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Indicate by check mark if the registrant is a well-known seasoned issuer, as defined in Rule 405 of the Securities
Act.  Yes o     No þ

Indicate by check mark if the registrant is not required to file reports pursuant to Section 13 or Schedule 15(d) of the
Act.  Yes o     No þ

Indicate by check mark whether the Registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of
the Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was
required to file such reports), and (2) has been subject to such filing requirements for the past 90 days.  Yes þ     No o

Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K is not contained
herein, and will not be contained, to the best of Registrant�s knowledge, in definitive proxy or information statements
incorporated by reference in Part III of this Form 10-K or any amendment to this Form 10-K.  þ

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, or a non-accelerated
filer. See definition of �accelerated filer and large accelerated filer� in Rule 12b-2 of the Exchange Act. (Check one):

Large accelerated filer o     Accelerated filer þ     Non-accelerated filer o

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange
Act).  Yes o     No þ

The aggregate market value of the voting and non-voting common equity held by non-affiliates computed by
reference to the price at which the common equity was last sold on June 30, 2006, excluding shares owned
beneficially by affiliates, was $448,916,663.

As of February 28, 2007, 21,707,769 shares of Common Stock of the Registrant were outstanding.

DOCUMENTS INCORPORATED BY REFERENCE

Information required by Items 10, 11, 12, 13 and 14 of Part III of this Annual Report on Form 10-K are incorporated
by reference from the Registrant�s Proxy Statement for its annual meeting to be held May 22, 2007 (the �2007 Proxy
Statement�).
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CERTAIN DEFINITIONS

All references in this Annual Report on Form 10-K to the �Company,� �Commercial Vehicle Group,� �CVG,� �we,� �us,� and
�our� refer to Commercial Vehicle Group, Inc. and its consolidated subsidiaries (unless the context otherwise requires).

FORWARD-LOOKING INFORMATION

This Annual Report on Form 10-K contains forward-looking statements within the meaning of Section 21E of the
Securities Exchange Act of 1934, as amended. For this purpose, any statements contained herein that are not
statements of historical fact, including without limitation, certain statements under �Item 1 � Business� and �Item 7 �
Management�s Discussion and Analysis of Financial Condition and Results of Operations� and located elsewhere herein
regarding industry prospects and our results of operations or financial position, may be deemed to be forward-looking
statements. Without limiting the foregoing, the words �believes,� �anticipates,� �plans,� �expects,� and similar expressions are
intended to identify forward-looking statements. The important factors discussed in �Item 1A � Risk Factors,� among
others, could cause actual results to differ materially from those indicated by forward-looking statements made herein
and presented elsewhere by management from time to time. Such forward-looking statements represent management�s
current expectations and are inherently uncertain. Investors are warned that actual results may differ from
management�s expectations. Additionally, various economic and competitive factors could cause actual results to differ
materially from those discussed in such forward-looking statements, including, but not limited to, factors which are
outside our control, such as risks relating to (i) our ability to develop or successfully introduce new products; (ii) risks
associated with conducting business in foreign countries and currencies; (iii) general economic or business conditions
affecting the markets in which we serve; (iv) increased competition in the heavy-duty truck market; and (v) our failure
to complete or successfully integrate additional strategic acquisitions. All subsequent written and oral forward-looking
statements attributable to us or persons acting on our behalf are expressly qualified in their entirety by such cautionary
statements.

ii

Edgar Filing: Commercial Vehicle Group, Inc. - Form 10-K

Table of Contents 6



Table of Contents

PART I

Item 1. Business

Overview

Commercial Vehicle Group, Inc. (a Delaware corporation) and its subsidiaries, is a leading supplier of fully integrated
system solutions for the global commercial vehicle market, including the heavy-duty truck market, the construction
and agriculture markets and the specialty and military transportation markets. As a result of our strong leadership in
cab-related products and systems, we are positioned to benefit from the increased focus of our customers on cab
design and comfort and convenience features to better serve their end-user, the driver. Our products include
suspension seat systems, interior trim systems (including instrument panels, door panels, headliners, cabinetry and
floor systems), cab structures and components, mirrors, wiper systems, electronic wire harness assemblies and
controls and switches specifically designed for applications in commercial vehicles.

We are differentiated from suppliers to the automotive industry by our ability to manufacture low volume customized
products on a sequenced basis to meet the requirements of our customers. We believe that we have the number one or
two position in most of our major markets and that we are the only supplier in the North American commercial
vehicle market that can offer complete cab systems including cab body assemblies, sleeper boxes, seats, interior trim,
flooring, wire harnesses, panel assemblies and other structural components. We believe our products are used by
virtually every major North American commercial vehicle OEM, which we believe creates an opportunity to cross-sell
our products and offer a fully integrated system solution.

Demand for our products is generally dependent on the number of new commercial vehicles manufactured, which in
turn is a function of general economic conditions, interest rates, changes in governmental regulations, consumer
spending, fuel costs and our customers� inventory levels and production rates. New commercial vehicle demand has
historically been cyclical and is particularly sensitive to the industrial sector of the economy, which generates a
significant portion of the freight tonnage hauled by commercial vehicles. Production of commercial vehicles in North
America peaked in 1999 and experienced a downturn from 2000 to 2003 that was due to a weak economy, an
oversupply of new and used vehicle inventory and lower spending on commercial vehicles and equipment. Demand
for commercial vehicles improved in 2006 due to broad economic recovery in North America, corresponding growth
in the movement of goods, the growing need to replace aging truck fleets and OEMs received larger than expected
pre-orders in anticipation of the new EPA emissions standards becoming effective in 2007.

The Company was formed on August 22, 2000. On October 6, 2000, the Company acquired the assets of Bostrom plc
in exchange for $83.6 million in cash and assumption of certain liabilities. The source of the cash consisted of
$49.8 million of debt and $33.8 million of equity.

On March 28, 2003, the Company and Commercial Vehicle Systems Holdings, Inc. (�CVS�) entered into an Agreement
and Plan of Merger whereby a subsidiary of the Company was merged into CVS. The holders of the outstanding
shares of CVS received, in exchange, shares of the Company on a one-for-one basis resulting in the issuance of
4,870,228 shares of common stock. On May 20, 2004, the Company and Trim Systems, Inc. (�Trim�) entered into an
Agreement and Plan of Merger whereby a subsidiary of the Company was merged into Trim (the CVS and Trim
mergers are collectively referred to as the �Mergers�). On August 2, 2004, the Trim merger was effected. The holders of
the outstanding shares of Trim received, in exchange, shares of the Company on a .099-for-one basis resulting in the
issuance of 2,769,567 shares of common stock. In accordance with SFAS No. 141, the Mergers were accounted for as
a combination of entities under common control. Thus, the accounts of CVS, Trim and the Company were combined
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based upon their respective historical basis of accounting. The financial statements reflect the combined results of the
Company, CVS and Trim as if the Mergers had occurred as of the beginning of the earliest period presented.
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Recent Acquisitions

In November 2006, we acquired all of the outstanding common stock of C.I.E.B. Kahovec, spol. s.r.o. (�C.I.E.B.�). See
Note 3 to our consolidated financial statements contained in Item 8 of this Annual Report on Form 10-K for detailed
information on this transaction.

Industry

Within the commercial vehicle industry, we sell our products primarily to the heavy truck segment of the North
American OEM market (approximately 60% of our 2006 revenues), the aftermarket and OEM service organizations
(approximately 10% of our 2006 revenues) and the construction segments of the global OEM market (approximately
18% of our 2006 revenues). The majority of our remaining 12% of 2006 revenues were to other global commercial
vehicle and specialty markets.

Commercial Vehicle Supply Market Overview

Commercial vehicles are used in a wide variety of end markets, including local and long-haul commercial trucking,
bus, construction, mining, general industrial, marine, municipal and recreation. The commercial vehicle supply
industry can generally be separated into two categories: (1) sales to OEMs, in which products are sold in relatively
large quantities directly for use by OEMs in new commercial vehicles; and (2) �aftermarket� sales, in which products
are sold as replacements in varying quantities to a wide range of OEM service organizations, wholesalers, retailers and
installers. In the OEM market, suppliers are generally divided into tiers � �Tier 1� suppliers (like our company), who
provide their products directly to OEMs, and �Tier 2� or �Tier 3� suppliers, who sell their products principally to other
suppliers for integration into those suppliers� own product offerings.

Our largest end-market segment, the commercial truck industry, is supplied by heavy- and medium-duty commercial
truck suppliers. The commercial truck supplier industry is highly fragmented and comprised of several large
companies and many smaller companies. In addition, the Heavy-duty (Class 8) truck supplier industry is characterized
by relatively low production volumes as well as considerable barriers to entry, including the following: (1) significant
investment requirements, (2) stringent technical and manufacturing requirements, (3) high transition costs to shift
production to new suppliers, (4) just-in-time delivery requirements and (5) strong brand name recognition. Foreign
competition is limited in the North American commercial vehicle market due to many factors, including the need to be
responsive to order changes on short notice, high shipping costs, customer concerns about quality given the safety
aspect of many of our products and service requirements.

Although OEM demand for our products is directly correlated with new vehicle production, suppliers like us can also
grow by increasing their product content per vehicle through cross selling and bundling of products, further
penetrating business with existing customers and gaining new customers and expanding into new geographic markets.
We believe that companies with a global presence and advanced technology, engineering, manufacturing and support
capabilities, such as our company, are well positioned to take advantage of these opportunities.

Commercial Truck Market

Purchasers of commercial trucks include fleet operators, owner operators and other industrial end users. Commercial
vehicles used for local and long-haul commercial trucking are generally classified by gross vehicle weight. Class 8
vehicles are trucks with gross vehicle weight in excess of 33,000 lbs. and Class 5

2
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through 7 vehicles are trucks with gross vehicle weight from 16,001 lbs. to 33,000 lbs. The following table shows
commercial vehicle production levels for 2001 through 2006 in North America:

2001 2002 2003 2004 2005 2006
(Thousands of units)

Class 8 heavy trucks 146 181 182 269 341 378
Class 5-7 light and medium-duty trucks 189 194 188 225 245 266

Total 335 375 370 494 586 644

Source: ACT Publications, The Commercial Truck, Bus and Trailer Industry OUTLOOK (February 2007).

The following describes the major segments of the commercial vehicle market in which we compete:

Class 8 Truck Market

The global Class 8 truck manufacturing market is concentrated in three primary regions: North America, Asia-Pacific
and Europe. The global Class 8 truck market is localized in nature due to the following factors: (1) the prohibitive
costs of shipping components from one region to another, (2) the high degree of customization of Class 8 trucks to
meet the region-specific demands of end users, and (3) the ability to meet just-in-time delivery requirements.
According to ACT, four companies represented approximately 97% of North American Class 8 truck production in
2006. The percentages of Class 8 production represented by Freightliner, PACCAR, Volvo/Mack and International
were approximately 33%, 25%, 20% and 19%, respectively. We supply products to all of these OEMs.

Production of commercial vehicles in North America peaked in 1999 and experienced a downturn from 2000 to 2003
that was due to a weak economy, reduced sales following above-normal purchases in advance of new EPA emissions
standards, an oversupply of new and used vehicle inventory and lower spending on commercial vehicles and
equipment. Following a substantial decline from 1999 to 2001, truck unit production increased modestly to
approximately 181,000 units in 2002 from approximately 146,000 units produced in 2001, due primarily to the
purchasing of trucks that occurred prior to the October 2002 mandate for more stringent engine emissions
requirements. Subsequent to the engine emissions requirements, truck production continued to remain at historically
low levels due to the continuing economic recession and the reluctance of many trucking companies to invest during
this period.

In mid-2003, evidence of renewed growth emerged and truck tonmiles (number of miles driven multiplied by number
of tons transported) began to increase. Accompanying the increase in truck tonmiles, new truck sales also began to
increase. During the second half of 2003, new truck dealer inventories declined and, consequently, OEM truck order
backlogs began to increase. According to ACT, monthly truck order rates began increasing significantly in December
2003 through 2005. In 2006, OEMs received larger than expected pre-orders in anticipation of the new EPA emissions
standards becoming effective in 2007.

3
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The following table illustrates North American Class 8 truck build for the years 1998 to 2011:

North American Class 8 Truck Build Rates
(In thousands)

�E� � Estimated
Source: ACT Publications, Five Year Forecast (February 2007).

According to ACT, unit production for 2007 is estimated to decrease approximately 43% from 2006 levels to
approximately 216,000 units. We believe that both the increase in 2006 as well as the projected decrease in 2007 are
also impacted by the institution of more stringent EPA emissions standards in early 2007. We believe the increase in
2006 was primarily the result of the following factors: (1) improvement in the general economy in North America,
(2) corresponding growth in the movement of goods, (3) under investment during the recession and the growing need
to replace aging truck fleets and (4) OEMs received larger than expected pre-orders in anticipation of the new EPA
emissions standards becoming effective in 2007.

We believe the following factors are currently driving the North American Class 8 truck market:

Economic Conditions.  The North American truck industry is directly influenced by overall economic growth and
consumer spending. Since truck OEMs supply the fleet lines of North America, their production levels generally
match the demand for freight. The freight carried by these trucks includes consumer goods, machinery, food and
beverages, construction equipment and supplies, electronic equipment and a wide variety of other materials. Since
most of these items are driven by macroeconomic conditions, the truck industry tends to follow trends of gross
domestic product (�GDP�). Generally, given the dependence of North American shippers on trucking as a freight
alternative, general economic conditions have been a primary indicator of future truck builds.

Truck Freight Growth.  ACT projects that total domestic truck freight will continue to increase over the next five
years, driven by growth in GDP. In addition, national suppliers and distribution centers, burdened by the pricing
pressure of large manufacturing and retail customers, have continued to reduce on-site inventory levels. This reduction
requires freight handlers to provide �to-the-hour� delivery options. As a result, Class 8 trucks have replaced
manufacturing warehouses as the preferred temporary storage facility for inventory. Since trucks are typically viewed
as the most reliable and flexible shipping alternative, truck tonmiles, as well as truck platform improvements, should
continue to increase in order to meet the increasing need for flexibility

4
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under the just-in-time system. ACT forecasts that total heavy-duty truck tonmiles will increase from 3,750 billion in
2006 to an all time high of 4,303 billion in 2011, as summarized in the following graph:

Total U.S. Tonmiles (Class 8)
(Number of tonmiles in billions)

�E� � Estimated
Source: ACT Publications, The Commercial Truck, Bus and Trailer Industry OUTLOOK (February 2007).

Truck Replacement Cycle and Fleet Aging.  Since 1995, the average age of active Class 8 trucks has increased from
approximately 5.4 years in 1995 to approximately 5.7 years in 2006. The average fleet age tends to run in cycles as
freight companies permit their truck fleets to age during periods of lagging demand and then replenish those fleets
during periods of increasing demand. Additionally, as truck fleets age, their maintenance costs typically increase.
Freight companies must therefore continually evaluate the economics between repair and replacement. Other factors,
such as inventory management and the growth in less-than-truckload freight shipping, also tend to increase fleet
mileage and, as a result, the truck replacement cycle. The chart below illustrates the average age of active U.S. Class 8
trucks:

Average Age of Active U.S. Class 8 Trucks
(Number of years)

�E� � Estimated
Source: ACT Research (2007).
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Commercial Truck Aftermarket

Demand for aftermarket products tends to be less cyclical than OEM demand because vehicle owners are more likely
to repair vehicles than purchase new ones during recessionary periods, and thus aftermarket demand generally is more
stable during such periods. Demand for aftermarket products is driven by the quality of OEM parts, the number of
vehicles in operation, the average age of the vehicle fleet, vehicle usage, the average useful life of vehicle parts and
total tonmiles. The aftermarket is a growing market, as the overall size of the North American fleet of Class 8 trucks
has continued to increase and is attractive because of the recurring nature of the sales. Additionally, aftermarket sales
tend to be at a higher margin, as truck component suppliers are able to leverage their already established fixed cost
base and exert moderate pricing power with their replacement parts. The recurring nature of aftermarket revenue
provides some insulation to the overall cyclical nature of the industry, as it tends to provide a more stable stream of
revenues.

Commercial Construction Vehicle Market

Purchasers of heavy construction equipment (weighing over 12 metric tons) include construction companies,
municipalities, local governments, rental fleet owners, quarrying and mining companies, waste management
companies and forestry related concerns. Purchasers of light construction equipment (weighing under 12 metric tons)
include contractors, rental fleet owners, landscapers, logistics companies and farmers. Sales of heavy construction
equipment are particularly dependent on the level of major infrastructure construction and repair projects such as
highways, dams and harbors, which is a function of government spending and economic growth.

Military Equipment Market

We supply products for heavy- and medium-payload tactical trucks that are used by the U.S. military and other
foreign militaries. Sales and production of these vehicles are influenced by overall defense spending both by the
U.S. government and foreign governments and the presence of military conflicts and potential military conflicts
throughout the world. Demand for these vehicles is expected to increase as the result of the continuing conflict in the
Middle East. In addition, demand has increased for remanufacturing and replacement of the large fleet of vehicles that
have served in the Middle East due to over-use and new armor and technology requirements.

Commercial Vehicle Industry Trends

Our performance and growth are directly related to trends in the commercial vehicle market that are focused on driver
retention, comfort and safety. These commercial vehicle industry trends include the following:

System Sourcing.  Commercial vehicle OEMs are beginning to seek suppliers capable of providing fully-engineered,
complete systems rather than suppliers who produce the separate parts that comprise a system. By outsourcing
complete systems, OEMs are able to reduce the costs associated with the design and integration of different
components and improve quality by requiring their suppliers to assemble and test major portions of the vehicle prior
to beginning production. In addition, OEMs are able to develop more efficient assembly processes when complete
systems are delivered in sequence rather than as individual parts or components.

Globalization of Suppliers.  To serve multiple markets more cost effectively, many commercial vehicle OEMs are
manufacturing global vehicle platforms that are designed in a single location but are produced and sold in many
different geographic markets around the world. Having operations in the geographic markets in which OEMs produce
their global platforms enables suppliers to meet OEMs� needs more economically and more efficiently.
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Shift of Design and Engineering to Suppliers.  OEMs are focusing their efforts on brand development and overall
vehicle design, instead of the design of individual vehicle systems. OEMs are increasingly looking to their suppliers to
provide suggestions for new products, designs, engineering developments and manufacturing processes. As a result,
Tier 1 suppliers are gaining increased access to confidential planning information
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regarding OEMs� future vehicle designs and manufacturing processes. Systems and modules increase the importance
of Tier 1 suppliers because they generally increase the Tier 1 suppliers� percentage of vehicle content.

Broad Manufacturing Capabilities.  With respect to commercial vehicle interiors, OEMs are requiring their suppliers
to manufacture interior systems and products utilizing alternative materials and processes in order to meet OEMs�
demand for customized styling or cost requirements. In addition, while OEMs seek to differentiate their vehicles
through the introduction of innovative interior features, suppliers are proactively developing new interior products
with enhanced features.

Ongoing Supplier Consolidation.  The worldwide commercial vehicle supply industry is in the early stages of
consolidating as suppliers seek to achieve operating synergies through business combinations, shift production to
locations with more flexible work rules and practices, acquire complementary technologies, build stronger customer
relationships and follow their OEM customers as they expand globally. Suppliers need to provide OEMs with
single-point sourcing of integrated systems and modules on a global basis, and this is expected to drive further
industry consolidation. Furthermore, the cost focus of most major OEMs has forced suppliers to reduce costs and
improve productivity on an ongoing basis, including by achieving economies of scale through consolidation.

Competitive Strengths

We believe that our competitive strengths include, but are not limited to, the following:

Leading Market Positions and Brands.  We believe that we are the leading supplier of seating systems and interior
trim products, the only non-captive manufacturer of Class 8 truck body systems (which includes cab body
assemblies), the second largest supplier of wiper systems and mirrors for the North American commercial vehicle
market and the largest global supplier of construction vehicle seating systems. Our products are marketed under brand
names that are well known by our customers and truck fleet operators based upon the amount of revenue we derive
from sales to these markets. These brands include KAB Seating, National Seating, Trim Systems, Sprague Controls,
Sprague Devices®, Prutsmantm, Moto Mirror®, RoadWatch®, Mayflower® and C.I.E.B. The C.I.E.B. acquisition gave
us a further penetration into the global commercial vehicle marketplace. We plan to leverage our customer
relationships and dedicated sales force to cross-sell a broader range of products to position ourselves as the leading
provider of complete cab systems to the commercial vehicle market.

Comprehensive Cab Product and Cab System Solutions.  We believe that we offer the broadest product range of any
commercial vehicle cab supplier. We manufacture a broad base of products, many of which are critical to the interior
and exterior subsystems of a commercial vehicle cab. We believe we are the only supplier worldwide with the
capability to manufacture and offer complete cab systems in sequence, integrating interior trim and seats with the cab
structure and the electronic wire harness and instrument panel assemblies. We also utilize a variety of different
processes, such as urethane molding, injection molding, Virtual Engineered Composites (�VEC�) large composite
molding, vacuum forming and �twin shell� vacuum forming that enable us to meet each customer�s unique styling and
cost requirements. The breadth of our product offering enables us to provide a �one-stop shop� for our customers, who
increasingly require complete cab solutions from a single supply source. As a result, we believe that we have a
substantial opportunity for further customer penetration through cross-selling initiatives and by bundling our products
to provide complete system solutions.

End-User Focused Product Innovation.  A key trend in the commercial vehicle market is that OEMs are increasingly
focused on cab design, comfort and features to better serve their end user, the driver, and our customers are seeking
suppliers that can provide product innovation. We have a full service engineering and product development
organization that proactively presents solutions to OEMs to meet these needs and enables us to increase our overall
content on current platforms and models.
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Flexible Manufacturing Capabilities and Cost Competitive Position.  Because commercial vehicle OEMs permit their
customers to select from an extensive menu of cab options, our customers frequently request
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modified products in low volumes within a limited time frame. We have a highly variable cost structure and can
efficiently leverage our flexible manufacturing capabilities to provide low volume, customized products to meet each
customer�s styling, cost and just-in-time delivery requirements. We manufacture or assemble our products at facilities
in North America, Europe, China and Australia. Several of our facilities are located near our customers to reduce
distribution costs and to maintain a high level of customer service and flexibility.

Strong Free Cash Flow Generation.  Our business generates strong free cash flow, as it benefits from modest capital
expenditure and working capital requirements. Over the three years ended December 31, 2006, our consolidated
capital expenditures averaged $17.3 million per year, which amounts to approximately 2.5% of consolidated net
revenues.

Strong Relationships with Leading Customers and Major Fleets.  Because of our comprehensive product offerings,
leading Class 8 brand names and innovative product features, we believe we are an important long-term supplier to all
of the leading truck manufacturers in North America and also a global supplier to leading heavy equipment customers
such as Caterpillar, Oshkosh Truck, Deere & Co., Komatsu and Volvo. In addition, through our sales force and
engineering teams, we maintain active relationships with the major truck fleet organizations that are end users of our
products such as Yellow Freight, Swift Transportation, Schneider National and Ryder Leasing. As a result of our
high-quality, innovative products, well-recognized brand names and customer service, a majority of the largest 100
fleet operators specifically request certain of our products.

Significant Barriers to Entry.  We believe we are a leader in providing critical cab assemblies and components to long
running platforms. Considerable barriers to entry exist, including significant investment and engineering requirements,
stringent technical and manufacturing requirements, high transition costs for OEMs to shift production to new
suppliers, just-in-time delivery requirements and strong brand name recognition.

Proven Management Team.  Our management team is highly respected within the commercial vehicle market, and our
five senior executive officers have a combined average of 28 years of experience in the industry. We believe that our
team has substantial depth in critical operational areas and has demonstrated success in reducing costs, integrating
business acquisitions and improving processes through cyclical periods.

Strategy

Our primary growth strategies are as follows:

Increase Content, Expand Customer Penetration and Leverage System Opportunities.  We believe we are the only
integrated commercial vehicle supplier that can offer complete interior cab systems. We are focused on securing
additional sales from our existing customer base, and we actively cross-market a diverse portfolio of products to our
customers to increase our content on the cabs manufactured by these OEMs. To complement our North American
capabilities and enhance our customer relationships, we are working with OEMs as they increase their focus on
international markets. We have established operations in Europe and Asia and are aggressively working to secure new
business from both existing and new customers with local manufacturing operations and local OEMs. We believe we
are well positioned to capitalize on the migration by OEMs in the heavy truck and commercial vehicle sector towards
commercial vehicle suppliers that can offer a complete interior system and components.

Leverage Our New Product Development Capabilities.  We have made a significant investment in our engineering
capabilities and new product development in order to anticipate the evolving demands of our customers and end users.
For example, we recently introduced our VEC technology molding capability which has significant advantages over
current processes including environmental, superior finish, durability and cost. In addition, we believe that our new
All Belts to Seat (�ABTS�) design should enable us to capture additional market share in the North American bus
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market and provide us with opportunities to market this seat on a global basis. We will continue to design and develop
new products that add or improve content and increase cab comfort and safety.

Capitalize on Operating Leverage.  We continuously seek ways to lower costs, enhance product quality, improve
manufacturing efficiencies and increase product throughput and we continue to implement our Lean
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Manufacturing and Total Quality Production Systems (�TQPS�) programs. We believe our ongoing cost saving
initiatives and the establishment of our sourcing relationships in Europe and Asia will enable us to continue to lower
our manufacturing costs. As a result, we are well positioned to grow our operating margins and capitalize on any
volume increases in the heavy truck sector with minimal additional capital expenditures. With the integration of our
acquisitions, our management will be pursuing cost reduction opportunities which include: consolidating supplier
relationships to achieve lower costs and better terms, strategic sourcing of products to OEMs from new facility
locations, implementing lean manufacturing techniques to achieve operational efficiencies, improving product quality
and delivery and providing additional capacity.

Grow Sales to the Aftermarket.  While commercial vehicles have a relatively long life, certain components, such as
seats, wipers and mirrors, are replaced more frequently. We believe that there are opportunities to leverage our brand
recognition to increase our sales to the replacement aftermarket. Since many aftermarket participants are small and
locally focused, we plan to leverage our national presence to increase our market share in the fragmented aftermarket.
We believe that the continued growth in the aftermarket represents an attractive opportunity to diversify our business
due to its relative stability as well as the market penetration opportunity.

Pursue Strategic Acquisitions and Continue to Diversify Sales.  We will selectively pursue complementary strategic
acquisitions that allow us to leverage the marketing, engineering and manufacturing strengths of our business and
expand our sales to new and existing customers. The markets in which we operate are highly fragmented and provide
ample consolidation opportunities. Recent acquisitions have enabled us to be a leading supplier worldwide to offer
complete cab systems in sequence, integrating interior trim and seats with the cab structure, to provide integrated
electronic systems into our cab products and to expand the breadth of our interior systems capabilities. In addition,
these acquisitions have allowed us to diversify our revenue base by customer, market or product offering.

Products

We offer OEMs a broad range of products and system solutions for a variety of end market vehicle applications that
include local and long-haul commercial truck, bus, construction, agricultural, military, end market industrial, marine,
municipal and recreation. Fleets and OEMs are increasing their focus on cabs and their interiors to differentiate
products and improve driver comfort and retention. Although a portion of our products are sold directly to OEMs as
finished components, we use most of our products to produce �systems� or �subsystems,� which are groups of component
parts located throughout the vehicle that operate together to provide a specific vehicle function. Systems currently
produced by us include cab bodies, sleeper boxes, seating, trim, body panels, storage cabinets, floor covering, mirrors,
windshield wipers, headliners, window lifts, door locks, temperature measurement and wire harnesses. We classify
our products into five general categories: (1) seats and seating systems, (2) trim systems and components, (3) mirrors,
wipers and controls, (4) cab structures, sleeper boxes, body panels and structural components and (5) electronic wire
harnesses and panel assemblies.

See Notes 2 and 10 to our consolidated financial statements in Item 8 in this Annual Report on Form 10-K for
information on our significant customer revenues and related receivables, as well as revenues by product category and
geographical location.

Set forth below is a brief description of our products and their applications:

Seats and Seating Systems.  We design, engineer and produce seating systems primarily for heavy trucks in North
America and for commercial vehicles used in the construction and agricultural industries through our European
operations. For the most part, our seats and seating systems are fully-assembled and ready for installation when they
are delivered to the OEM. We offer a wide range of seats that include air suspension seats, static seats, bus seats and
rail car seats. As a result of our strong product design and product technology, we are a leader in designing seats with
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Heavy Truck Seats.  We produce seats and seating systems for Heavy-duty (Class 8) trucks in our North American
operations. Our heavy truck seating systems are designed to achieve maximum driver comfort by adding a wide range
of manual and power features such as lumbar supports, cushion and back bolsters and leg and thigh supports. Our
heavy truck seats are highly specialized based on a variety of different seating options offered in OEM product lines.
Our seats are built to customer specifications in low volumes and consequently are produced in numerous
combinations with a wide range of price points. There are approximately 350 parts in each seat, resulting in over two
million possible seat combinations.

We differentiate our seats from our competitors� seats by focusing on three principal goals: driver comfort, driver
retention and decreased workers� compensation claims. Drivers of heavy trucks recognize and are often given the
opportunity to specify their choice of seat brands, and we strive to develop strong customer loyalty both with the
commercial vehicle OEMs and among the drivers. We believe that we have superior technology and can offer a
unique seat base that is ergonomically designed, accommodates a range of driver sizes and absorbs shock to maximize
driver comfort.

Other Commercial Vehicle Seats.  We produce seats and seating systems for commercial vehicles used in the global
construction and agricultural, bus, commercial transport and municipal industries. The principal focus of these seating
systems is durability. These seats are ergonomically designed for difficult working environments, to provide comfort
and control throughout the range of seats and chairs.

Other Seating Products.  We also manufacture office seating products. Our office chair was developed as a result of
our experience supplying chairs for the heavy truck, agricultural and construction industries and is fully adjustable to
maximize comfort at work. Our office chairs are available in a wide variety of colors and fabrics to suit many different
office environments, such as emergency services, call centers, receptions, studios, boardrooms and general office.

Trim Systems and Components.  We design, engineer and produce trim systems and components for the interior cabs
of commercial vehicles. Our interior trim products are designed to provide a comfortable interior for the vehicle
occupants as well as a variety of functional and safety features. The wide variety of features that can be selected by the
heavy truck customer makes trim systems and components a complex and highly specialized product category. Set
forth below is a brief description of our principal trim systems and components:

Trim Products.  Our trim products include A-Pillars, B-Pillars, door panels and interior trim panels. Door panels
consist of several component parts that are attached to a substrate. Specific components include vinyl or cloth-covered
appliqués, armrests, map pocket compartments, carpet and sound-reducing insulation. In addition, door panels often
incorporate electronic and electrical distribution systems and products, including lock and latch, window glass,
window regulators and audio systems as well as wire harnesses for the control of power seats, windows, mirrors and
door locks. Our products are attractive, lightweight solutions from a traditional cut and sew approach to a
contemporary �molded� styling theme. The parts can be color matched or top good wrapped to integrate seamlessly with
the rest of the interior.

Instrument Panels.  We produce and assemble instrument panels that can be integrated with the rest of the interior
trim. The instrument panel is a complex system of coverings and foam, plastic and metal parts designed to house
various components and act as a safety device for the vehicle occupant.

Body Panels (Headliners/Wall Panels).  Headliners consist of a substrate and a finished interior layer made of fabrics
and materials. While headliners are an important contributor to interior aesthetics, they also provide insulation from
road noise and can serve as carriers for a variety of other components, such as visors, overhead consoles, grab handles,
coat hooks, electrical wiring, speakers, lighting and other electronic and electrical products. As the amount of
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of electronic features such as lighting systems.

Storage Systems.  Our modular storage units and custom cabinetry are designed to improve comfort and convenience
for the driver. These storage systems are designed to be integrated with the interior trim. These units may be easily
expanded and customized with features that include refrigerators, sinks and water
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reservoirs. Our storage systems are constructed with durable materials and designed to last the life of the vehicle.

Floor Covering Systems.  We have an extensive and comprehensive portfolio of floor covering systems and dash
insulators. Carpet flooring systems generally consist of tufted or non-woven carpet with a thermoplastic backcoating
which, when heated, allows the carpet to be fitted precisely to the interior or trunk compartment of the vehicle.
Additional insulation materials are added to minimize noise, vibration and harshness. Non-carpeted flooring systems,
used primarily in commercial and fleet vehicles, offer improved wear and maintenance characteristics. The dash
insulator separates the passenger compartment from the engine compartment and prevents engine noise and heat from
entering the passenger compartment.

Sleeper Bunks.  We offer a wide array of design choices for upper and lower sleeper bunks for heavy trucks. All parts
of our sleeper bunks can be integrated to match the rest of the interior trim. Our sleeper bunks arrive at OEMs fully
assembled and ready for installation.

Grab Handles and Armrests.  Our grab handles and armrests are designed and engineered with specific attention to
aesthetics, ergonomics and strength. Our T-Skintm product uses a wide range of inserts and substrates for structural
integrity. The integral urethane skin offers a soft touch and can be in-mold coated to specific colors.

Bumper Fascias and Fender Covers.  Our highly durable, lightweight bumper fascias and fender covers are capable of
withstanding repeated impacts that would deform an aluminum or steel bumper. We utilize a production technique
that chemically bonds a layer of paint to the part after it has been molded, thereby enabling the part to keep its
appearance even after repeated impacts.

Privacy Curtains.  We produce privacy curtains for use in sleeper cabs. Our privacy curtains include features such as
integrated color matching of both sides of the curtain, choice of cloth or vinyl, full �black out� features and low-weight.

Mirrors, Wipers and Controls.  We design, engineer and produce a wide range of mirrors, wipers and controls used in
commercial vehicles. Set forth below is a brief description of our principal products in this category:

Mirrors.  We offer a wide range of round, rectangular, motorized and heated mirrors and related hardware, including
brackets, braces and side bars. Most of our mirror designs utilize stainless steel pins, fasteners and support braces to
ensure durability. We have introduced both road and outside temperature devices that are integrated into the mirror
face or the vehicle�s dashboard through our RoadWatchtm family of products. These systems are principally utilized by
municipalities throughout North America to monitor surface temperatures and assist them in dispersing chemicals for
snow and ice removal.

Windshield Wiper Systems.  We offer application-specific windshield wiper systems and individual windshield wiper
components for all segments of the commercial vehicle market. Our windshield wiper systems are generally delivered
to the OEM fully assembled and ready for installation. A windshield wiper system is typically comprised of an electric
motor, linkages, arms, wiper blades, washer reservoirs and related pneumatic or electric pumps. We also supply
air-assisted washing systems for headlights and cameras to assist drivers with visibility for safe vehicle operation.
These systems utilize window wash fluid and air to create a turbulent liquid/air stream that removes road grime from
headlights and cameras. We offer an optional programmable washing system that allows for periodic washing and dry
cycles for maximum safety.

Controls.  We offer a range of controls and control systems that includes a complete line of window lifts and door
locks, mechanic, pneumatic, electrical and electronic HVAC controls and electric switch products. We specialize in
air-powered window lifts and door locks, which are highly reliable and cost effective as compared to similar electrical
products.
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vehicle and automotive industries in North America. Set forth below is a description of our principal products in this
category:

Cab Structures.  We design, manufacture and assemble complete cab structures used primarily in heavy trucks for the
major commercial vehicle OEMs in North America. Our cab structures, which are manufactured from both steel and
aluminum, are delivered to our customers fully assembled and primed for paint. Our cab structures are built to order
based upon options selected by the vehicles� end-users and delivered to the OEMs, in line sequence, as these end-users�
trucks are manufactured by the OEMs. In addition, we also design, produce and assemble cab structures for certain
automotive OEMs.

Sleeper Boxes.  We design, manufacture and assemble sleeper boxes primarily for heavy trucks in North America. We
manufacture both integrated sleeper boxes that are part of the overall cab structure as well as stand alone assemblies
depending on the customer application. Sleeper boxes are typically constructed using aluminum exterior panels in
combination with steel structural components delivered to our customers in line sequence after the final seal and
E-coat process.

Body Panels and Structural Components.  We produce a wide range of both steel and aluminum large exterior body
panels and structural components for the internal production of our cab structures and sleeper boxes as well as being
sold externally to certain commercial vehicle and automotive OEMs.

Electronic Wire Harnesses and Panel Assemblies.  We design, engineer and produce a wide range of electronic wire
harnesses and related assemblies as well as panel assemblies used in commercial vehicles and other equipment. Set
forth below is a brief description of our principal products in this category.

Electronic Wire Harnesses.  We offer a broad range of complex electronic wire harness assemblies that function as the
primary current carrying devices used to provide electrical interconnections for gauges, lights, control functions,
power circuits and other electronic applications on a commercial vehicle. Our wire harnesses are highly customized to
fit specific end-user requirements and often include more than 350 individual circuits and weigh more than 30 pounds.
We provide our wire harnesses for a wide variety of commercial vehicles, military vehicles, specialty trucks and other
specialty applications, including heavy-industrial equipment.

Panel Assemblies.  We assemble large, integrated components such as panel assemblies and cabinets for commercial
vehicle OEMs, other heavy equipment manufacturers and medical equipment manufacturers. The panels and cabinets
we assemble are installed in key locations on a vehicle or unit of equipment, are integrated with our wire harness
assemblies and provide user control over certain operational functions and features.

Manufacturing

A description of the manufacturing processes we utilize for each of our principal product categories is set forth below:

� Seats and Seating Systems.  Our seating operations utilize a variety of manufacturing techniques whereby
fabric is affixed to an underlying seat frame. We also manufacture and assemble the seat frame, which involves
complex welding. Generally, we utilize outside suppliers to produce the individual components used to
assemble the seat frame.

� Trim Systems and Components.  Our interior systems process capabilities include injection molding,
low-pressure injection molding, urethane molding and foaming processes, compression molding and vacuum
forming as well as various trimming and finishing methods.
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� Mirrors, Wipers and Controls.  We manufacture our mirrors, wipers and controls utilizing a variety of
manufacturing processes and techniques. Our mirrors, wipers and controls are primarily hand assembled, tested
and packaged.

� Cab Structures, Sleeper Boxes, Body Panels and Structural Components.  We utilize a wide range of
manufacturing processes to produce the majority of the steel and aluminum stampings used in our cab
structures, sleeper boxes, body panels and structural components and a variety of both robotic and manual
welding techniques in the assembly of these products. In addition, both our Norwalk, Ohio and
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Kings Mountain, North Carolina facilities have large capacity, fully automated E-coat paint priming systems
allowing us to provide our customers with a paint-ready cab product. Due to their high cost, full body E-coat
systems, such as ours, are rarely found outside of the manufacturing operations of the major OEMs. The major
large press lines at our Shadyside, Ohio facility provide us with the in-house manufacturing flexibility for both
aluminum and steel stampings delivered just-in-time to our cab assembly plants. This plant also provides us
with low volume forming and processing techniques including laser trim operations that minimize investment
and time to manufacture for low volume applications.

� Electronic Wire Harnesses and Panel Assemblies.  We utilize several manufacturing techniques to produce the
majority of our electronic wire harnesses and panel assemblies. Our processes, both manual and automated, are
designed to produce complex, low- to medium-volume wire harnesses and panel assemblies in short time
frames. Our wire harnesses and panel assemblies are both electronically and hand tested.

We have a broad array of processes to offer our commercial vehicle OEM customers to enable us to meet their styling
and cost requirements. We believe the interior of the vehicle cab is the most significant and appealing aspect to the
driver of the vehicle, and consequently each commercial vehicle OEM has unique requirements as to feel, appearance
and features.

The end markets for our products are highly specialized and our customers frequently request modified products in
low volumes within an expedited delivery timeframe. As a result, we primarily utilize flexible manufacturing cells at
the vast majority of our production facilities. Manufacturing cells are clusters of individual manufacturing operations
and work stations grouped in a circular configuration, with the operators placed centrally within the configuration.
This provides flexibility by allowing efficient changes to the number of operations each operator performs. When
compared to the more traditional, less flexible assembly line process, cell manufacturing allows us to maintain our
product output consistent with our OEM customers� requirements and reduce the level of inventory.

When an end-user buys a commercial vehicle, the end-user will specify the seat and other features for that vehicle.
Because each of our seating systems is unique, our manufacturing facilities have significant complexity which we
manage by building in sequence. We build our seating systems as orders are received, and systems are delivered to the
customer�s rack in the sequence that the vehicles come down the assembly line. We have systems in place that allow us
to provide complete customized interior kits in boxes that are delivered in sequence, and we intend to expand upon
these systems such that we will be able to provide, in sequence, fully integrated modular systems combining the cab
body and interior and seating systems.

In most instances, we keep track of our build sequence by vehicle identification number and components are identified
by bar code. Sequencing reduces our cost of production because it eliminates warehousing costs and reduces waste
and obsolescence, offsetting any increased labor costs. Several of our manufacturing facilities are strategically located
near our customers� assembly plants, which facilitates this process and minimizes shipping costs.

We employ just-in-time manufacturing and system sourcing in our operations to meet customer requirements for
faster deliveries and to minimize our need to carry significant inventory levels. We utilize visual material systems to
manage inventory levels and, in certain locations, we have inventory delivered as often as two times per day from a
nearby facility based on the previous day�s order. This eliminates the need to carry excess inventory at our facilities.

Typically, in a strong economy, new vehicle production increases and greater funding is available to be spent on
enhancements to the truck interior. As demand goes up, the mix of our products shifts towards more expensive
systems, such as sleeper units, with enhanced features and higher quality materials. The shift from low-end units to
high-end units amplifies the positive effect a strong economy has on our business. Conversely, when economic
conditions and indicators decline and customers shift away from ordering high-end units with enhanced features, our
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expand. We work with our employees and rely on their involvement to help eliminate problems and re-align our
capacity. During a ramp-up of production, we have plans in place to manage increased demand and achieve on-time
delivery. Our strategies include alternating between human and machine production and allowing existing employees
to try higher skilled positions while hiring new employees for lower skilled positions.

As a means to enhance our operations, we continue to implement TQPS throughout our operations. TQPS is our
customized version of Lean Manufacturing and consists of a 32 hour interactive class that is taught exclusively by
members of our management team. A significant portion of the labor efficiencies we gained over the past few years is
due to the program. TQPS is an analytical process in which we analyze each of our manufacturing cells and identify
the most efficient process to improve efficiency and quality. The goal is to achieve total cost management and
continuous improvement. Some examples of TQPS-related improvements are: reduced labor to move parts around the
facility, clear walking paths in and around manufacturing cells and increased safety. An ongoing goal is to reduce the
time employees spend waiting for materials within a facility. In an effort to increase operational efficiency, improve
product quality and provide additional capacity, we intend to continue to implement TQPS improvements at each of
our manufacturing facilities.

Raw Materials and Suppliers

A description of the principal raw materials we utilize for each of our principal product categories is set forth below:

� Seats and Seating Systems.  The principal raw materials used in our seat systems include steel, aluminum and
foam chemicals, and are generally readily available and obtained from multiple suppliers under various supply
agreements. Leather, vinyl, fabric and certain components are also purchased from multiple suppliers under
supply agreements. Typically, our supply agreements are for a term of at least one year and are terminable by
us for breach or convenience. Some purchased components are obtained from our customers.

� Trim Systems and Components.  The principal raw materials used in our interior systems processes are resin
and chemical products, foam, vinyl and fabric which are formed and assembled into end products. These raw
materials are obtained from multiple suppliers, typically under supply agreements which are for a term of at
least one year and are terminable by us for breach or convenience.

� Mirrors, Wipers and Controls.  The principal raw materials used to manufacture our mirrors, wipers and
controls are steel, stainless steel, aluminum, glass and rubber, which are generally readily available and
obtained from multiple suppliers.

� Cab Structures, Sleeper Boxes, Body Panels and Structural Components.  The principal raw materials used in
our cab structures, sleeper boxes, body panels and structural components are steel and aluminum, the majority
of which we purchase in sheets and stamp at our Shadyside, Ohio facility. These raw materials are generally
readily available and obtained from several suppliers, typically under purchase orders that are cancellable by us
without cause, pursuant to one year supply agreements.

� Electronic Wire Harnesses and Panel Assemblies.  The principal raw materials used to manufacture our
electronic wire harnesses are wire, connectors, terminals, switches, relays and braid fabric. These raw materials
are obtained from multiple suppliers and are generally readily available. Many of our customers specify
particular wire and connectors and, as such, negotiate pricing of these materials directly with our suppliers. Our
panel assembly materials are generally procured directly from the customer.

Our supply agreements generally provide for fixed pricing but do not require us to purchase any specified quantities.
We have not experienced any significant shortages of raw materials and normally do not carry inventories of raw
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well as service requirements. We purchase materials such as steel, foam, vinyl and cloth in large quantities on a global
basis through our central corporate office, and other materials for which we require lower volumes are purchased
directly by our facilities. We purchase steel and copper at market

14

Edgar Filing: Commercial Vehicle Group, Inc. - Form 10-K

Table of Contents 31



Table of Contents

prices, which during the last year, have increased significantly. As a result, we are currently being assessed surcharges
and price increases on certain of our purchases of steel, copper and petroleum-related products. We continue to work
with our customers and suppliers to minimize the impact of such surcharges. We do not believe we are dependent on a
single supplier or limited group of suppliers for our raw materials.

Customers and Marketing

We sell our products principally to the commercial vehicle OEM truck market. Approximately 60% of our 2006
revenues and approximately 62% of our 2005 revenues were derived from sales to commercial vehicle truck OEMs,
with the remainder of our revenues being generated principally from sales to the construction and aftermarket.

We supply our products primarily to the heavy truck OEM market, construction market, the aftermarket and OEM
service segment and other commercial vehicle and specialty markets. The following is a summary of our revenues by
end-user market for the three years ended December 31:

2006 2005 2004

Heavy Truck OEM 60% 62% 56%
Construction 18 15 18
Aftermarket and OEM Service 10 9 15
Bus 2 2 2
Military 3 2 2
Agriculture 1 1 1
Other 6 9 6

Total 100% 100% 100%

The change in revenues by end market in 2006 is primarily related to the increased demand in the North American
(Class 8) heavy truck market and the full year impact of the Mayflower Vehicle Systems (�Mayflower�), Monona Wire
Corporation (�Monona�) and Cabarrus Plastics, Inc. (�Cabarrus�) acquisitions.

Our principal customers in North America include International, PACCAR, Freightliner, Volvo/Mack and Caterpillar.
We believe we are an important long-term supplier to all leading truck manufacturers in North America because of our
comprehensive product offerings, leading brand names and product innovation. In our European and Asian operations,
our principal customers in the commercial vehicle market include Caterpillar, Komatsu, Hitachi, CNH Global (Case
New Holland) and JCB Limited. We also sell our trim products to OEMs in the marine and recreational vehicle
industries and seating products to office product manufacturers principally in Europe.

The following is a summary of our significant revenues by OEM customer for the three years ended December 31:

2006 2005 2004

International 22% 19% 9%
PACCAR 17 17 28
Freightliner 13 16 17
Volvo/Mack 13 14 6
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Caterpillar 8 7 5
Komatsu 2 2 3
Deere & Co. 2 2 1
Oshkosh Truck 2 2 �
Other 21 21 31

Total 100% 100% 100%
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Except as set forth in the above table, no other customer accounted for more than 10% of our revenues for the three
years ended December 31, 2006. The change in revenues by significant OEM customers in 2006 is primarily related to
the increased demand in the North American (Class 8) heavy truck market and the full year impact of the Mayflower,
Monona and Cabarrus acquisitions.

Our European, China and Australian operations collectively contributed approximately 13%, 16% and 28% of our
revenues for the years ended December 31, 2006, 2005 and 2004, respectively. The change in revenue by geographic
location in 2006 is primarily related to the full year impact of the Mayflower, Monona and Cabarrus acquisitions and
the higher North American truck build rates resulting from the new EPA emissions standards effective in 2007.

Our OEM customers generally source business to us pursuant to written contracts, purchase orders or other firm
commitments in terms of price, quality, technology and delivery. Awarded business generally covers the supply of all
or a portion of a customer�s production and service requirements for a particular product program rather than the
supply of a specific quantity of products. In general, these contracts, purchase orders and commitments provide that
the customer can terminate the contract, purchase order or commitment if we do not meet specified quality, delivery
and cost requirements. Such contracts, purchase orders or other firm commitments generally extend for the entire life
of a platform, which is typically five to seven years. Although these contracts, purchase orders or other commitments
may be terminated at any time by our customers (but not by us), such terminations have been minimal and have not
had a material impact on our results of operations. In order to reduce our reliance on any one vehicle model, we
produce products for a broad cross-section of both new and more established models.

Our contracts with our major OEM customers generally provide for an annual productivity cost reduction. These
reductions are calculated on an annual basis as a percentage of the previous year�s purchases by each customer. The
reduction is achieved through engineering changes, material cost reductions, logistics savings, reductions in packaging
cost and labor efficiencies. Historically, most of these cost reductions have been offset by both internal reductions and
through the assistance of our supply base, although no assurances can be given that we will be able to achieve such
reductions in the future. If the annual reduction targets are not achieved, the difference is recovered through price
reductions. Our cost structure is comprised of a high percentage of variable costs that provides us with additional
flexibility during economic cycles.

Our sales and marketing efforts with respect to our OEM sales are designed to create overall awareness of our
engineering, design and manufacturing capabilities and to enable us to be selected to supply products for new and
redesigned models by our OEM customers. Our sales and marketing staff works closely with our design and
engineering personnel to prepare the materials used for bidding on new business as well as to provide a consistent
interface between us and our key customers. We currently have sales and marketing personnel located in every major
region in which we operate. From time to time, we also participate in industry trade shows and advertise in industry
publications. One of our ongoing initiatives is to negotiate and enter into long term supply agreements with our
existing customers that allow us to leverage all of our business and provide a complete cab system to our commercial
vehicle OEM customers.

Our principal customers for our aftermarket sales include OEM dealers and independent wholesale distributors. Our
sales and marketing efforts for our aftermarket sales are focused on support of these two distribution chains, as well as
direct contact with all major fleets.

Backlog

We do not generally obtain long-term, firm purchase orders from our customers. Rather, our customers typically place
annual blanket purchase orders, but these orders do not obligate them to purchase any specific or minimum amount of
products from us until a release is issued by the customer under the blanket purchase order. Releases are typically
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be liable for work in process and finished goods. We do not believe that our backlog of expected product sales
covered by firm purchase orders is a meaningful indicator of future sales since orders may be rescheduled or canceled.
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Competition

Within each of our principal product categories, we compete with a variety of independent suppliers and with OEMs�
in-house operations, primarily on the basis of price, breadth of product offerings, product quality, technical expertise,
development capability, product delivery and product service. We believe we are the only supplier in the North
American commercial vehicle market that can offer complete cab systems in sequence integrating interior systems
(including seats, interior trim and flooring systems) and wire harnesses with the cab structure. A summary of our
estimated market position and primary independent competitors is set forth below:

� Seats and Seating Systems.  We believe that we have the number one market position in North America with
respect to our seating operations. We also believe that we have the number one market position in supplying
seats and seating systems to commercial vehicles used in the construction industry on a worldwide basis. Our
primary independent competitors in the North American commercial vehicle market include Sears
Manufacturing Company, Accuride Corporation, Grammer AG and Seats, Inc., and our primary competitors in
the European commercial vehicle market include Grammar and Isringhausen.

� Trim Systems and Components.  We believe that we have the number one market position in North America
with respect to our interior trim products. We face competition from a number of different competitors with
respect to each of our trim system products and components. Overall, our primary independent competitors are
ConMet, Fabriform, TPI, Findlay, Superior, Trim Masters, Inc., Blachford Ltd., Gage Industries, Inc. and
Mitras.

� Mirrors, Wipers and Controls.  We believe that we have the number two market position in North America
with respect to our windshield wiper systems and mirrors. We face competition from a number of different
competitors with respect to each of our principal products in this category. Our principal competitors for
mirrors are Hadley, Lang-Mekra and Trucklite, and our principal competitors for windshield wiper systems are
Johnson Electric, Trico and Valeo.

� Cab Structures, Sleeper Boxes, Body Panels and Structural Components.  We believe we are a leading
non-captive supplier in North America with respect to our cab structural components, cab structures, sleeper
boxes and body panels. Our principal competitors are Magna, Ogihara Corporation, Spartanburg Stamping,
Union Stamping, Able Body and Defiance Metal Products.

� Electronic Wire Harnesses and Panel Assemblies.  We believe that we are a leading producer of low- to
medium-volume complex, electronic wire harnesses and related assemblies used in the global heavy
equipment, commercial vehicle, heavy-truck and specialty and military vehicle markets. Our principal
competitors for electronic wire harnesses include large diversified suppliers such as AFL, Delphi, Leoni,
Stoneridge, Yazaki and smaller independent companies such as Fargo Assembly and Unlimited Services.

Research and Development, Design and Engineering

Our objective is to be a leader in offering superior quality and technologically advanced products to our customers at
competitive prices. We engage in ongoing engineering and research and development activities to improve the
reliability, performance and cost-effectiveness of our existing products and to design and develop new products for
existing and new applications.

We work with our customers� engineering and development teams at the beginning of the design process for new
components and assemblies, or the redesign process for existing components and assemblies, in order to maximize
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production efficiency and quality. These processes may take place from one to three years prior to the commencement
of production. On average, the development time for a new component takes between 12 and 24 months during the
design phase, while the re-engineering of an existing part may take between one and six months. Early design
involvement can result in a product that meets or exceeds the customer�s design and performance requirements and is
more efficient to manufacture. In addition, our extensive involvement
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enhances our position for bidding on such business. We work aggressively to ensure that our quality and delivery
metrics distinguish us from our competitors.

We focus on bringing our customers integrated products that have superior content, comfort and safety. Consistent
with our value-added engineering focus, we place a large emphasis on the relationships with the engineering
departments of our customers. These relationships not only help us to identify new business opportunities but also
enable us to compete based on the quality of our products and services, rather than exclusively on price. In addition,
we have also provided engineering solutions for certain specialty vehicles including, most recently, the body
development for the prestigious Ford GT sports car.

We are currently involved in the design stage of several products for our customers and expect to begin production of
these products in the years 2007 to 2011.

Intellectual Property

We consider ourselves to be a leader in both product and process technology, and, therefore, protection of intellectual
property is important to our business. Our principal intellectual property consists of product and process technology, a
limited number of United States and foreign patents, trade secrets, trademarks and copyrights. Although our
intellectual property is important to our business operations and in the aggregate constitutes a valuable asset, we do
not believe that any single patent, trade secret, trademark or copyright, or group of patents, trade secrets, trademarks
or copyrights is critical to the success of our business. Our policy is to seek statutory protection for all significant
intellectual property embodied in patents, trademarks and copyrights. From time to time, we grant licenses under our
patents and technology and receive licenses under patents and technology of others.

We market our products under well-known brand names that include KAB Seating, National Seating, Trim Systems
and Sprague Controls, Sprague Devices®, Prutsmantm, Moto Mirror®, RoadWatch®, Mayflower® and C.I.E.B. We
believe that our brands are valuable and are increasing in value with the growth of our business, but that our business
is not dependent on such brands. We own U.S. federal registrations for several of our brands.

Seasonality

OEMs� production requirements are generally higher in the first three quarters of the year as compared to the fourth
quarter. We believe this seasonality is due, in part, to demand for new vehicles softening during the holiday season
and as a result of the winter months in North America and Europe. Also, the major North American OEM
manufacturers generally close their production facilities at various times during the holiday season in the last two
months of the year.

Employees

As of December 31, 2006, we had approximately 5,790 permanent employees, of which approximately 15.0% were
salaried and the remainder were hourly. Approximately 52.3% of the hourly employees in our North American
operations were unionized, and approximately 46.0% of our hourly employees at our United Kingdom operations
were represented by shop steward committees. Employees at our Seattle, Washington facility elected to be represented
by the International Association of Machinists and Aerospace Workers, certified by a representative of the National
Labor Relations Board effective May 8, 2006. We have not experienced any material strikes, lockouts or work
stoppages during 2006 and consider our relationship with our employees to be satisfactory. On an as needed basis
during peak periods, contract and temporary employees are utilized.
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As a result of the C.I.E.B. acquisition, our total number of employees at December 31, 2006 increased by
approximately 225, of which approximately 27.6% were salaried and the remainder were hourly. None of these
employees added with the C.I.E.B. acquisition were unionized.
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Available Information

We maintain a website on the Internet at www.cvgrp.com. We make available free of charge through our website, by
way of a hyperlink to a third-party Securities Exchange Commission (SEC) filing website, our Annual Reports on
Form 10-K, quarterly reports on Form 10-Q, current reports on Form 8-K and amendments to those reports
electronically filed or furnished pursuant to Section 13(a) or 15(d) of the Exchange Act of 1934. Such information is
available as soon as such reports are filed with the SEC. Additionally, our Code of Ethics may be accessed within the
Investor Relations section of our website. Information found on our website is not part of this Annual Report on
Form 10-K or any other report filed with the SEC.

Item 1A. Risk Factors

You should carefully consider the risks described below before making an investment decision. The risks and
uncertainties described below are not the only ones we face. Additional risks and uncertainties not presently known to
us or that we currently deem immaterial may also impair our business operations.

If any of these certain risks and uncertainties were to actually occur, our business, financial condition or results of
operations could be materially adversely affected. In such case, the trading price of our common stock could decline
and you may lose all or part of your investment. These risks and uncertainties include, but are not limited to, the
following:

� Volatility and cyclicality in the commercial vehicle market could adversely affect us.

Our profitability depends in part on the varying conditions in the commercial vehicle market. This market is subject to
considerable volatility as it moves in response to cycles in the overall business environment and is particularly
sensitive to the industrial sector, which generates a significant portion of the freight tonnage hauled. Sales of
commercial vehicles have historically been cyclical, with demand affected by such economic factors as industrial
production, construction levels, demand for consumer durable goods, interest rates and fuel costs. For example, North
American commercial vehicle sales and production experienced a downturn from 2000 to 2003 due to a confluence of
events that included a weak economy, an oversupply of new and used vehicle inventory and lower spending on
commercial vehicles and equipment. This downturn had a material adverse effect on our business during the same
period. We cannot provide any assurance as to the length or ultimate level of the recovery of this decline. We expect
that unit production of class 8 heavy trucks will decline in 2007 from 2006 levels.

� Our profitability could be adversely affected if the actual production volumes for our customers� vehicles is
significantly lower than expected.

We incur costs and make capital expenditures based upon estimates of production volumes for our customers� vehicles.
While we attempt to establish a price of our components and systems that will compensate for variances in production
volumes, if the actual production of these vehicles is significantly less than anticipated, our gross margin on these
products would be adversely affected. We enter into agreements with our customers at the beginning of a given
platform�s life to supply products for that platform. Once we enter into such agreements, fulfillment of our purchasing
requirements is our obligation for the entire production life of the platform, with terms ranging from five to seven
years, and we have no provisions to terminate such contracts. We may become committed to supply products to our
customers at selling prices that are not sufficient to cover the direct cost to produce such products. We cannot predict
our customers� demands for our products either in the aggregate or for particular reporting periods. If customers
representing a significant amount of our revenues were to purchase materially lower volumes than expected, it would
have a material adverse effect on our business, financial condition and results of operations.
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� Our major OEM customers may exert significant influence over us.

The commercial vehicle component supply industry has traditionally been highly fragmented and serves a limited
number of large OEMs. As a result, OEMs have historically had a significant amount of leverage over their outside
suppliers. Our contracts with major OEM customers generally provide for an annual productivity
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cost reduction. Historically, cost reductions through product design changes, increased productivity and similar
programs with our suppliers have generally offset these customer-imposed productivity cost reduction requirements.
However, if we are unable to generate sufficient production cost savings in the future to offset price reductions, our
gross margin and profitability would be adversely affected. In addition, changes in OEMs� purchasing policies or
payment practices could have an adverse effect on our business.

� We may be unable to successfully implement our business strategy and, as a result, our businesses and
financial position and results of operations could be materially and adversely affected.

Our ability to achieve our business and financial objectives is subject to a variety of factors, many of which are
beyond our control. For example, we may not be successful in implementing our strategy if unforeseen factors emerge
that diminish the expected growth in the heavy truck market, or we experience increased pressure on our margins. In
addition, we may not succeed in integrating strategic acquisitions and our pursuit of additional strategic acquisitions
may lead to resource constraints which could have a negative impact on our ability to meet customers� demands,
thereby adversely affecting our relationships with those customers. As a result of such business or competitive factors,
we may decide to alter or discontinue aspects of our business strategy and may adopt alternative or additional
strategies. Any failure to successfully implement our business strategy could adversely affect our business, results of
operations and growth potential.

Developing product innovations has been and will continue to be a significant part of our business strategy. We
believe that it is important that we continue to meet our customers� demands for product innovation, improvement and
enhancement, including the continued development of new-generation products, design improvements and
innovations that improve the quality and efficiency of our products. However, such development will require us to
continue to invest in research and development and sales and marketing. In the future, we may not have sufficient
resources to make such necessary investments, or we may be unable to make the technological advances necessary to
carry out product innovations sufficient to meet our customers� demands. We are also subject to the risks generally
associated with product development, including lack of market acceptance, delays in product development and failure
of products to operate properly. We may, as a result of these factors, be unable to meaningfully focus on product
innovation as a strategy and may therefore be unable to meet our customers� demands for product innovation.

� If we are unable to obtain raw materials at favorable prices, it could adversely impact our results of
operations and financial condition.

Numerous raw materials are used in the manufacture of our products. Steel, aluminum, resin, foam and fabrics
account for the most significant components of our raw material costs. Although we currently maintain alternative
sources for raw materials, our business is subject to the risk of price increases and periodic delays in delivery. For
example, we are currently being assessed surcharges as well as price increases on certain purchases of steel, copper
and other raw materials. If we are unable to purchase certain raw materials required for our operations for a significant
period of time, our operations would be disrupted, and our results of operations would be adversely affected. In
addition, if we are unable to pass on the increased costs of raw materials to our customers, this could adversely affect
our results of operations and financial condition. Our operating results for the years ended December 31, 2006 and
2005 were adversely affected by the costs on certain of our purchases of steel, petroleum and copper costs.

� We may be unable to complete additional strategic acquisitions or we may encounter unforeseen difficulties in
integrating acquisitions.

The commercial vehicle component supply industry is beginning to undergo consolidation as OEMs seek to reduce
costs and their supplier base. We intend to actively pursue additional acquisition targets that will allow us to continue
to expand into new geographic markets, add new customers, provide new product, manufacturing and service
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candidates, which may limit the number of our acquisition opportunities and may lead to higher acquisition prices.
Moreover, acquisitions of businesses may require additional debt
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financing, resulting in additional leverage. The covenants of our senior credit facility may further limit our ability to
complete acquisitions. There can be no assurance that we will find attractive acquisition candidates or successfully
integrate acquired businesses into our existing business. If we fail to complete additional acquisitions, we may have
difficulty competing with more thoroughly integrated competitors and our results of operations could be adversely
affected. To the extent that we do complete additional acquisitions, if the expected synergies from such acquisitions
do not materialize or we fail to successfully integrate such new businesses into our existing businesses, our results of
operations could also be adversely affected.

� We may be adversely impacted by labor strikes, work stoppages and other matters.

The hourly workforces at our Norwalk and Shadyside, Ohio and Seattle, Washington facilities and Mexico operations
are unionized. The unionized employees at these facilities represented approximately 52.3% of our total hourly
employees in our North American operations as of December 31, 2006. Employees at our Seattle, Washington facility
elected to be represented by the International Association of Machinists and Aerospace Workers, certified by a
representative of the National Labor Relations Board effective May 8, 2006. We have experienced limited
unionization efforts at certain of our other North American facilities from time to time. In addition, a significant
portion of our employees at our United Kingdom operations are represented by a shop steward committee, which may
seek to limit our flexibility in our relationship with these employees. We cannot assure you that we will not encounter
future unionization efforts or other types of conflicts with labor unions or our employees.

Many of our OEM customers and their suppliers also have unionized work forces. Work stoppages or slow-downs
experienced by OEMs or their other suppliers could result in slow-downs or closures of assembly plants where our
products are included in assembled commercial vehicles. In the event that one or more of our customers or their
suppliers experience a material work stoppage, such work stoppage could have a material adverse effect on our
business.

� Our businesses are subject to statutory environmental and safety regulations in multiple jurisdictions, and the
impact of any changes in regulation and/or the violation of any applicable laws and regulations by our
businesses could result in a material and adverse affect on our financial condition and results of operations.

We are subject to foreign, federal, state, and local laws and regulations governing the protection of the environment
and occupational health and safety, including laws regulating air emissions, wastewater discharges, the generation,
storage, handling, use and transportation of hazardous materials; the emission and discharge of hazardous materials
into the soil, ground or air; and the health and safety of our colleagues. We are also required to obtain permits from
governmental authorities for certain of our operations. We cannot assure you that we are, or have been, in complete
compliance with such environment and safety laws, regulations and permits. If we violate or fail to comply with these
laws, regulations or permits, we could be fined or otherwise sanctioned by regulators. In some instances, such a fine or
sanction could have a material adverse effect on us. The environmental laws to which we are subject have become
more stringent over time, and we could incur material expenses in the future to comply with environmental laws. We
are also subject to laws imposing liability for the cleanup of contaminated property. Under these laws, we could be
held liable for costs and damages relating to contamination at our past or present facilities and at third party sites to
which we sent waste containing hazardous substances. The amount of such liability could be material.

Several of our facilities are either certified as, or are in the process of being certified as ISO 9001, 14000, 14001 or
TS16949 (the international environmental management standard) compliant or are developing similar environmental
management systems. Although we have made, and will continue to make, capital expenditures to implement such
environmental programs and comply with environmental requirements, we do not expect to make material capital
expenditures for environmental controls in 2007 or 2008. The environmental laws to which we are subject have
become more stringent over time, however, and we could incur material costs or expenses in the future to comply with
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substances or wastes occurs at or from our properties, or at or from any offsite disposal location to which substances
or wastes from our current or former operations were taken,
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or if contamination is discovered at any of our current or former properties, we may be held liable for the costs of
cleanup and for any other response by governmental authorities or private parties, together with any associated fines,
penalties or damages. In most jurisdictions, this liability would arise whether or not we had complied with
environmental laws governing the handling of hazardous substances or wastes.

� We may be adversely affected by the impact of government regulations on our OEM customers.

Although the products we manufacture and supply to commercial vehicle OEMs are not subject to significant
government regulation, our business is indirectly impacted by the extensive governmental regulation applicable to
commercial vehicle OEMs. These regulations primarily relate to emissions and noise standards imposed by the
Environmental Protection Agency, state regulatory agencies, such as the California Air Resources Board (�CARB�), and
other regulatory agencies around the world. Commercial vehicle OEMs are also subject to the National Traffic and
Motor Vehicle Safety Act and Federal Motor Vehicle Safety Standards promulgated by the National Highway Traffic
Safety Administration. Changes in emission standards and other proposed governmental regulations could impact the
demand for commercial vehicles and, as a result, indirectly impact our operations. For example, new emission
standards governing Heavy-duty (Class 8) diesel engines that went into effect in the United States on October 1, 2002
resulted in significant purchases of new trucks by fleet operators prior to such date and reduced short term demand for
such trucks in periods immediately following such date. New emission standards for truck engines used in Class 5 to 8
trucks imposed by the EPA and CARB are scheduled to become effective in 2007. To the extent that current or future
governmental regulation has a negative impact on the demand for commercial vehicles, our business, financial
condition or results of operations could be adversely affected.

� Our customer base is concentrated and the loss of business from a major customer or the discontinuation of
particular commercial vehicle platforms could reduce our revenues.

Sales to International, PACCAR, Freightliner and Volvo/Mack accounted for approximately 22%, 17%, 13% and
13%, respectively, of our revenue in 2006, and our ten largest customers accounted for approximately 82% of our
revenue in 2006. The loss of any of our largest customers or the loss of significant business from any of these
customers could have a material adverse effect on our business, financial condition and results of operations. Even
though we may be selected as the supplier of a product by an OEM for a particular vehicle, our OEM customers issue
blanket purchase orders which generally provide for the supply of that customer�s annual requirements for that vehicle,
rather than for a specific number of our products. If the OEM�s requirements are less than estimated, the number of
products we sell to that OEM will be accordingly reduced. In addition, the OEM may terminate its purchase orders
with us at any time.

� Currency exchange rate fluctuations could have an adverse effect on our revenues and results of operations.

We have operations in Europe, Australia, Mexico and China, and sales derived from these operations were
approximately 13% of our revenues in 2006. As a result, we generate a significant portion of our sales and incur a
significant portion of our expenses in currencies other than the U.S. dollar. To the extent that we are unable to match
revenues received in foreign currencies with costs paid in the same currency, exchange rate fluctuations in any such
currency could have an adverse effect on our financial results. During times of a strengthening U.S. dollar, our
reported revenues and earnings from our international operations will be reduced because the applicable local
currencies will be translated into fewer U.S. dollars. The converse is also true and the strengthening of the European
currencies in relation to the U.S. dollar can have a positive impact on our foreign revenues and earnings.

� We are subject to certain risks associated with our foreign operations.
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approximately 13%, 16% and 28% of our total revenues for the years ended December 31, 2006, 2005 and

22

Edgar Filing: Commercial Vehicle Group, Inc. - Form 10-K

Table of Contents 47



Table of Contents

2004, respectively. There are certain risks inherent in our international business activities including, but not limited to:

� the difficulty of enforcing agreements and collecting receivables through certain foreign legal systems;

� foreign customers, who may have longer payment cycles than customers in the United States;

� tax rates in certain foreign countries, which may exceed those in the United States and foreign earnings may be
subject to withholding requirements or the imposition of tariffs, exchange controls or other restrictions,
including restrictions on repatriation;

� intellectual property protection difficulties;

� general economic and political conditions in countries where we operate, which may have an adverse effect on
our operations in those countries;

� the difficulties associated with managing a large organization spread throughout various countries; and

� complications in complying with a variety of foreign laws and regulations, which may conflict with United
States law.

As we continue to expand our business globally, our success will be dependent, in part, on our ability to anticipate and
effectively manage these and other risks associated with foreign operations. We cannot assure you that these and other
factors will not have a material adverse effect on our international operations or our business, financial condition or
results of operations as a whole.

� Our inability to compete effectively in the highly competitive commercial vehicle component supply industry
could result in lower prices for our products, reduced gross margins and loss of market share, which could
have an adverse effect on our revenues and operating results.

The commercial vehicle component supply industry is highly competitive. Our products primarily compete on the
basis of price, breadth of product offerings, product quality, technical expertise and development capability, product
delivery and product service. Increased competition may lead to price reductions resulting in reduced gross margins
and loss of market share.

Current and future competitors may make strategic acquisitions or establish cooperative relationships among
themselves or with others, foresee the course of market development more accurately than we do, develop products
that are superior to our products, produce similar products at lower cost than we can or adapt more quickly to new
technologies, industry or customer requirements. By doing so, they may enhance their ability to meet the needs of our
customers or potential future customers. These developments could limit our ability to obtain revenues from new
customers and to maintain existing revenues from our customer base. We may not be able to compete successfully
against current and future competitors and the failure to do so may have a material adverse effect on our business,
operating results and financial condition.

� Our products may be rendered less attractive by changes in competitive technologies.

Changes in competitive technologies may render certain of our products less attractive. Our ability to anticipate
changes in technology and to successfully develop and introduce new and enhanced products on a timely basis will be
a significant factor in our ability to remain competitive. There can be no assurance that we will be able to achieve the
technological advances that may be necessary for us to remain competitive. We are also subject to the risks generally
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associated with new product introductions and applications, including lack of market acceptance, delays in product
development and failure to operate properly.

� If we are unable to recruit or retain skilled personnel, or if we lose the services of any of our key management
personnel, our business, operating results and financial condition could be materially adversely affected.

Our future success depends on our continuing ability to attract, train, integrate and retain highly skilled personnel.
Competition for these employees is intense. We may not be able to retain our current key
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employees or attract, train, integrate or retain other highly skilled personnel in the future. Our future success also
depends in large part on the continued service of key management personnel, particularly our key executive officers.
If we lose the services of one or more of these individuals or other key personnel, or if we are unable to attract, train,
integrate and retain the highly skilled personnel we need, our business, operating results and financial condition could
be materially adversely affected.

� We have only limited protection for our proprietary rights in our intellectual property, which makes it
difficult to prevent third parties from infringing upon our rights.

Our success depends to a certain degree on our ability to protect our intellectual property and to operate without
infringing on the proprietary rights of third parties. While we have been issued patents and have registered trademarks
with respect to many of our products, our competitors could independently develop similar or superior products or
technologies, duplicate our designs, trademarks, processes or other intellectual property or design around any
processes or designs on which we have or may obtain patents or trademark protection. In addition, it is possible that
third parties may have or acquire licenses for other technology or designs that we may use or desire to use, so that we
may need to acquire licenses to, or to contest the validity of, such patents or trademarks of third parties. Such licenses
may not be made available to us on acceptable terms, if at all, and we may not prevail in contesting the validity of
third party rights.

In addition to patent and trademark protection, we also protect trade secrets, know-how and other confidential
information against unauthorized use by others or disclosure by persons who have access to them, such as our
employees, through contractual arrangements. These arrangements may not provide meaningful protection for our
trade secrets, know-how or other proprietary information in the event of any unauthorized use, misappropriation or
disclosure of such trade secrets, know-how or other proprietary information. If we are unable to maintain the
proprietary nature of our technologies, our revenues could be materially adversely affected.

� Our products may be susceptible to claims by third parties that our products infringe upon their proprietary
rights.

As the number of products in our target markets increases and the functionality of these products further overlaps, we
may become increasingly subject to claims by a third party that our technology infringes such party�s proprietary
rights. Regardless of their merit, any such claims could be time consuming and expensive to defend, may divert
management�s attention and resources, could cause product shipment delays and could require us to enter into costly
royalty or licensing agreements. If successful, a claim of infringement against us and our inability to license the
infringed or similar technology and/or product could have a material adverse effect on our business, operating results
and financial condition.

� The market price of our common stock may be extremely volatile.

Our stock price has fluctuated since our initial public offering in August 2004. The trading price of our common stock
is subject to significant fluctuations in response to variations in quarterly operating results, the gain or loss of
significant orders, changes in earnings estimates by analysts, announcements of technological innovations or new
products by us or our competitors, general conditions in the commercial vehicle industry and other events or factors.
In addition, the equity markets in general have experienced extreme price and volume fluctuations which have
affected the market price for many companies in industries similar or related to that of ours and which have been
unrelated to the operating performance of these companies. These market fluctuations may have affected and may
continue to affect the market price of our common stock.

� 
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Our operating results, revenues and expenses may fluctuate significantly from quarter-to-quarter or
year-to-year, which could have an adverse effect on the market price of our stock.

For a number of reasons, including but not limited to, those described below, our operating results, revenues and
expenses have in the past varied and may in the future vary significantly from quarter-to-quarter or year-to-year.
These fluctuations could have an adverse effect on the market price of our common stock.
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Fluctuations in Quarterly or Annual Operating Results.  Our quarterly operating results may fluctuate as a result of:

� the size, timing, volume and execution of significant orders and shipments;

� changes in the terms of our sales contracts;

� the timing of new product announcements;

� changes in our pricing policies or those of our competitors;

� market acceptance of new and enhanced products;

� the length of our sales cycles;

� changes in our operating expenses;

� personnel changes;

� new business acquisitions;

� changes in foreign currency exchange rates; and

� seasonal factors.

Limited Ability to Adjust Expenses.  We base our operating expense budgets primarily on expected revenue trends.
Many of our expenses are relatively fixed and as such we may be unable to adjust expenses quickly enough to offset
any unexpected revenue shortfall. Accordingly, any shortfall in revenue may cause significant variation in operating
results in any quarter.

Based on the above factors, we believe that quarter-to-quarter or year-to-year comparisons of our operating results
may not be a good indication of our future performance. It is possible that in one or more future quarters or years, our
operating results may be below the expectations of public market analysts and investors. In that event, the trading
price of our common stock may be adversely affected.

� We may be subject to product liability claims, recalls or warranty claims, which could be expensive, damage
our reputation and result in a diversion of management resources.

As a supplier of products and systems to commercial vehicle OEMs, we face an inherent business risk of exposure to
product liability claims in the event that our products, or the equipment into which our products are incorporated,
malfunction and result in personal injury or death. Product liability claims could result in significant losses as a result
of expenses incurred in defending claims or the award of damages.

In addition, we may be required to participate in recalls involving systems or components sold by us if any prove to be
defective, or we may voluntarily initiate a recall or make payments related to such claims as a result of various
industry or business practices or the need to maintain good customer relationships. Such a recall would result in a
diversion of management resources. While we do maintain product liability insurance, we cannot assure you that it
will be sufficient to cover all product liability claims, that such claims will not exceed our insurance coverage limits or
that such insurance will continue to be available on commercially reasonable terms, if at all. Any product liability
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claim brought against us could have a material adverse effect on our results of operations.

Moreover, we warrant the workmanship and materials of many of our products under limited warranties and have
entered into warranty agreements with certain OEMs that warranty certain of our products in the hands of these OEMs�
customers, in some cases for as long as six years. Accordingly, we are subject to risk of warranty claims in the event
that our products do not conform to our customers� specifications or, in some cases in the event that our products do
not conform with their customers� expectations. It is possible for warranty claims to result in costly product recalls,
significant repair costs and damage to our reputation, all of which would adversely affect our results of operations.
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� Equipment failures, delays in deliveries or catastrophic loss at any of our facilities could lead to production or
service curtailments or shutdowns.

We manufacture or assemble our products at facilities in North America, Europe, China and Australia. An interruption
in production or service capabilities at any of these facilities as a result of equipment failure or other reasons could
result in our inability to produce our products, which could reduce our net revenues and earnings for the affected
period. In the event of a stoppage in production at any of our facilities, even if only temporary, or if we experience
delays as a result of events that are beyond our control, delivery times to our customers could be severely affected.
Any significant delay in deliveries to our customers could lead to increased returns or cancellations and cause us to
lose future revenues. Our facilities are also subject to the risk of catastrophic loss due to unanticipated events such as
fires, explosions or violent weather conditions. We may experience plant shutdowns or periods of reduced production
as a result of equipment failure, delays in deliveries or catastrophic loss, which could have a material adverse effect on
our business, results of operations or financial condition.

� Our indebtedness could adversely affect our financial condition and make it more difficult to implement our
business strategy.

The aggregate amount of our outstanding indebtedness was $162.1 million as of December 31, 2006. Our substantial
level of indebtedness increases the possibility that we may be unable to generate cash sufficient to pay, when due, the
principal of, interest on or other amounts due in respect of our indebtedness, including the notes. Our substantial
indebtedness, combined with our lease and other financial obligations and contractual commitments could have other
important consequences to you as a holder of the notes. For example, it could:

� make it more difficult for us to satisfy our obligations with respect to our indebtedness, including the notes, and
any failure to comply with the obligations of any of our debt instruments, including financial and other
restrictive covenants, could result in an event of default under the indenture governing the notes and the
agreements governing such other indebtedness;

� make us more vulnerable to adverse changes in general economic, industry and competitive conditions and
adverse changes in government regulation;

� require us to dedicate a substantial portion of our cash flow from operations to payments on our indebtedness,
thereby reducing the availability of our cash flows to fund working capital, capital expenditures, acquisitions
and other general corporate purposes;

� limit our flexibility in planning for, or reacting to, changes in our business and the industry in which we
operate;

� place us at a competitive disadvantage compared to our competitors that have less debt; and

� limit our ability to borrow additional amounts for working capital, capital expenditures, acquisitions, debt
service requirements, execution of our business strategy or other purposes.

Any of the above listed factors could materially adversely affect our business, financial condition and results of
operations.

� The terms of our senior credit facility and the indenture governing the 8.0% senior notes due 2013 may
restrict our current and future operations, particularly our ability to respond to changes in our business or to
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take certain actions.

Our senior credit facility and the indenture governing the 8.0% senior notes due 2013 contain covenants that, among
other things, restricts our ability to:

� inc
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