a supply of parts at a lower cost to the end user than newly manufactured parts and makes available automotive
parts which are no longer being manufactured as new. Remanufacturing also relieves automotive repair shops of the
need to rebuild worn parts on an individual basis and conserves material which would otherwise be used to
manufacture new replacement parts. Our remanufactured parts are sold at competitively lower prices than most new
replacement parts.

We recycle nearly all materials in keeping with our focus of positively impacting the environment. All parts, including
metal from the core components and corrugated packaging, are recycled.

The technology and the specifications for the components used in our products, particularly alternators, have become
more advanced in response to the installation in vehicles of an increasing number of electrical components such as
navigation systems, steering wheel-mounted electronic controls, keyless entry devices, heated rear windows and seats,
high-powered stereo systems and DVD players. As a result of this increased electrical demand, alternators require
more advanced technology and higher grade components and per unit sales prices have increased accordingly. The
increasing complexity of cars and light trucks and the number of different makes and models of these vehicles have
resulted in a significant increase in the number of different alternators and starters required to service imported and
domestic cars and light trucks. We now carry over 2,700 stock keeping units (SKUs) which cover applications for
most import and domestic cars and light trucks on the road in North America.

Customers: Customer Concentration

Our products are marketed throughout the United States and Canada. Currently, we serve four of the five largest retail
automotive chain stores with an aggregate of approximately 7,200 retail outlets as well as small to medium-sized
automotive warehouse distributors. The products we sell to one of the largest automobile manufacturers in the world
are distributed to over 7,000 dealers and approximately 100 dedicated distributors.

We are substantially dependent upon sales to our major customers. During fiscal 2007, 2006 and 2005, sales to our
five largest customers constituted approximately 96%, 97% and 96%, respectively, of our total sales, and sales to our
largest customer AutoZone, constituted 60%, 69% and 72%, respectively, of our total sales. Any meaningful reduction
in the level of sales to any of these customers, deterioration of any customer s financial condition or the loss of a
customer could have a materially adverse impact upon us. In addition, the concentration of our sales and the
competitive environment in which we operate has increasingly limited our ability to negotiate favorable prices and
terms for our products.

Customer Arrangements; Impact on Working Capital

We have long-term agreements with substantially all of our major customers. Under these agreements, which typically
have initial terms of at least four years, we are designated as the exclusive or primary supplier for specified categories
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of remanufactured alternators and starters. Because of the very competitive nature of the market for remanufactured
starters and alternators and the limited number of customers for these products, our customers have increasingly
sought and obtained price concessions, significant marketing allowances and more favorable delivery and payment
terms in consideration for our designation as a customer s exclusive or primary supplier. These incentives differ from
contract to contract and can include (i) the issuance of a specified amount of credits against receivables in accordance
with a schedule set forth in the relevant contract, (ii) support for a particular customer s research or marketing efforts
provided on a scheduled basis, (iii) discounts granted in connection with each individual shipment of product and (iv)
other marketing, research, store expansion or product development support. We have also entered into agreements to
purchase
4

Table of Contents 9



Edgar Filing: MOTORCAR PARTS AMERICA INC - Form 10-K

Table of Contents

certain customers core inventory and to issue credits to pay for that inventory according to a schedule set forth in the
agreement. These contracts typically require that we meet ongoing performance, quality and fulfillment requirements.
An agreement with one customer grants the customer the right to terminate the agreement at any time for any reason.
Our contracts with major customers expire at various dates ranging from December 2007 through December 2012.
These longer-term agreements strengthen our customer relationships and business base. The increased demand for
product that we have recently experienced has caused a significant increase in our inventories, accounts payable and
personnel. Customer demands that we purchase their core inventory have also been a significant and an additional
strain on our available working capital. The marketing and other allowances we typically grant our customers in
connection with our new or expanded customer relationships adversely impact the near-term revenues, profitability
and associated cash flows from these arrangements. However, we believe the investment we make in these new or
expanded customer relationships will improve our overall liquidity and cash flow from operations over time.

To address our working capital needs, in May 2007, we sold 3,641,909 shares of common stock in a private placement
to accredited investors at a price of $11.00 per share, resulting in aggregate gross proceeds before expenses of
$40,061,000 and net proceeds of approximately $36,500,000. We also issued these investors warrants to purchase up
to 546,283 shares of common stock, at an exercise price of $15.00 per share. We have the right to call these warrants
under certain conditions.

Multi-Year Inventory Transactions

During the past three fiscal years, we entered into three agreements that required us to record on our books inventory
held by our customers.

The inventory transaction with our largest customer has had a material impact on our reported results and working
capital for the last three fiscal years. We entered into the initial four-year agreement with this customer in May 2004.
Under this agreement, we became the primary supplier of import alternators and starters for eight of this customer s
distribution centers and agreed to sell this customer certain products on a pay-on-scan ( POS ) basis. Under the POS
arrangement, we continued to carry the inventory that this retailer had on its shelf for resale until that inventory was
sold to an end user. At that point, we were entitled to receive payment. As part of the 2004 agreement, we purchased
approximately $24,000,000 of this customer s inventory through the issuance of credits against receivables from that
customer. The last of these credits was issued in April 2006. The parties also agreed to use reasonable commercial
efforts to convert the overall purchasing relationship to a POS arrangement by April 2006, and, if the POS conversion
was not fully accomplished by that time, we agreed to convert $24,000,000 of this customer s inventory to a POS
arrangement by purchasing this inventory through the issuance of credits of $1,000,000 per month over a 24-month
period ending April 2008.

The POS conversion was not completed by April 2006, and the parties agreed to terminate the POS arrangement as of
August 24, 2006. As part of the August 2006 agreement, the customer purchased those products previously shipped on
a POS basis. This transaction, after the application of our revenue recognition policies, increased net sales by
$19,795,000 for the fiscal year ended March 31, 2007. This agreement also extended the term of our primary supplier
rights from May 2008 to August 2008.

Under this agreement, we purchased approximately $19,980,000 of the customer s core inventory by issuing credits to
the customer in that amount on August 31, 2006. In establishing the related long-term core deposit, we valued these
cores at $11,918,000 based on the then current standard cost of core inventory unreturned. The resulting $8,062,000
reduction in the carrying value of these cores reduced our net sales for the fiscal year ended March 31, 2007 by the
same amount. If our relationship with this customer is terminated, the customer is obligated to purchase any
unreturned cores from us for cash either immediately or over a period of time as that customer liquidates its inventory.
The amount of the payment is based upon the contractual per core price. This contractual price exceeds the core value
used to establish the long-term core deposit. As of March 31, 2007, the long-term core deposit balance related to this
agreement was approximately $19,629,000.

In March 2005, we entered into an agreement with another major customer. As part of this agreement, our designation
as this customer s exclusive supplier of remanufactured import alternators and starters was extended from February 28,
2008 to December 31, 2012. In addition to customary marketing allowances, we agreed to acquire the customer s
import alternator and starter core inventory by issuing $10,300,000 of credits over a five-year period. The amount of
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credits issued is subject to adjustment if sales to the customer decrease in any quarter by more than an agreed upon
percentage. As of March 31, 2007, approximately $5,613,000 of credits remains to be issued. The customer is
obligated to purchase any unreturned cores in the customer s inventory upon termination of the agreement for any
reason. As we issue credits to this customer, we establish a long-term core deposit account for the value of the core
inventory estimated to be on hand with the customer and subject to purchase upon termination of the agreement, and
reduce revenue by the amount by which the credit exceeds the estimated core inventory value. As of March 31, 2007,
the long-term core deposit balance related to this agreement was approximately $1,938,000. We regularly review the
long-term core deposit account using the same asset valuation methodologies we use to value our unreturned core
inventory.
In July 2006, we entered into an agreement with a new customer to become their primary supplier of alternators and
starters. As part of this agreement, we agreed to acquire a portion of the customer s import alternator and starter core
inventory by issuing approximately $950,000 of credits over twenty quarters. As of March 31, 2007, approximately
$855,000 of credits remained to be

5
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issued under the agreement. Certain promotional allowances were earned by the customer on an accelerated basis
during the first year of the agreement. On May 22, 2007, this agreement was amended to eliminate our obligation to
acquire a portion of the customer s import alternator and starter core inventory, and the customer refunded
approximately $95,000 in accounts receivable credits previously issued.

Competition

The after-market for remanufactured alternators and starters is highly competitive. Our most significant competitors
are a division of Remy International, Inc. and BBB Industries. We also compete with several medium-sized
remanufacturers and a large number of smaller regional and specialty remanufacturers. Overseas manufacturers,
particularly those located in China, are increasing their operations and could become a significant competitive force in
the future.

We believe that the reputation for quality and customer service that a supplier enjoys is a significant factor in a
customer s purchase decision. We believe that these factors favor our company, which provides quality replacement
automotive products, rapid and reliable delivery capabilities as well as promotional support. In this regard, there is
increasing pressure from customers, particularly the largest customers, to provide efficient delivery to promptly meet
customer orders. While this pressure increases our need to build inventory levels, we believe that our ability to
provide efficient delivery distinguishes us from many of our competitors and provides a competitive advantage. Price
and payment terms are very important competitive factors. The concentration of our sales among a small group of
customers has increasingly limited our ability to negotiate favorable terms for sales of our products.

For the most part, our products have not been patented nor do we believe that our products are patentable. We seek to
protect our proprietary processes and other information by relying on trade secret laws and non-disclosure and
confidentiality agreements with certain of our employees and other persons who have access to our proprietary
processes and other information.

Company Operations

Production Process. Our remanufacturing process begins with the receipt of used alternators and starters, commonly
known as cores , from our customers or core brokers. The cores are evaluated for inventory control purposes and then
sorted by part number. Each core is completely disassembled into its fundamental components. The components are
cleaned in a process that employs customized equipment and cleaning materials in accordance with the required
specifications of the particular component. All components known to be subject to major wear and those components
determined not to be reusable or repairable are replaced by new components. Core components not used in our
remanufacturing process are sold as scrap.

After the cleaning process is complete, the component parts are inspected and tested as prescribed by our ISO TS
16949 approved quality control program, which is implemented throughout the production process. (ISO TS 16949 is
an internationally recognized, world class, automotive quality system.) Upon passage of all tests, which are monitored
by designated quality control personnel, the unit is assembled in a work cell into a finished product. Inspection and
testing are conducted at multiple stages of the remanufacturing process, and each finished product is inspected and
tested on equipment designed to simulate performance under operating conditions. Finished products are either stored
in our warehouse facility or packaged for immediate shipment. To maximize remanufacturing efficiency, we store
component parts ready for assembly in our warehousing facilities. Our management information systems, including
hardware and software, facilitate the remanufacturing process from cores to finished products.

We continue to explore opportunities for improving efficiencies in our remanufacturing process. In the last few years,
we have reorganized our remanufacturing processes to combine product families with similar configurations into
dedicated factory work cells. This remanufacturing process, known as lean manufacturing , replaced the more
traditional assembly line approach we had previously utilized and eliminated a large number of inventory moves and
the need to track inventory movement through the remanufacturing process. This new process impacted all of our
production in California and Malaysia and has been used at our Mexico facility since the beginning of operations.
Because of this lean manufacturing approach, we have significantly reduced the time it takes to produce a finished
product.

Offshore Remanufacturing. The majority of our remanufacturing operations are now conducted at our
remanufacturing facilities in Tijuana, Mexico and Malaysia. We also operate a shipping and receiving warehouse and
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testing facility in Singapore. These foreign operations have quality control standards similar or identical to those
currently implemented at our remanufacturing facilities in Torrance, California. Our foreign operations are growing in
importance as we take advantage of lower production costs, and we expect to continue to grow the portion of our
remanufacturing operations that is conducted outside the United States. In fiscal 2007, 2006 and 2005, our foreign
operations produced approximately 64%, 32% and 15%, respectively, of our total production. Core receipt, sorting
and storage and finished goods storage and distribution are currently performed at our facility in Torrance. We
continue to transition the bulk of our remanufacturing, warehousing and shipping/receiving operations currently
conducted in Torrance to our facilities in Mexico.

Cores and Other Raw Materials. The majority of our cores are obtained from customers as trade-ins, which are
credited against accounts receivable. Our customers offer their consumers a credit to exchange their used units at the
time of purchase. Our customers

6
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are not obligated to return all the cores returned by their consumers. We have historically purchased approximately
15% to 20% of our cores in the open market from core brokers who specialize in buying and selling cores. Although
the open market is not a primary source of cores, it does offer us a supplemental source for maintaining stock
balances, so that we can continue to meet our raw material demands. Because not all core components are reusable
remanufacturing consumes, on average, more than one core for each remanufactured unit produced. During the fiscal
year ended March 31, 2007, we purchased approximately 28% of our cores from core brokers. This increase in broker
purchases was necessary to accommodate our offshore operations and the new business we obtained.

The price of a finished product sold to our customers is generally comprised of an amount for remanufacturing ( unit
value ) and an amount separately invoiced for the core included in the product ( core charge ). The core charge is equal
to the credit we offer to induce the customer to return the core and replenish the raw materials we need to produce
additional finished goods. In accordance with our net-of-core-value revenue recognition policy, at the time a sale is
recorded, we only recognize as revenue the unit value of the finished product. We also record as inventory unreturned
the standard cost of cores included in the finished goods that are shipped to customers and that we expect to be
returned to us. During fiscal 2007, 2006 and 2005, approximately 96%, 93% and 96%, respectively, of the cores we
shipped as part of finished goods were returned to us resulting in the issuance of credits equal to the related core
value.

Other materials and components used in remanufacturing are purchased in the open market. Our main supplier
provided approximately 22%, 21% and 17% of our raw materials purchased during the years ended March 31, 2007,
2006 and 2005, respectively, and we are dependent on that supplier s ability to provide us with product. No other
supplier provided more than 10% of our raw material needs during these periods.

The ability to obtain cores, materials and components of the types and quantities we need is essential to our ability to
meet demand.

Return Rights. Under our customer agreements and general industry practice, our customers are allowed stock
adjustments when their inventory of certain product lines exceeds the anticipated sales to end-user customers.
Customers have various contractual rights for stock adjustments which range from 3%-5% of total units sold. In some
instances, we allow a higher level of returns in connection with a significant update order. Stock adjustment returns
are not recorded until they are authorized by us, and they do not occur at any specific time during the year. In addition,
we allow customers to return goods to us that their end-user customers have returned to them. This general right of
return is allowed regardless of whether the returned item is defective. We seek to limit the aggregate of stock
adjustment and other customer returns to less than 20% of unit sales.

As is standard in the industry, we only accept returns from on-going customers. If a customer ceases doing business
with us, we have no further obligation to accept additional product returns from that customer. Similarly, we accept
product returns and grant appropriate credits from new customers from the time the new customer relationship is
established. This obligation to accept returns from new customers does not result in decreased liquidity or increased
expenses since we only accept one returned product for each unit sold to the new customer. The return must be
received by us in the original box of the unit sold.

We provide for the anticipated returns of inventory in accordance with Statement of Financial Accounting Standards
No. 48, Revenue Recognition When Right of Return Exists by reducing revenue and cost of sales for the unit value of
goods sold based on a historical return analysis and information obtained from customers about current stock levels
and anticipated stock adjustment returns.

Sales, Marketing and Distribution. We offer one of the widest varieties of alternators and starters available to the
market, and we market and distribute our products throughout North America. Our products for the automotive retail
chain market are primarily sold under our customers private labels. During fiscal 2004, we expanded our sales efforts
beyond automotive retail chains to include warehouse distribution centers serving professional installers. Our products
are sold under private label and our own Quality-Built brands. Products are shipped from our remanufacturing facility
in Torrance, California and our fee warehouse facilities in Fairfield, New Jersey and Springfield, Oregon.

We publish, for print and electronic distribution, a catalog with part numbers and applications for our alternators and
starters along with a detailed technical glossary and informational database. We believe that we maintain one of the
most extensive catalog and product identification systems available to the market.
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Included in sales are royalties we receive from the licensing of intellectual property developed over many years
related to rotating electrical products (alternators and starters).

Employees. As of March 31, 2007, we had 580 employees in the United States (down from 833 at March 31, 2006,
and 1,100 at March 31, 2005), substantially all of whom were located in Torrance, California. Of our U.S.-based
employees, 104 are administrative personnel and 24 are sales personnel. In addition, at March 31, 2007, we employed
309 people in Singapore and Malaysia and 638 people at our remanufacturing facility in Tijuana, Mexico. A union
represents all hourly employees covered by collective bargaining agreements at our Mexico facility. All other
employees are non-union. We consider our relations with our employees to be satisfactory.
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Seasonality of Business
Extreme weather conditions impact alternator and starter failures, resulting in a modest seasonal impact on our
business. Due to their nature and design, as well as the limits of technology, alternators and starters traditionally failed
when operating in extreme conditions. During the summer months, when the temperature typically increases over a
sustained period of time, alternators were more likely to fail. Similarly, during winter months, starters were more
likely to fail. Since alternators and starters are critical for the operation of the vehicle, failed units require immediate
replacement. As a result, during the summer months we experienced an increase in alternator sales, and during the
winter months we experienced an increase in starter sales. This seasonality impact has been diminished by the
improvement in the quality of alternators and starters.
Governmental Regulation
Our operations are subject to federal, state and local laws and regulations governing, among other things, emissions to
air, discharge to waters, and the generation, handling, storage, transportation, treatment and disposal of waste and
other materials. We believe that our businesses, operations and facilities have been and are being operated in
compliance in all material respects with applicable environmental and health and safety laws and regulations, many of
which provide for substantial fines and criminal sanctions for violations. Potentially significant expenditures,
however, could be required in order to comply with evolving environmental and health and safety laws, regulations or
requirements that may be adopted or imposed in the future.
Based upon the closing price of our common stock on September 29, 2006, we are now required to comply with
Section 404 of the Sarbanes-Oxley Act of 2002 ( SOX ). A significant amount of management s time has been focused
on Section 404 compliance work associated with the filing of this Form 10-K, and significant costs have been
incurred. We expect our SOX compliance work will continue to require significant commitment of management time
and the incurrence of significant general and administrative expenses.
Evaluation of Strategic Options
We are continuing to evaluate strategic options that we might pursue to enhance shareholder value. These could
include an acquisition of another company or a sale of our company to a third party. There is no assurance, however,
that we will enter into any transaction as a result of our efforts in this regard.
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Item 1A Risk Factors
While we believe the risk factors described below are all the material risks currently facing our business, additional
risks we are not presently aware of or that we currently believe are immaterial may also impair our business
operations. Our financial condition or results of operations could be materially and adversely impacted by these risks,
and the trading price of our common stock could be adversely impacted by any of these risks. In assessing these risks,
you should also refer to the other information included in or incorporated by reference into this Form 10-K, including
our consolidated financial statements and related notes thereto appearing elsewhere or incorporated by reference in
this Form 10-K.
We rely on a few major customers for a significant majority of our business, and the loss of any of these customers,
significant changes in the prices, marketing allowances or other important terms provided to any of our major
customers or adverse developments with respect to the financial condition of any of our major customers would
reduce our net income and operating results.
Our sales are concentrated among a few major customers. During fiscal 2007, sales to our five largest customers
constituted 96% of our total sales, and sales to our largest customer constituted 60% of our total sales. Because our
sales are concentrated, and the market in which we operate is very competitive, we are under ongoing pressure from
our customers to offer lower prices, extended payment terms, increased marketing allowances and other terms more
favorable to these customers. These customer demands have put continued pressure on our operating margins and
profitability, resulted in periodic contract renegotiation to provide more favorable prices and terms to these customers
and significantly increased our working capital needs. In addition, this customer concentration leaves us vulnerable to
any adverse change in the financial condition of any of our major customers. The loss or significant decline of sales to
any of our major customers would reduce our net income and adversely affect our operating results.
Our contract with our largest customer is scheduled to expire in August 2008. At this point, we cannot provide
assurance that this contract will be extended or estimate the impact any such contract extension would have on our
reported results. If this contract is not renewed or we are required to provide significant customer concessions to
renew this contract, our operating results would be materially and adversely impacted.
The expansion of our offshore remanufacturing and logistic activities has put downward pressure on our
near-term operating results and exposed us to increased risks associated with political or economic instability in
the foreign countries where we conduct operations.
To respond to customer pressures while maintaining or improving gross margins, we have expanded our overseas
operations. Most recently, we established a remanufacturing operation near Tijuana, Mexico. While we anticipate that
the remanufacturing costs in Mexico will ultimately be lower than those we have incurred in our Torrance, California
facility, we have experienced remanufacturing inefficiencies associated with the ramp-up of our Mexican operations
that adversely impacted our operating results during the years ended March 31, 2007 and 2006. In addition, we believe
that we will continue to incur duplicative logistics and general and administrative costs as we transition more of our
activities from Torrance to Mexico. These inefficiencies are expected to have an adverse impact on our operating
results through at least fiscal 2008. It is also possible that we could experience disruptions in remanufacturing and
logistics activities as a result of the wind-down of our Torrance remanufacturing activities that could have a material
adverse impact on our operating results. The expansion of our overseas operations also increases our exposure to
political or economic instability in the host countries and to currency fluctuations.
The complexity associated with the accounting for our operating results and the SEC s review of our previously
issued financial statements and core accounting principles may continue to result in fluctuations in our reported
operating results and additional future restatements of our previously issued financial statements.
Because we receive cores, a critical remanufacturing component, through customer returns and we offer marketing
allowances and other incentives that impact revenue recognition, the accounting for our operations is more complex
than that for many businesses the same size or larger. Approximately three years ago, the SEC commenced a review
of our previously-filed financial statements. As we responded to the SEC s questions, we undertook a comprehensive
review of a number of our critical accounting policies, including several of our revenue recognition policies. This
review resulted in the restatement of a number of our previously-issued annual and quarterly reports and required that
we commit a significant level of management time and incur a significant level of professional fees. While we believe
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the SEC has completed this review, we have received no assurance in this regard. Our reported operating results could
be subject to future accounting policy changes as a result of the SEC s review of our public reports. In May 2007, the
SEC contacted us and indicated they were conducting a review of the accounting principles applied by public
companies that use cores acquired from customers in the production of their finished goods. We are cooperating with
the SEC as their general review of these accounting issues proceeds. In addition, during the course of the preparation
and review of our interim financial statements for the three and six months ended September 30, 2006, errors were
identified in our application of generally accepted accounting principles. The correction of these errors required us to
restate previously issued financial statements. In connection with our evaluation of our compliance with Section 404
of the Sarbanes-Oxley Act of 2002 for the current fiscal year, we have determined that there are material weaknesses
in our internal controls over financial reporting.
9

Table of Contents 18



Edgar Filing: MOTORCAR PARTS AMERICA INC - Form 10-K

Table of Contents

Interruptions or delays in obtaining component parts could impair our business and adversely affect our operating
results.

In our remanufacturing processes, we obtain used cores, primarily through customer core returns, and component parts
from third-party manufacturers. Historically, the level of core returns from customers together with purchases from
core brokers have provided us with an adequate supply of this key component. If there was a significant disruption in
the supply of cores, whether as a result of increased core acquisitions by existing or new competitors or otherwise, our
operating activities would be materially and adversely impacted. In addition, a number of the other components used
in the remanufacturing process are available from a very limited number of suppliers. In fiscal 2007, we received 22%
of our raw materials from a single supplier. We are, as a result, vulnerable to any disruption in component supply, and
any meaningful disruption in this supply would materially and adversely impact our operating results.

Increases in the market prices of key component raw materials could negatively impact our profitability.

In light of the long-term, continuous pressure on pricing which we have experienced from our major customers, we
may not be able to recoup the higher prices which raw materials, particularly aluminum and copper, may command in
the market-place. We believe the impact of higher raw material prices, which is outside our control, is mitigated to
some extent because we recover a substantial portion of our raw materials from cores returned to us by our customers.
However, we are unable to determine what adverse impact, if any, sustained raw material price increases may have on
our profitability.

Substantial and potentially increasing competition could reduce our market share and significantly harm our
financial performance.

While we believe we are well-positioned in the market for remanufactured alternators and starters, this market is very
competitive. In addition, other overseas manufacturers, particularly those located in China, are increasing their
operations and could become a significant competitive force in the future. We may not be successful competing
against other companies, some of which are larger than us and have greater financial and other resources at their
disposal. Increased competition could put additional pressure on us to reduce prices or take other actions which may
have an adverse effect on our operating results.

Our financial results are affected by alternator and starter failure rates that are outside our control.

Our operating results are affected by alternator and starter failure rates. These failure rates are impacted by a number
of factors outside our control, including alternator and starter designs that have resulted in greater reliability,
consumers driving fewer miles as a result of high gasoline prices and mild weather. A reduction in the failure rates of
alternators or starters would adversely affect our sales and profitability.

Our operating results may continue to fluctuate significantly.

We have experienced significant variations in our quarterly results of operations. These fluctuations have resulted
from many factors, including shifting customer demands, shifts in the demand and pricing for our products and
general economic conditions, including changes in prevailing interest rates. Our gross profit percentage fluctuates due
to numerous factors, some of which are outside our control. These factors include the timing and level of marketing
allowances provided to our customers, differences between the level of projected sales to a particular customer and the
actual sales during the relevant period, pricing strategies, the mix of products sold during a reporting period,
fluctuations in the level of core returns during the period and general market and competitive conditions.

Our bank may not waive future defaults