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Indicate by check mark if the registrant is not required to file reports pursuant to Section 13 or Section 15(d) of the
Act.
Yeso Nobp
Indicate by check mark whether the registrant: (1) has filed all reports required to be filed by Section 13 or 15(d) of
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required to file such reports), and (2) has been subject to such filing requirements for the past 90 days. Yesp Noo
Indicate by check mark if disclosure of delinquent filers in response 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. p
Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, or a non-accelerated
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Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Act). Yeso Nob
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the aggregate market value of the registrant s common stock held by non-affiliates of the registrant was approximately
$116,893,296 based on the closing inter-dealer quotation as tracked on the Pink Sheets.
There were 12,062, 280 shares of Common Stock outstanding as of October 18, 2007.
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This Amendment No. 2 on Form 10-K/A ( Amendment ) amends the Annual Report on Form 10-K (the Original

Annual Report ) for the year ended March 31, 2007, which was originally filed with the Securities and Exchange

Commission (the SEC ) on June 29, 2007. We are filing this Amendment in response to a comment letter received
from the SEC in connection with its review of our registration statement on Form S- 1 (File No. 333-144887) and to

add additional disclosure regarding a potential duty claim that might be asserted by the U.S. Bureau of Customs.
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We have included as exhibits to this Amendment new certifications of our principal executive officer and principal
financial officer.
Except as described above, no attempt has been made in this Amendment to modify or update other disclosures
presented in the Original Annual Report. This Amendment does not reflect events occurring after the filing of the
Original Annual Report or modify or update those disclosures, including the exhibits to the Original Annual Report
affected by subsequent events. Accordingly, this Amendment should be read in conjunction with our filings with the
SEC subsequent to the filing of the Original Annual Report, including any amendments to those filings.

2




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

Table of Contents

MOTORCAR PARTS OF AMERICA, INC.
GLOSSARY
When the following terms appear in the text of this report, they have the meanings indicated below.

Used Core  An alternator or starter which has been used in the operation of a vehicle. The Used Core is an original
equipment ( OE ) alternator or starter installed by the vehicle manufacturer and subsequently removed for replacement.
Used Cores contain salvageable parts which are an important raw material in the remanufacturing process. We obtain
most Used Cores by providing credits to our customers for Used Cores sent back to us using our core exchange
program. Our customers receive these Used Cores from consumers who deliver a Used Core to obtain credit from our
customers upon the purchase of a newly remanufactured alternator or starter. If sufficient Used Cores cannot be
obtained from our customers, we will purchase Used Cores from core brokers, who are in the business of buying and
selling Used Cores. The Used Cores purchased or sent to us by our customers using the core exchange program, and
which have been physically received by us, are part of our on-hand raw material or work-in-process inventory
included in long-term core inventory.

Remanufactured Core ~ The Used Core underlying an alternator or starter that has gone through the remanufacturing
process and through that process has become part of a newly remanufactured alternator or starter. The
remanufacturing process takes a Used Core, breaks it down into its component parts, replaces those components that
cannot be reused and reassembles the salvageable components of the Used Core and additional new components into a
remanufactured alternator or starter. Remanufactured Cores are included in our on-hand finished goods inventory and
in the remanufactured finished good product held for sale at the customers locations. Used Cores that have been
returned by end-users to customers but have not yet been sent back to us continue to be classified as Remanufactured
Cores until they are physically received by us. All Remanufactured Cores are included in our long-term core inventory
or in our long-term core inventory deposit.

3
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MOTORCAR PARTS OF AMERICA, INC.

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

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

PART I
Item 1. Business
General
We remanufacture and distribute alternators and starters for import and domestic cars and light trucks. These
after-market replacement parts are sold throughout North America. We sell to most of the largest auto parts chains in
the United States, including AutoZone, Pep Boys, O Reilly Automotive and CSK Automotive. We believe retail chains
currently control approximately 44% of the after-market for remanufactured alternators and starters. Management
believes that the retailers will continue to grow at a favorable pace as they expand their efforts to target the
professional installer market segment. During the past two years, we have focused increased attention on the
professional installer market and have begun to penetrate this segment of the market through sales to General Motors
that are distributed to professional installers through its Service Parts Operation (GM SPO) and through the efforts
that our existing customers are making to target the professional installer marketplace. Management believes the
professional installer market continues to represent an opportunity for us to grow our business.
We have increasingly sought to enter into longer-term customer agreements, and we now have long-term agreements
with substantially all of our major customers. While these agreements strengthen our customer relationships and
business base, they require a significant amount of working capital to build inventory and increase production and
typically include marketing and other allowances that adversely impact near-term revenue, profitability and cash flow.
Certain agreements require us to incur expensive changeover expenses before we experience the benefit of increased
profitability from new customers. To respond to our growing working capital needs and strengthen our financial
position, in May 2007 we completed a private placement of common stock and warrants that resulted in gross
proceeds before expenses of $40,061,000 and net proceeds of approximately $36,500,000.
While we have broadened our revenue base by adding new customers, due to the consolidation of the retail market and
our strong presence in retail, we continue to derive a substantial portion of our revenue from a small number of major
customers. During fiscal 2007, 2006 and 2005, sales to our five largest customers constituted approximately 96%,
96% and 97%, respectively, of our net sales.
To maintain or improve our margins over time while responding to customer pricing and delivery pressures, we have
moved an increasing portion of our remanufacturing operations to lower cost countries outside the United States.
During fiscal 2007, 2006 and 2005 approximately 64%, 32% and 15%, respectively, of our total production was
produced by our subsidiaries in Mexico and Malaysia. By the end of fiscal 2008, we expect that approximately 95% of
our remanufactured units will be produced outside the United States. We continue to transition the bulk of our
remanufacturing, warehousing and shipping/receiving operations in Torrance, California to our facilities in Mexico.
4
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The Automotive After-Market Industry
Two distinct groups of end-users buy replacement after-market automotive parts:
(1) individual do-it-yourself =~ DIY consumers; and (2) professional do-it-for-me  DIFM installers. The consumer mar
is typically supplied through retailers and retail arms of warehouse distributors. Professional installers generally
purchase parts through local independent parts wholesalers, through national warehouse distributors and, at a growing
rate, through commercial account programs with automotive parts retailers servicing the professional DIFM installers.
We believe we are well-positioned for potential growth in both the DIY market through increased sales to our existing
retail chain store customers and in the DIFM market through the efforts of our retail customers to expand their sales to
professional installers and through our sales to GM SPO and warehouse distributors that service the professional
marketplace.
The number of cars on the road in North America has steadily grown. Based on Frost and Sullivan s 2006 report, there
were approximately 270 million vehicles in use in North America. (Frost and Sullivan is a leading consulting group
researching and analyzing new market opportunities in the automotive after-market.) We believe, approximately
130 million of these vehicles are at least ten years old. As a result of the growth in the number of vehicles in use,
particularly vehicles at their prime repair age of seven years old and older, we believe the automotive after-market for
alternators and starters has the opportunity to grow at faster rates than we have experienced in recent years. The
growth in recent years has been negatively affected by the increasing quality of alternators and starters, which defers
the requirement for maintenance. However, we believe that the alternator and starter will still be replaced at least once
in the life of a vehicle and that this build up of deferred maintenance bodes well for industry growth in the future.
While we believe our market will continue to grow in the near-term, higher gasoline prices over a sustained period
may result in lower vehicle miles being driven, which could defer the demand for replacement alternators and starters.
Company Products
During fiscal 2007, 2006 and 2005, sales of replacement alternators and starters for imported and domestic cars and
light trucks constituted 99% of our total sales. Alternators and starters are non-elective replacement parts in all makes
and models of vehicles and are required for a vehicle to operate. Currently, approximately 96% of our units are sold
for resale under customer private labels. The balance is sold under our brand name, Quality Built to Last ®.
Our alternators and starters are produced to meet or exceed original manufacturer specifications. We remanufacture
alternators and starters for virtually all import and domestic vehicles on the road in North America. Remanufacturing
creates a supply of parts at a lower cost to the end user than newly manufactured parts and makes available automotive
parts which are no longer being manufactured as new. Remanufacturing also relieves automotive repair shops of the
need to rebuild worn parts on an individual basis and conserves material which would otherwise be used to
manufacture new replacement parts. Our remanufactured parts are sold at competitively lower prices than most new
replacement parts.
We recycle nearly all materials in keeping with our focus of positively impacting the environment. All parts, including
metal from the Used Cores and corrugated packaging, are recycled.
The technology and the specifications for the components used in our products, particularly alternators, have become
more advanced in response to the installation in vehicles of an increasing number of electrical components such as
navigation systems, steering wheel-mounted electronic controls, keyless entry devices, heated rear windows and seats,
high-powered stereo systems and DVD players. As a result of this increased electrical demand, alternators require
more advanced technology and higher grade components and per unit sales prices have increased accordingly. The
increasing complexity of cars and light trucks and the number of different makes and models of these vehicles have
resulted in a significant increase in the number of different alternators and starters required to service imported and
domestic cars and light trucks. We now carry over 2,700 stock keeping units (SKUs) which cover applications for
most import and domestic cars and light trucks on the road in North America.

5
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Customers: Customer Concentration
Our products are marketed throughout the United States and Canada. Currently, we serve four of the five largest retail
automotive chain stores with an aggregate of approximately 7,200 retail outlets as well as small to medium-sized
automotive warehouse distributors. The products we sell to one of the largest automobile manufacturers in the world
are distributed to over 7,000 dealers and approximately 100 dedicated distributors.
We are substantially dependent upon sales to our major customers. During fiscal 2007, 2006 and 2005, sales to our
five largest customers constituted approximately 96%, 96% and 97%, respectively, of our net sales, and sales to our
largest customer AutoZone, constituted 64%, 70% and 71%, respectively, of our net sales. Any meaningful reduction
in the level of sales to any of these customers, deterioration of any customer s financial condition or the loss of a
customer could have a materially adverse impact upon us. In addition, the concentration of our sales and the
competitive environment in which we operate has increasingly limited our ability to negotiate favorable prices and
terms for our products.
Customer Arrangements; Impact on Working Capital
We have long-term agreements with substantially all of our major customers. Under these agreements, which typically
have initial terms of at least four years, we are designated as the exclusive or primary supplier for specified categories
of remanufactured alternators and starters. Because of the very competitive nature of the market for remanufactured
starters and alternators and the limited number of customers for these products, our customers have increasingly
sought and obtained price concessions, significant marketing allowances and more favorable delivery and payment
terms in consideration for our designation as a customer s exclusive or primary supplier. These incentives differ from
contract to contract and can include (i) the issuance of a specified amount of credits against receivables in accordance
with a schedule set forth in the relevant contract, (ii) support for a particular customer s research or marketing efforts
provided on a scheduled basis, (iii) discounts granted in connection with each individual shipment of product and (iv)
other marketing, research, store expansion or product development support. We have also entered into agreements to
purchase certain customers Remanufactured Core inventory and to issue credits to pay for that inventory according to
a schedule set forth in the agreement. These contracts typically require that we meet ongoing performance, quality and
fulfillment requirements. An agreement with one customer grants the customer the right to terminate the agreement at
any time for any reason. Our contracts with major customers expire at various dates ranging from December 2007
through December 2012.
These longer-term agreements strengthen our customer relationships and business base. The increased demand for
product that we have recently experienced has caused a significant increase in our inventories, accounts payable and
personnel. Customer demands that we purchase their Remanufactured Core inventory have also been a significant and
an additional strain on our available working capital. The marketing and other allowances we typically grant our
customers in connection with our new or expanded customer relationships adversely impact the near-term revenues,
profitability and associated cash flows from these arrangements. However, we believe the investment we make in
these new or expanded customer relationships will improve our overall liquidity and cash flow from operations over
time.
To address our working capital needs, in May 2007, we sold 3,641,909 shares of common stock in a private placement
to accredited investors at a price of $11.00 per share, resulting in aggregate gross proceeds before expenses of
$40,061,000 and net proceeds of approximately $36,500,000. We also issued these investors warrants to purchase up
to 546,283 shares of common stock, at an exercise price of $15.00 per share. We have the right to call these warrants
under certain conditions.
Multi-Year Inventory Transactions
During the past three fiscal years, we entered into three agreements that required us to record on our books inventory
held by our customers.
The inventory transaction with our largest customer has had a material impact on our reported results and working
capital for the last three fiscal years. We entered into the initial four-year agreement with this customer in May 2004.
Under this agreement, we became the primary supplier of import alternators and starters for eight of this customer s
6
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distribution centers and agreed to sell this customer certain products on a pay-on-scan ( POS ) basis. Under the POS
arrangement, we continued to carry the inventory that this retailer had on its shelf for resale until that inventory was
sold to an end user. At that point, we were entitled to receive payment. As part of the 2004 agreement, we purchased
approximately $24,000,000 of this customer s inventory through the issuance of credits against receivables from that
customer. The last of these credits was issued in April 2006. The parties also agreed to use reasonable commercial
efforts to convert the overall purchasing relationship to a POS arrangement by April 2006, and, if the POS conversion
was not fully accomplished by that time, we agreed to convert $24,000,000 of this customer s inventory to a POS
arrangement by purchasing this inventory through the issuance of credits of $1,000,000 per month over a 24-month
period ending April 2008.

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

Under this agreement, we purchased approximately $19,980,000 of the customer s Remanufactured Core inventory by
issuing credits to the customer in that amount on August 31, 2006. In establishing the related long-term core inventory
deposit, we valued these Remanufactured Cores at $11,918,000 based on the then current cost of long-term core
inventory. The resulting $8,062,000 reduction in the carrying value of these Remanufactured Cores reduced our net
sales for the fiscal year ended March 31, 2007 by the same amount. If our relationship with this customer is
terminated, the customer is obligated to purchase any unreturned Remanufactured or Used Cores from us for cash
either immediately or over a period of time as that customer liquidates its inventory. The amount of the payment is
based upon the contractual per Remanufactured Core price. This contractual price exceeds the value used to establish
the long-term core inventory deposit. As of March 31, 2007, the long-term core inventory deposit balance related to
this agreement was approximately $19,629,000. Long-term core inventory deposit related to this August 31, 2006,
transaction has not changed, but the total balance in the account has increased due to an additional subsequent
Remanufactured Core purchases.

In March 2005, we entered into an agreement with another major customer. As part of this agreement, our designation
as this customer s exclusive supplier of remanufactured import alternators and starters was extended from February 28,
2008 to December 31, 2012. In addition to customary marketing allowances, we agreed to acquire the customer s
import alternator and starter Remanufactured Core inventory by issuing $10,300,000 of credits over a five-year

period. The amount of credits issued is subject to adjustment if sales to the customer decrease in any quarter by more
than an agreed upon percentage. As of March 31, 2007, approximately $5,613,000 of credits remains to be issued. The
customer is obligated to purchase any unreturned Remanufactured or Used Cores in the customer s inventory upon
termination of the agreement for any reason. As we issue credits to this customer, we establish a long-term core
inventory deposit account for the value of the Remanufactured Core inventory estimated to be on hand with the
customer and subject to purchase upon termination of the agreement, and reduce revenue by the amount by which the
credit exceeds the estimated Remanufactured Core inventory value. As of March 31, 2007, the long-term core
inventory deposit balance related to this agreement was approximately $1,938,000. We regularly review the long-term
core inventory deposit account using the same asset valuation methodologies we use to value our unreturned
Remanufactured Core inventory.

In July 2006, we entered into an agreement with a new customer to become their primary supplier of alternators and
starters. As part of this agreement, we agreed to acquire a portion of the customer s import alternator and starter
Remanufactured Core inventory by issuing approximately $950,000 of credits over twenty quarters. As of March 31,
2007, approximately $855,000 of credits remained to be issued under the agreement. Certain promotional allowances
were earned by the customer on an accelerated basis during the first year of the agreement. On May 22, 2007, this
agreement was amended to eliminate our obligation to acquire a portion of the customer s import alternator and starter
Remanufactured Core inventory, and the customer refunded approximately $95,000 in accounts receivable credits
previously issued.

Competition

Table of Contents 10
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The after-market for remanufactured alternators and starters is highly competitive. Our most significant competitors
are a division of Remy International, Inc. and BBB Industries. We also compete with several medium-sized
remanufacturers and a large number of smaller regional and specialty remanufacturers. Overseas manufacturers,
particularly those located in China, are increasing their operations and could become a significant competitive force in
the future.

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

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

Company Operations

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

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

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

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

Our customers purchase from us a remanufactured unit to be sold to their consumer.

Our customers offer their consumers a credit to exchange their used unit (Used Core) at the time the consumer
purchases a remanufactured unit.

We, in turn, offer our customers a credit to send us these Used Cores. The credit reduces our accounts

receivable.
Our customers are not obligated to send us all the Used Cores exchanged by their consumers. We have historically
purchased approximately 15% to 20% of our Used Cores in the open market from core brokers who specialize in
buying and selling Used Cores. Although the open market is not a primary source of Used Cores, it does offer us a
supplemental source for maintaining stock balances, so that we can continue to meet our raw material demands. Not
all Used Cores are reusable. Remanufacturing consumes, on average, more than one Used Core for each
remanufactured unit produced. Although the yield rates depend upon both the product and customer specifications,
our overall average yield rates are about 85%, meaning we use about 117 Used Cores to provide sufficient salvageable
components to complete 100 remanufactured products. During the fiscal year ended March 31, 2007, we purchased
approximately 28% of our Used Cores from core brokers. This increase in broker purchases was necessary to
accommodate our offshore operations and the new business we obtained.
The price of a finished product sold to our customers is generally comprised of an amount for remanufacturing ( unit
value ) and an amount separately invoiced for the Remanufactured Core included in the product ( Remanufactured Core
charge ). The Remanufactured Core charge is equal to the credit we offer to induce the customer to use our core
exchange program and send back the Used Cores to replenish the raw materials we need to produce additional finished
goods. In accordance with our net-of-core-value revenue recognition policy, at the time a sale is recorded, we only
recognize as revenue the unit value of the finished product. We also record as long-term core inventory the cost of
Remanufactured Cores included in the finished goods that are shipped to customers and that we expect to be sent back
to us as part of the core exchange program. During fiscal 2007, 2006 and 2005, approximately 96%, 93% and 96%,
respectively, of the Remanufactured Cores we shipped as part of finished goods were replaced by similar Used Cores
sent back to us under our core exchange program and resulting in the issuance of credits equal to the related
Remanufactured Core value.
Other materials and components used in remanufacturing are purchased in the open market. Our main supplier
provided approximately 22%, 21% and 17% of our raw materials purchased during the years ended March 31, 2007,
2006 and 2005, respectively, and we are dependent on that supplier s ability to provide us with product. No other
supplier provided more than 10% of our raw material needs during these periods.
The ability to obtain Used Cores, materials and components of the types and quantities we need is essential to our
ability to meet demand.
Return Rights. Under our customer agreements and general industry practice, our customers are allowed stock
adjustments when their inventory of certain product lines exceeds the anticipated sales to end-user customers.
Customers have various contractual rights for stock adjustments which range from 3%-5% of total units sold. In some
instances, we allow a higher level of returns in connection with a significant update order. Stock adjustment returns
are not recorded until they are authorized by us, and they do not occur at any specific time during the year. In addition,
we allow customers to return goods to us that their end-user customers have returned to them. This general right of
return is allowed regardless of whether the returned item is defective. We seek to limit the aggregate of stock
adjustment and other customer returns to less than 20% of unit sales.
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with us, we have no further obligation to accept additional product returns from that customer. Similarly, we accept
product returns and grant appropriate credits from new customers from the time the new customer relationship is
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established. This obligation to accept returns from new customers does not result in decreased liquidity or increased
expenses since we only accept one returned product for each unit sold to the new customer. The return must be
received by us in the original box of the unit sold.
We provide for the anticipated returns of inventory in accordance with Statement of Financial Accounting Standards
No. 48, Revenue Recognition When Right of Return Exists by reducing revenue and cost of sales for the unit value of
goods sold based on a historical return analysis and information obtained from customers about current stock levels
and anticipated stock adjustment returns.
Sales, Marketing and Distribution. We offer one of the widest varieties of alternators and starters available to the
market, and we market and distribute our products throughout North America. Our products for the automotive retail
chain market are primarily sold under our customers private labels. During fiscal 2004, we expanded our sales efforts
beyond automotive retail chains to include warehouse distribution centers serving professional installers. Our products
are sold under private label and our own Quality-Built brands. Products are shipped from our remanufacturing facility
in Torrance, California and our fee warehouse facilities in Fairfield, New Jersey and Springfield, Oregon.
We publish, for print and electronic distribution, a catalog with part numbers and applications for our alternators and
starters along with a detailed technical glossary and informational database. We believe that we maintain one of the
most extensive catalog and product identification systems available to the market.
Included in sales are royalties we receive from the licensing of intellectual property developed over many years
related to rotating electrical products (alternators and starters).
Employees. As of March 31, 2007, we had 580 employees in the United States (down from 833 at March 31, 2006,
and 1,100 at March 31, 2005), substantially all of whom were located in Torrance, California. Of our U.S.-based
employees, 104 are administrative personnel and 24 are sales personnel. In addition, at March 31, 2007, we employed
309 people in Singapore and Malaysia and 638 people at our remanufacturing facility in Tijuana, Mexico. A union
represents all hourly employees covered by collective bargaining agreements at our Mexico facility. All other
employees are non-union. We consider our relations with our employees to be satisfactory.
Seasonality of Business
Extreme weather conditions impact alternator and starter failures, resulting in a modest seasonal impact on our
business. Due to their nature and design, as well as the limits of technology, alternators and starters traditionally failed
when operating in extreme conditions. During the summer months, when the temperature typically increases over a
sustained period of time, alternators were more likely to fail. Similarly, during winter months, starters were more
likely to fail. Since alternators and starters are critical for the operation of the vehicle, failed units require immediate
replacement. As a result, during the summer months we experienced an increase in alternator sales, and during the
winter months we experienced an increase in starter sales. This seasonality impact has been diminished by the
improvement in the quality of alternators and starters.
Governmental Regulation
Our operations are subject to federal, state and local laws and regulations governing, among other things, emissions to
air, discharge to waters, and the generation, handling, storage, transportation, treatment and disposal of waste and
other materials. We believe that our businesses, operations and facilities have been and are being operated in
compliance in all material respects with applicable environmental and health and safety laws and regulations, many of
which provide for substantial fines and criminal sanctions for violations. Potentially significant expenditures,
however, could be required in order to comply with evolving environmental and health and safety laws, regulations or
requirements that may be adopted or imposed in the future.
Based upon the closing price of our common stock on September 29, 2006, we are now required to comply with
Section 404 of the Sarbanes-Oxley Act of 2002 ( SOX ). A significant amount of management s time has been focused
on Section 404 compliance work associated with the filing of this Form 10-K, and significant costs have
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been incurred. We expect our SOX compliance work will continue to require significant commitment of management
time and the incurrence of significant general and administrative expenses.
Evaluation of Strategic Options
We are continuing to evaluate strategic options that we might pursue to enhance shareholder value. These could
include an acquisition of another company or a sale of our company to a third party. There is no assurance, however,
that we will enter into any transaction as a result of our efforts in this regard.
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Item 1A Risk Factors
While we believe the risk factors described below are all the material risks currently facing our business, additional
risks we are not presently aware of or that we currently believe are immaterial may also impair our business
operations. Our financial condition or results of operations could be materially and adversely impacted by these risks,
and the trading price of our common stock could be adversely impacted by any of these risks. In assessing these risks,
you should also refer to the other information included in or incorporated by reference into this Form 10-K, including
our consolidated financial statements and related notes thereto appearing elsewhere or incorporated by reference in
this Form 10-K.
We rely on a few major customers for a significant majority of our business, and the loss of any of these customers,
significant changes in the prices, marketing allowances or other important terms provided to any of our major
customers or adverse developments with respect to the financial condition of any of our major customers would
reduce our net income and operating results.
Our sales are concentrated among a few major customers. During fiscal 2007, sales to our five largest customers
constituted 96% of our net sales, and sales to our largest customer constituted 64% of our net sales. Because our sales
are concentrated, and the market in which we operate is very competitive, we are under ongoing pressure from our
customers to offer lower prices, extended payment terms, increased marketing allowances and other terms more
favorable to these customers. These customer demands have put continued pressure on our operating margins and
profitability, resulted in periodic contract renegotiation to provide more favorable prices and terms to these customers
and significantly increased our working capital needs. In addition, this customer concentration leaves us vulnerable to
any adverse change in the financial condition of any of our major customers. The loss or significant decline of sales to
any of our major customers would reduce our net income and adversely affect our operating results.
Our contract with our largest customer is scheduled to expire in August 2008. At this point, we cannot provide
assurance that this contract will be extended or estimate the impact any such contract extension would have on our
reported results. If this contract is not renewed or we are required to provide significant customer concessions to
renew this contract, our operating results would be materially and adversely impacted.
The expansion of our offshore remanufacturing and logistic activities has put downward pressure on our
near-term operating results and exposed us to increased risks associated with political or economic instability in
the foreign countries where we conduct operations.
To respond to customer pressures while maintaining or improving gross margins, we have expanded our overseas
operations. Most recently, we established a remanufacturing operation near Tijuana, Mexico. While we anticipate that
the remanufacturing costs in Mexico will ultimately be lower than those we have incurred in our Torrance, California
facility, we have experienced remanufacturing inefficiencies associated with the ramp-up of our Mexican operations
that adversely impacted our operating results during the years ended March 31, 2007 and 2006. In addition, we believe
that we will continue to incur duplicative logistics and general and administrative costs as we transition more of our
activities from Torrance to Mexico. These inefficiencies are expected to have an adverse impact on our operating
results through at least fiscal 2008. It is also possible that we could experience disruptions in remanufacturing and
logistics activities as a result of the wind-down of our Torrance remanufacturing activities that could have a material
adverse impact on our operating results. The expansion of our overseas operations also increases our exposure to
political or economic instability in the host countries and to currency fluctuations.
The complexity associated with the accounting for our operating results and the SEC s review of our previously
issued financial statements and core accounting principles may continue to result in fluctuations in our reported
operating results and additional future restatements of our previously issued financial statements.
Because we receive Used Cores, a critical remanufacturing component, through customer returns and we offer
marketing allowances and other incentives that impact revenue recognition, the accounting for our operations is more
complex than that for many businesses the same size or larger. Approximately three years ago, the SEC commenced a
review of our previously-filed financial statements. As we responded to the SEC s questions, we undertook a
comprehensive review of a number of our critical accounting policies, including several of our revenue
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recognition policies. This review resulted in the restatement of a number of our previously-issued annual and quarterly
reports and required that we commit a significant level of management time and incur a significant level of
professional fees. While we believe the SEC has completed this review, we have received no assurance in this regard.
Our reported operating results could be subject to future accounting policy changes as a result of the SEC s review of
our public reports. In May 2007, the SEC contacted us and indicated they were conducting a review of the accounting
principles applied by public companies that use Used Cores acquired from customers in the production of their
finished goods. We are cooperating with the SEC as their general review of these accounting issues proceeds. In
addition, during the course of the preparation and review of our interim financial statements for the three and six
months ended September 30, 2006, errors were identified in our application of generally accepted accounting
principles. The correction of these errors required us to restate previously issued financial statements. In connection
with our evaluation of our compliance with Section 404 of the Sarbanes-Oxley Act of 2002 for the current fiscal year,
we have determined that there are material weaknesses in our internal controls over financial reporting.
Interruptions or delays in obtaining component parts could impair our business and adversely affect our operating
results.
In our remanufacturing processes, we obtain Used Cores, primarily through customer returns, and component parts
from third-party manufacturers. Historically, the level of Used Core returns from customers together with purchases
from core brokers have provided us with an adequate supply of this key component. If there was a significant
disruption in the supply of Used Cores, whether as a result of increased Used Core acquisitions by existing or new
competitors or otherwise, our operating activities would be materially and adversely impacted. In addition, a number
of the other components used in the remanufacturing process are available from a very limited number of suppliers. In
fiscal 2007, we received 22% of our raw materials from a single supplier. We are, as a result, vulnerable to any
disruption in component supply, and any meaningful disruption in this supply would materially and adversely impact
our operating results.
Increases in the market prices of key component raw materials could negatively impact our profitability.
In light of the long-term, continuous pressure on pricing which we have experienced from our major customers, we
may not be able to recoup the higher prices which raw materials, particularly aluminum and copper, may command in
the market-place. We believe the impact of higher raw material prices, which is outside our control, is mitigated to
some extent because we recover a substantial portion of our raw materials from Used Cores returned to us by our
customers. However, we are unable to determine what adverse impact, if any, sustained raw material price increases
may have on our profitability.
Substantial and potentially increasing competition could reduce our market share and significantly harm our
financial performance.
While we believe we are well-positioned in the market for remanufactured alternators and starters, this market is very
competitive. In addition, other overseas manufacturers, particularly those located in China, are increasing their
operations and could become a significant competitive force in the future. We may not be successful competing
against other companies, some of which are larger than us and have greater financial and other resources at their
disposal. Increased competition could put additional pressure on us to reduce prices or take other actions which may
have an adverse effect on our operating results.
Our financial results are affected by alternator and starter failure rates that are outside our control.
Our operating results are affected by alternator and starter failure rates. These failure rates are impacted by a number
of factors outside our control, including alternator and starter designs that have resulted in greater reliability,
consumers driving fewer miles as a result of high gasoline prices and mild weather. A reduction in the failure rates of
alternators or starters would adversely affect our sales and profitability.
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Our operating results may continue to fluctuate significantly.
We have experienced significant variations in our quarterly results of operations. These fluctuations have resulted
from many factors, including shifting customer demands, shifts in the demand and pricing for our products and
general economic conditions, including changes in prevailing interest rates. Our gross profit percentage fluctuates due
to numerous factors, some of which are outside our control. These factors include the timing and level of marketing
allowances provided to our customers, differences between the level of projected sales to a particular customer and the
actual sales during the relevant period, pricing strategies, the mix of products sold during a reporting period,
fluctuations in the level of Used Core returns during the period and general market and competitive conditions.
Our bank may not waive future defaults under our credit agreement.
Over the past several years, we have violated a number of the financial and other covenants contained in our bank
credit agreement. To this point, the bank has been willing to waive these covenant defaults and to do so without
imposing any meaningful cost or penalty on us. If we fail to meet the financial covenants or the other obligations set
forth in our bank credit agreement in the future, there is no assurance that the bank will waive any such defaults.
Our level of indebtedness and the terms of our indebtedness could adversely affect our business and liquidity
position.
While our recently completed private placement of common stock and warrants has strengthened our capital position,
we expect that our indebtedness may increase substantially from time to time for various reasons, including
fluctuations in operating results, marketing allowances provided to customers, capital expenditures and possible
acquisitions. Our indebtedness could materially affect our business because (i) a portion of our cash flow must be used
to service debt rather than finance our operations, (ii) it may eventually impair our ability to obtain financing in the
future and (iii) it may reduce our flexibility to respond to changes in business and economic conditions or take
advantage of business opportunities that may arise.
Our largest shareholder has the ability to influence all matters requiring the approval of our board of directors and
our shareholders.
As of June 1, 2007, Mel Marks, our founder and Board member, held 14.5% of our outstanding common stock, and
we believe other members of the Marks family held an additional 4.6% of our outstanding stock. As a result of his
holdings, Mel Marks has the ability to exercise substantial influence over us and his interests (and those of his family)
may conflict with the interests of other shareholders.
Our common stock is thinly traded and this market does not provide shareholders with a meaningful degree of
liquidity.
Our common stock is currently traded on the Pink Sheets. Trading on the Pink Sheets can be sporadic, and the average
trading volume is approximately 3,000 to 4,000 shares per day. As a result, Pink Sheet trading does not provide any
meaningful liquidity to investors. While we will continue to seek exchange listing for our shares, our efforts to date
have not been successful, and there is no assurance that our current efforts will succeed.
Our rights agreement contains provisions that could hinder or prevent a change in control of our company.
In February 1998, we established a rights plan, which expires in February 2008. Under this plan, in certain
circumstances, including the acquisition of 20% of our outstanding common stock, each right not owned by the person
acquiring this stock interest would entitle its holder to receive, upon exercise, shares of common stock having a value
equal to twice the exercise price of the right. These rights make it more difficult for a third party to acquire a
controlling interest in us without our Board s approval. As a result, the existence of the rights could have an adverse
impact on the market for our common stock.
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Our failure to achieve and maintain effective internal controls in accordance with Section 404 of the
Sarbanes-Oxley Act of 2002 could have a material adverse effect on our business and the price of our common
stock.
Based upon the closing price of our common stock on September 29, 2006, we are now required to comply with
Section 404 of the Sarbanes-Oxley Act of 2002 ( SOX ). Section 404 requires our management to assess the
effectiveness of our internal control over financial reporting at the end of each fiscal year and certify whether or not
internal control over financial reporting is effective. Our independent accountants are also required to express an
opinion with respect to the effectiveness of our internal controls. In connection with our evaluation of Section 404
compliance for the current fiscal year, we have determined that there are material weaknesses in our internal controls
over financial reporting.
Unfavorable currency exchange rate fluctuations could adversely affect us.
We are exposed to market risk from material movements in foreign exchange rates between the U.S. dollar and the
currencies of the foreign countries in which we operate. As a result of our growing operations in Mexico, our primary
risk relates to changes in the rates between the U.S. dollar and the Mexican peso. To mitigate this currency risk, in
August 2005 we began to enter into forward foreign exchange contracts to exchange U.S. dollars for Mexican pesos.
The extent to which we use forward foreign exchange contracts is periodically reviewed in light of our estimate of
market conditions and the terms and length of anticipated requirements. The use of derivative financial instruments
allows us to reduce our exposure to the risk that the eventual net cash outflow resulting from funding the expenses of
the foreign operations will be materially affected by changes in the exchange rates. We do not engage in currency
speculation or hold or issue financial instruments for trading purposes. These contracts expire in a year or less. Any
change in the fair value of foreign exchange contracts is accounted for as an increase or offset to general and
administrative expenses in current period earnings.
Item 1B Unresolved Staff Comments
We have not received any written comments from the SEC staff regarding our periodic or current reports under the
Securities Exchange Act of 1934 that were issued more than 180 days before the end of fiscal 2007, which we believe
remain unresolved.
Item 2 Properties
We lease all of the real property used in our operations. We presently lease approximately 227,000 square feet of
warehouse, production and administrative space in Torrance, California. In fiscal 2007, we experienced a significant
increase in unit demand from our existing and new customers. As a result, in November 2006, we entered into an
amendment to the lease that extended the lease term for an additional five year period ending March 31, 2012. Under
the amendment, we have the right to cancel the lease with respect to approximately 80,000 square feet of the leased
space in the first and the second year of the extended lease period. The amendment also gives us an option to extend
the lease for an additional five years beginning April 1, 2012. We also lease approximately 4,005 square feet adjacent
to our main Torrance facility that is used as additional office and record storage space. The lease on this second
building has terms which coincide with the lease on the main Torrance building. We expect to continue to use our
Torrance facility for receiving, distribution and other logistics related activities until we can transition this portion of
our remanufacturing operations to our facility in Mexico.
On October 28, 2004, we entered into a build-to-suit lease covering approximately 125,000 square feet of industrial
premises in Tijuana, Mexico. The lease has a term of 10 years from the date the facility was available for occupancy,
and we have an option to extend the lease term for two additional 5-year periods. In May 2005, we took possession of
these premises. In April 2006, we leased an additional 61,000 square feet adjoining its existing space. On October 18,
2006, we entered into an amendment to lease an adjacent 125,000 square feet. This new space was fully occupied in
January 2007 and is expected to be used for core receiving, sorting and storage related functions. The amendment has
the same terms as the current lease.
In addition, we occupy nearly 50,000 square feet of leased remanufacturing, warehousing, and office space under
eight separate leases which expire on various dates through March 31, 2009, in Singapore and Malaysia.
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The Nashville, Tennessee area facilities we lease consist of two locations. We currently lease approximately 2,067
square feet of office space under a lease that expires on May 31, 2012. In April 2005, we entered in an agreement to
lease approximately 82,600 square feet of warehouse and office space for a term of five years and two months. We
currently intend to close this warehouse facility during the second quarter of fiscal 2008 and are seeking to sub-lease
the facility.
We believe the facilities we are retaining are sufficient to satisfy our foreseeable warehousing, production, distribution
and administrative office space requirements.

Item 3 Legal Proceedings
In fiscal 2003, the SEC filed a civil suit against us and our former chief financial officer, Peter Bromberg, arising out
of the SEC s investigation into our fiscal 1997 and 1998 financial statements ( Complaint ). Simultaneously with the
filing of the SEC Complaint, we agreed to settle the SEC s action without admitting or denying the allegations in the
Complaint. Under the terms of the settlement, we are subject to a permanent injunction barring us from future
violations of the antifraud and financial reporting provisions of the federal securities laws. No monetary fine or
penalty was imposed upon us in connection with this settlement with the SEC. The United States Attorney s Office has
informed us that it does not intend to pursue criminal charges against the Company arising from the events involved in
the SEC Complaint.
On May 20, 2004, the SEC and the United States Attorney s Office announced that Peter Bromberg was sentenced to
ten months, including five months of incarceration and five months of home detention, for making false and
misleading statements about our financial condition and performance in our 1997 and 1998 Forms 10-K filed with the
SEC.
In December 2003, the SEC and the United States Attorney s Office filed charges against Richard Marks, our former
President and Chief Operating Officer. Mr. Marks agreed to plead guilty to the criminal charges, and on June 17, 2005
he was sentenced to nine months of incarceration, nine months of home detention, 18 months of probation and fined
$50,000. In settlement of the SEC s civil fraud action, Mr. Marks paid over $1.2 million in fines and was permanently
barred from serving as an officer or director of a public company.
Based upon the terms of agreements we previously entered into with Mr. Marks, we paid the costs he incurred in
connection with the SEC and United States Attorney s Office s investigation. During fiscal 2006, 2005 and 2004, we
incurred costs of approximately $368,000, $556,000 and $966,000, respectively, pursuant to this indemnification
arrangement. Following the conclusion of these investigations, we sought reimbursement from Mr. Marks of certain
of the legal fees and costs we advanced. In June 2006, we entered into a Settlement Agreement and Mutual Release
with Mr. Marks. Under this agreement, Mr. Marks is obligated to pay us $682,000 on January 15, 2008 and to pay
interest at the prime rate plus one percent on June 15, 2007 and January 15, 2008. Mr. Marks made the June interest
payment on June 22, 2007. As required by this agreement, Mr. Marks pledged 80,000 shares of our common stock to
secure this payment obligation. If at any time the market price of the stock pledged by Mr. Marks is less than 125% of
Mr. Marks obligation, he is required to pledge additional stock to maintain no less than the 125% coverage level.
Richard Marks is the son of Mel Marks, our founder, largest shareholder and member of our Board. The settlement
with Mr. Richard Marks was unanimously approved by a Special Committee of the Board consisting of
Messrs. Borneo, Gay and Siegel. At March 31, 2007, we recorded a shareholder note receivable for the $682,000 Mr.
Marks owes to us. The note is classified in shareholders equity as it is collateralized by our common stock. We
reduced our general and administrative expenses by $682,000 and recorded related interest income of $75,000 during
the year ended March 31, 2007.
We are subject to various other lawsuits and claims in the normal course of business. Management does not believe
that the outcome of these matters will have a material adverse effect on its financial position or future results of
operations.
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Item 4 Submission of Matters to a Vote of Security Holders

None.
PART II

Item 5 Market for Registrant s Common Equity, Related Stockholder Matters and Issuer Purchases of Equity
Securities
Our Common Stock is currently traded on the Pink Sheets under the trading symbol MPAA .PK. The trading on the
Pink Sheets can be sporadic and does not constitute an established trading market for our Common Stock. The
following table sets forth the high and low bid quotations for our Common Stock during each quarter of fiscal 2007
and 2006 as tracked on the Pink Sheets. The quotations reflect inter-dealer prices and may not necessarily represent
actual transactions and do not include any retail mark-ups, markdowns or commissions.

Fiscal 2007 Fiscal 2006
High Low High Low
Ist Quarter $13.35 $11.05 $11.65 $ 9.80
2nd Quarter $13.51 $11.35 $11.41 $10.72
3rd Quarter $14.70 $13.10 $11.00 $ 8.98
4th Quarter $14.95 $12.60 $14.90 $ 9.95

As of June 27, 2007 there were 12,026,731 shares of Common Stock outstanding held by 69 holders of record. We
have never declared or paid dividends on our Common Stock. The declaration of any prospective dividends is at the
discretion of the Board of Directors and will be dependent upon sufficient earnings, capital requirements and financial
position, general economic conditions, state law requirements and other relevant factors. Additionally, our agreement
with our lender prohibits payment of dividends, except stock dividends, without the lender s prior consent.
Preferred Stock
On February 24, 1998, we entered into a Rights Agreement with Continental Stock Transfer & Trust Company. As
part of this agreement, we established 20,000 shares of Series A Junior Participating Preferred Stock, par value $.01
per share. The Series A Junior Participating Preferred Stock has preferential voting, dividend and liquidation rights
over the Common Stock.
On February 24, 1998, we also declared a dividend distribution to the March 12, 1998 holders of record of one Right
for each share of Common Stock held. Each Right, when exercisable, entitles its holder to purchase one
one-thousandth of a share of our Series A Junior Participating Preferred Stock at a price of $65 per one
one-thousandth of a share (subject to adjustment).
The Rights are not exercisable or transferable apart from the Common Stock until an Acquiring Person, as defined in
the Rights Agreement acquires 20% or more of the outstanding shares of the Common Stock or announces a tender
offer that would result in 20% ownership, in each case without the prior consent of our Board of Directors. We are
entitled to redeem the Rights, at $.001 per Right, any time until ten days after a 20% position has been acquired.
Under certain circumstances, including the acquisition of 20% of our Common Stock, each Right not owned by a
potential Acquiring Person will entitle its holder to receive, upon exercise, shares of Common Stock having a value
equal to twice the exercise price of the Right.
Holders of a Right will be entitled to buy stock of an Acquiring Person at a similar discount if, after the acquisition of
20% or more of our outstanding Common Stock, we are involved in a merger or other business combination
transaction with another person in which we are not the surviving company, our common shares are changed or
converted, or we sell 50% or more of our assets or earning power to another person. The Rights expire on March 12,
2008 unless earlier redeemed by the Company.
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The Rights make it more difficult for a third party to acquire a controlling interest in the Company without our Board s
approval. As a result, the existence of the Rights could have an adverse impact on the market for our Common Stock.

Equity Compensation Plan Information

The following table summarizes our equity compensation plans as of March 31, 2007:

Plan Category

Equity compensation plans approved by

securities holders

Equity compensation plans not approved by

security holders

Total

() Consists of
options issued
pursuant to our
1994 Employee
Stock Option
Plan, 1996
Employee Stock
Option Plan,
Director s Plan,
2003
Long-Term
Incentive Plan
and 2004
Non-Employee
Director Stock
Option Plan.

@

Table of Contents

(a)

Number of
securities to be
issued upon
exercise of
outstanding
options,
warrants and
rights

1,688,067(1)
N/A

1,688,067

(b)

Weighted-average

exercise

price of
outstanding

options
warrants and

rights
$ 8.29
N/A
$ 8.29

(c)
Number of
securities
remaining
available for
future
issuance under
equity
compensation
plans

(excluding
securities
reflected in
column
(a)
187,766

N/A

187,766

2
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Consists of
options
available for
issuance under
our 2003
Long-Term
Incentive Plan
and 2004
Non-Employee
Director Stock
Option Plan.
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Performance Graph
The following graph compares the cumulative return to holders of common stock for the fiscal years ended March 31,
2003, 2004, 2005, 2006 and 2007 with the National Association of Securities Dealers Automated Quotation
( NASDAQ ) Market Index and an index for our peer group. The comparison assumes $100 was invested at the close of
business on March 31, 2002 in our common stock and in each of the comparison groups, and assumes reinvestment of
dividends.
Comparison of 5 Year Cumulative Total Return
Assumes Initial Investment of $100 at March 31, 2002

Index Through March 2007
Annual Return Percentage Based upon historical performance, the following table depicts the annual percentage
return earned in each of the three comparison groups:
Total Shareholder Returns-Dividends Reinvested

Annual Return Percentage

Year Ended March 31,
Company/Index 2003 2004 2005 2006 2007
Motorcar Parts of America, Inc -50.55% 271.11% 31.15% 21.92% 7.49%
Peer Group -28.01% 43.21% 5.75% 2.12% 21.12%
NASDAQ -26.98% 49.38% 0.85% 18.01% 4.17%
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Indexed Returns Based upon historical performance, the following table displays the results of $100 invested at the
close of business on March 31, 2002 in the common stock of each of the comparison groups and assumes
reinvestment of dividends:
ZACKS TOTAL RETURN ANNUAL COMPARISON
5 YEAR CUMULATIVE TOTAL RETURN SUMMARY
Through March 31, 2007

2002 2003 2004 2005 2006 2007

MPA Return% (50.55) 271.11 31.15 21.92 7.49
Cum

$ $100.00 $ 49.45 $183.51 $240.68 $293.44 $315.41

NASDAQ Return% (26.98) 49.38 0.85 18.01 4.17
Cum

$ $100.00 $ 73.02 $109.08 $110.00 $129.82 $135.23

Peer Group Return% (28.01) 43.21 5.75 2.12 21.12
Cum

$ $100.00 $ 71.99 $103.10 $109.02 $111.34 $134.85

Corporate Performance Graph with peer group uses peer group only performance and excludes Motorcar Parts of
America, Inc.
Peer group indices use beginning of period market capitalization weighting.
S&P index returns are calculated by Zacks.
Peer Group:
Aftermarket Technologies Corporation

Dorman Products, Inc.
Standard Motor Products, Inc.

Proliance International, Inc.
Item 6 Selected Financial Data
The following selected historical consolidated financial information as of and for each of the years ended March 31,
2007, 2006, 2005, 2004 and 2003, has been derived from and should be read in conjunction with our consolidated
financial statements and related notes thereto.

Fiscal Year Ended March 31,

Income Statement Data 2007 2006 2005 2004 2003
Net sales $136,323,000 $108,397,000 $96,719,000 $80,349,000 $83,969,000
Operating income (loss) (2,475,000) 6,298,000 13,438,000 9,232,000 7,521,000
Net income (loss) $ (4,956,0000 $ 2,085000 $ 7,281,000 $ 5,400,000 $10,994,000
Basic net income (loss) per share  $ 059 $ 025 $ 0.89 $ 0.67 $ 1.38
Diluted net income (loss) per

share $ 059 $ 025 $ 08 $ 0.64 $ 1.29

March 31,

Balance Sheet Data 2007 2006 2005 2004 2003
Total assets $131,986,000 $101,136,000 $85,647,000 $62,150,000 $57,604,000
Working capital (26,746,000) 12,851,000 17,328,000 19,212,000 9,107,000
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Line of credit 22,800,000 6,300,000 3,000,000 9,932,000

Capital lease obligations

less current portion 3,629,000 4,857,000 938,000 1,247,000 209,000

Shareholders  equity $ 47,828,000 $ 51,595,000 $48,670,000 $40,834,000 $35,775,000
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Working capital has been adjusted for the reclassification of core inventory as described in Item 7 Management s
Discussion and Analysis of Financial Condition and Results of Operations , Critical Accounting Policies, Inventory ,
page 21.

Item 7 Management s Discussion and Analysis of Financial Condition and Results of Operations
Disclosure Regarding Private Securities Litigation Reform Act of 1995
This report contains certain forward-looking statements with respect to our future performance that involve risks and
uncertainties. Various factors could cause actual results to differ materially from those projected in such statements.
These factors include, but are not limited to: concentration of sales to certain customers, changes in our relationship
with any of our customers, including the increasing customer pressure for lower prices and more favorable payment
and other terms, our ability to renew the contract with our largest customer that is scheduled to expire in August 2008
and the terms of any such renewal, the increasing demands on our working capital, including the significant strain on
working capital associated with large Remanufactured Core inventory purchases from customers of the type we have
increasingly made, our ability to obtain any additional financing we may seek or require, our ability to achieve
positive cash flows from operations, potential future changes in our previously reported results as a result of the
identification and correction of errors in our accounting policies or procedures, the material weaknesses in our internal
controls over financial reporting, the SEC s review of our previously filed public reports, lower revenues than
anticipated from new and existing contracts, our failure to meet the financial covenants or the other obligations set
forth in our bank credit agreement and the bank s refusal to waive any such defaults, any meaningful difference
between projected production needs and ultimate sales to our customers, increases in interest rates, changes in the
financial condition of any of our major customers, the impact of high gasoline prices, the potential for changes in
consumer spending, consumer preferences and general economic conditions, increased competition in the automotive
parts industry, including increased competition from Chinese manufacturers, difficulty in obtaining Used Cores and
component parts or increases in the costs of those parts, political or economic instability in any of the foreign
countries where we conduct operations, unforeseen increases in operating costs and other factors discussed herein and
in our other filings with the SEC.
Management Overview
During the fiscal year ended March 31 2007, we embarked on a number of important initiatives. Firstly, we focused
on increasing market share in both the DIY and the DIFM market. Secondly, we focused on making sure that our
operating margins could withstand the threat of competitive pricing pressures by moving the majority of our
production offshore. We are also in the process of moving the remaining logistics support from our California location
to our Mexico facility.
With respect to the first initiative, our focus was to increase our market share with retailers who are predominantly in
the DIY market and who are increasingly targeting the DIFM market. With respect to this initiative, we added a full
line supply contract with one of the top five retailers in the United States. We began shipping product to this new
customer in August after a significant changeover effort. When we entered into this new customer relationship, we did
not expect to realize the full benefit from this arrangement during the first year of the contract due to the various
start-up expenses. We believe this customer will be a contributor to our profitability in the future. In addition, we have
taken efforts to bolster the service levels to each of our retail customers to ensure that we maximize their respective
opportunities for growth. As a result of this initiative, unit sales to our retail customers are up by 10% over the prior
year excluding the effect of the termination of the POS arrangement. We have also made significant in-roads into
supplying the DIFM market. As of year end our private label and our own brand, Quality Built represents unit sales of
approximately 21% of our total unit sales, an increase of 43% over the prior year. This does not include the portion of
our unit sales to the DIFM market that come from our retail customer.
Overall during fiscal 2007, our net sales reached historic highs. Net sales increased by 25.8%. This metric has been
affected positively by a one time catch up of sales of product previously shipped under our terminated POS
arrangement. If the sales associated with the POS termination are not taken into account, net sales are up by 14.9%
A significant portion of this sales growth is supported by long-term agreements with our customers. During fiscal
2007, we began shipping to a large new customer, amended our agreement with our largest customer to end the prior
POS agreement and purchase a portion of their on-hand Remanufactured Cores, and broadened our agreement with
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our large OE customer. While these longer-term agreements strengthen our customer relationships and improve our
overall business base, they require a substantial amount of working capital to meet ramped-up production demands,
purchase Used Core inventory and provide marketing and other allowances that are often front-loaded and
significantly reduce the near-term gross profit and the associated cash flow from these new or expanded arrangements.
We evaluate new business opportunities by looking at the returns over a 3 to 5 year period. If the anticipated returns
meet our threshold levels, we will pursue the new business.
With respect to our second initiative outlined above, we embarked on a dual approach to increasing our offshore
manufacturing. We opened a new remanufacturing facility in Mexico with the goal to produce the majority of our
supply to the North American marketplace in Mexico. The facility has been successfully, launched with early
indications that our manufacturing costs will be improved. In addition we intend to completely move core sorting
warehousing and shipping to this location. During fiscal 2007, we had significant expenses relating to building out this
facility and the ramp-up of production at this facility. We experienced various operating inefficiencies, including a
significant new work force which had to go through intensive training. Due to the significant number of laborers
needed in our operating processes this was expensive and slow. In addition, we had to keep our California operations
running at a higher than normal capacity to make sure that none of our operations suffered while we continued with
our offshore initiative. As of the end of fiscal 2007 the Mexico workforce totaled 638. We also had to pay duplicative
overhead costs like rent, maintain excess inventory to continue hitting fill rates with customers and allocate inventory
over multiple locations. The impact of these expenditures is evidenced by lower gross margins and an increase in our
fixed and overhead costs. It is our expectation that we will start to reap the benefits of these initiatives in the future.
The impact on our working capital from these factors is evident in the significant increases in accounts payable and
accrued liabilities, the increase in the line of credit and the decrease in net accounts receivable. These changes from
the prior fiscal year are primarily due to the higher levels of inventory purchased, the increase in manufacturing costs
and higher level marketing allowances provided to our customers.
The increased borrowings on our line of credit, higher level of factored receivables and increased average days over
which the receivables were factored, associated with extended payment terms we have provided to our customers,
resulted in a more than 100% increase in our net interest expense.
Based upon the closing price of our common stock on September 29, 2006, we are now required to comply with
Section 404 of the Sarbanes-Oxley Act of 2002 ( SOX ). A significant amount of management time has been focused
on compliance work and significant costs have been incurred. During fiscal 2007, we incurred approximately
$2,379,000 of general and administrative expenses related to Section 404 compliance
As we move forward into fiscal 2008, we continue to aggressively increase both the volume and the percentage of
units remanufactured at our Mexico and Malaysia facilities. In addition, because our Mexico operations experience
lower labor-related costs than Torrance, we began to relocate our logistics functions to Mexico by leasing an
additional building adjacent to the existing facility. We expect to continue to use our Torrance facility for receiving,
distribution and other logistics related activities until we transition this portion of our operations to our facilities in
Mexico during fiscal 2008. We also anticipate that competitive pressures may increase as overseas manufacturers,
particularly those based in China, expand the scope of their operations.
Although our SOX compliance work will continue to require a significant commitment of management time and the
incurrence of significant general and administrative expenses, we are near the close of the first year of compliance
which required both the documentation of our internal controls and the implementation of a testing process. As we
move into the second year, the focus of the compliance work shifts to necessary remediation, maintenance of the
internal control process and its documentation and testing.
To address our working capital needs, in May 2007, we sold 3,641,909 shares of our common stock in a private
placement at a price of $11.00 per share, resulting in aggregate gross proceeds before expenses of $40,061,000 and net
proceeds of approximately $36,500,000. We also issued warrants to purchase up to 546,283 shares of our common
stock, at an exercise price of $15.00 per share. The warrants are callable by us if the volume weighted average trading
price of our common stock as quoted by Bloomberg L.P. is greater than $22.50 for 10 consecutive trading days.
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Critical Accounting Policies

We prepare our consolidated financial statements in accordance with U.S. generally accepted accounting principles, or
GAAP. Our significant accounting policies are discussed in detail below and in Note C to our consolidated financial
statements.

In preparing our consolidated financial statements, we use estimates and assumptions for matters that are inherently
uncertain. We base our estimates on historical experiences and reasonable assumptions. Our use of estimates and
assumptions affects the reported amounts of assets, liabilities and the amount and timing of revenues and expenses we
recognize for and during the reporting period. Actual results may differ from our estimates.

Our remanufacturing operations require that we acquire Used Cores, a necessary raw material, from our customers and
offer our customers marketing and other allowances that impact revenue recognition. These elements of our business
give rise to accounting issues that are more complex than many businesses our size or larger. In addition, the relevant
accounting standards and issues continue to evolve. As a result, certain of our previously issued financial statements
have been restated to reflect changes in our application of generally accepted accounting principles.

Inventory

Non-core Inventory

Non-core Inventory is comprised of non-core raw materials, the non-core value of work-in-process and the non-core
value of finished goods. Used Cores, the Used Core value of work-in-process and the Remanufactured Core portion of
finished goods are classified as long-term core inventory as described later in this note.

Non-core Inventory is stated at the lower of cost or market. The cost of non-core inventory approximates average
historical purchase prices paid, and is based upon the direct costs of material and an allocation of labor and variable
and fixed overhead costs. The cost of non-core inventory is evaluated at least quarterly during the fiscal year and
adjusted to reflect current lower of cost or market levels. These adjustments are determined for individual items of
inventory within each of the three classifications of non-core inventory as follows:

Non-core raw materials are recorded at average cost, which is based on the actual purchase price of raw material on
hand. The average is updated quarterly. This average cost is the basis for allocation of materials to finished goods
during the production process.

Non-core work in process is in various stages of production, is on average 50% complete and is valued at 50% of the
cost of a finished good. Non-core work in process inventory historically comprises less than 3% of the total inventory
balance.

Finished goods cost includes the average cost of non-core raw materials and allocations of labor and variable and
fixed overhead. The allocations of labor and variable and fixed overhead costs are determined based on the average
actual use of the production facilities over the prior twelve months which approximates normal capacity. This method
prevents the distortion in allocated labor and overhead costs that would occur during short periods of abnormally low
or high production. In addition, we exclude certain unallocated overhead such as severance costs, duplicative facility
overhead costs, and spoilage and expense them as period costs as required in Financial Accounting Standards Board
(FASB) Statement No. 151, Inventory Costs, an amendment of ARB No. 43, Chapter 4 (FAS 151). For the year ended
March 31, 2007, costs of approximately $216,000 were considered abnormal and thus excluded from the cost
calculation.

We provide an allowance for potentially excess and obsolete inventory based upon recent sales history, the quantity of
inventory remaining on-hand, and a forecast of potential use of the inventory. We review inventory on a monthly basis
to identify excess quantities and part numbers that are experiencing a reduction in demand. In general, part numbers
with quantities representing a one to three-year supply are partially reserved for at rates based upon management s

judgment and consistent with historical rates. Any part numbers with quantities representing more
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than a three-year supply are reserved for at a rate that considers possible scrap and liquidation values and may be as
high as 100% if no liquidation market exists for the part.
The quantity thresholds and reserve rates are subjective and are based on management s judgment and knowledge of
current and projected industry demand. The reserve estimates may, therefore, be revised if there are changes in the
overall market for our product or in management s judgment of the impact of market changes on our ability to sell or
liquidate potentially excess or obsolete inventory.
We apply the guidance provided by the Emerging Issues Task Force Issue No. 02-16, Accounting by a Customer
(Including a Reseller) for Cash Consideration Received from a Vendor ( EITF 02-16 ), by recording vendor discounts
as a reduction of inventories that are recognized as a reduction to cost of sales as the inventories are sold.
Inventory Unreturned
Inventory Unreturned represents our estimate, based on historical data and prospective information provided directly
by the customer, of finished goods shipped to customers that we expect to be returned, under our general right of
return policy, after the balance sheet date. The balance includes only the added unit value of a finished goods (as
previously mentioned, all cores are classified separately as long term assets). The return rate is calculated based on
expected returns within a normal operating cycle, which is one year. Hence, the related amounts are classified in
current assets.
Inventory unreturned is valued in the same manner as our finished goods inventory.
Long-term Core Inventory
Long-term core inventory consists of:

Used Cores purchased from core brokers and held in inventory at our facilities,

Used Cores returned by our customers and held in inventory at our facilities,

Used Cores expected to be returned by our customers and held at their locations, Used Cores that have been
returned by end-users to customers but have not yet been returned to us are classified as Remanufactured Cores
until they are physically received by us.

Remanufactured Cores held in finished goods inventory at our facilities; and

Remanufactured Cores held at the customers locations as a part of the finished goods sold to the customer. For
these Remanufactured Cores, we expect the finished good containing the Remanufactured Core to be returned
under our general right of return policy or a similar Used Core to be returned to us by the customer, in each
case, for credit.
Long-term core inventory is recorded at average historical purchase price determined based on actual purchases of
inventory on hand. The cost and market value of Used Cores for which sufficient recent purchases have occurred are
deemed the same as the purchases are made in arms length transactions.
Long term core inventory recorded at average purchase price is primarily made up of Used Cores for newer products
related to more recent automobile models or products for which there is a less liquid market. We must purchase these
Used Cores from core brokers because our customers do not have a sufficient supply of these newer Used Cores
available for the core exchange program.
Approximately 15% to 25% of the Used Core units are obtained in these core broker transactions and are valued based
on average purchase price. The average purchase price of the Used Cores for more recent automobile models is
retained as the cost for these Used Cores in subsequent periods even as the source of these Used Cores shifts to our
core exchange program.
Long-term core inventory is recorded at the lower of cost or market value. In the absence of sufficient recent
purchases, we use core broker price lists to assess whether Used Core cost exceeds Used Core market value on an item
by item basis. The primary reason for the insufficient recent purchases is that we obtain most of our Used Core
inventory from the customer core exchange program.
24
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In the fourth quarter of fiscal 2007, we reclassified all of our core inventories to a long-term asset account. The
determination of the long-term classification was based on our view that the value of the cores are not consumed or
realized in cash during our normal operating cycle, which is one year for most of the cores recorded in inventory.
According to ARB 43, current assets are defined as assets or other resources commonly identified as those which are
reasonably expected to be realized in cash or sold or consumed during the normal operating cycle of the business. We
do not believe that core inventories, which we classify as long-term, are consumed because the credits issued upon the
return of Used Cores offset the amounts invoiced when the Remanufactured Cores included in finished goods were
sold. We do not expect the core inventories to be consumed, and thus realize cash, until our relationship with a
customer ends, a possibility that we consider remote based on existing long-term customer agreements and historical
experience.
However, historically for approximately 4.5% of finished goods sold, our customer will not send us a Used Core to
obtain the credit we offer under our core exchange program. Therefore, based on our historical estimate, we
derecognize the core value for these finished goods upon sale, as we believe they have been consumed and we have
realized cash.
We realize cash for only the core exchange program shortfall of approximately 4.5%. This shortfall represents the
historical difference between the number of finished goods shipped to customers and the number of Used Cores
returned to us by customers. We do not realize cash for the remaining portion of the cores because the credits issued
upon the return of Used Cores offset the amounts invoiced when the Remanufactured Cores included in finished
goods were sold. We do not expect to realize cash for the remaining portion of these cores until our relationship with a
customer ends, a possibility that we consider remote based on existing long-term customer agreements and historical
experience.
For these reasons, we concluded that it is more appropriate to classify core inventory as a long-term asset.
Long-term Core Inventory Deposit
The long-term core inventory deposit account represents the value of Remanufactured Cores we have purchased from
customers, which are held by the customers and remain on the customers premises. The purchase is made through the
issuance of credits against that customer s receivables either on a one time basis or over an agreed-upon period. The
credits against the customer s receivable are based upon the Remanufactured Core purchase price previously
established with the customer. At the same time, we record the long-term core inventory deposit for the
Remanufactured Cores purchased at its cost, determined as noted under Long-term Core Inventory. The long-term
core inventory deposit is stated at the lower of cost or market. The cost is established at the time of the transaction
based on the then current cost, determined as noted under Long-term Core Inventory. The difference between the
credit granted and the cost of the long-term core inventory deposit is treated as a sales allowance reducing revenue as
required under EITF 01-9. When the purchases are made over an agreed-upon period, the long-term core inventory
deposit is recorded at the same time the credit is issued to the customer for the purchase of the Remanufactured Cores.
At least annually, and as often as quarterly, reconciliations and confirmations are performed to determine that the
number of Remanufactured Cores purchased, but retained at the customer s premises, remains sufficient to support the
amounts recorded in the long-term core inventory deposit account. At the same time, the mix of Remanufactured
Cores is reviewed to determine that the aggregate value of Remanufactured Cores in the account has not changed
during the reporting period. The Company evaluates the cost of Remanufactured Cores supporting the aggregate
long-term core inventory deposit account each quarter. If the Company identifies any permanent reduction in either
the number or the aggregate value of the Remanufactured Core inventory mix held at the customer location, the
Company will record a reduction in the long-term core inventory deposit account for that period.
Revenue Recognition
We recognize revenue when our performance is complete, and all of the following criteria established by Staff
Accounting Bulletin ( SAB ) No. 104, Revenue Recognition have been met:

Persuasive evidence of an arrangement exists,
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Delivery has occurred or services have been rendered,

The seller s price to the buyer is fixed or determinable, and

Collectibility is reasonably assured.
For products shipped free-on-board ( FOB ) shipping point, revenue is recognized on the date of shipment. For products
shipped FOB destination, revenues are recognized two days after the date of shipment based on our experience
regarding the length of transit duration. We include shipping and handling charges in the gross invoice price to
customers and classify the total amount as revenue in accordance with Emerging Issues Task Force ( EITF ) 00-10,
Accounting for Shipping and Handling Fees and Costs. Shipping and handling costs are recorded in cost of sales.
Revenue Recognition, Net-of-Core-Value Basis
The price of a finished product sold to customers is generally comprised of separately invoiced amounts for the
Remanufactured Core included in the product ( Remanufactured Core value ) and for the value added by
remanufacturing ( unit value ). The unit value is recorded as revenue based on our then current price list, net of
applicable discounts and allowances. Based on our experience, contractual arrangements with customers and
inventory management practices, more than 90% of the remanufactured alternators and starters we sell to customers
are replaced by similar Used Cores sent back for credit by customers under our core exchange program. In accordance
with our net-of-core-value revenue recognition policy, we do not recognize the Remanufactured Core value as revenue
when the finished products are sold. We generally limit the number of Used Cores sent back under the core exchange
program to the number of similar Remanufactured Cores previously shipped to each customer.
Revenue Recognition and Deferral Core Revenue
Full price Remanufactured Cores: When we ship a product, we invoice certain customers for the Remanufactured
Core portion of the product at full Remanufactured Core sales price but do not recognize revenue for the
Remanufactured Core value at that time. For these Remanufactured Cores, we recognize revenue based upon an
estimate of the rate at which our customers will pay cash for Remanufactured Cores in lieu of sending back similar
Used Cores for credits under our core exchange program.
Nominal price Remanufactured Cores: We invoice other customers for the Remanufactured Core portion of product
shipped at a nominal Remanufactured Core price. Unlike the full price Remanufactured Cores, we only recognize
revenue from Remanufactured Cores not expected to be replaced by a similar Used Core sent back under the core
exchange program when we believe that we have met all the following criteria under SAB 104:
we have a signed agreement with the customer covering the nominally priced Remanufactured Cores not
expected to be sent back, and the agreement must specify the number of Remanufactured Cores our customer
will pay cash for in lieu of sending back a similar Used Core under our core exchange program and the basis on
which the nominally priced Remanufactured Cores are to be valued (normally the average price per
Remanufactured Core stipulated in the agreement).

the contractual date for reconciling our records and customer s records of the number of nominally priced
Remanufactured Cores not expected to be replaced by similar Used Cores sent back under our core exchange
program must be in the current or a prior period.

the reconciliation must be completed and agreed to by the customer

the amount must be billed to the customer.
Deferral of Remanufactured Core Revenue. As noted previously, we have in the past and may in the future agree to
buy-back Remanufactured Cores from certain customers. The difference between the credit granted and the cost of the
Remanufactured Cores bought back is treated as a sales allowance reducing revenue as required under EITF 01-
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9. As a result of the increasing level of Remanufactured Core buybacks, we have now decided to defer core revenue
from these customers until there is no expectation that sales allowances associated with Remanufactured Core
buybacks from these customers will offset core revenues that would otherwise be recognized once the criteria noted
above have been met. During the year ended March 31, 2007, $1,575,000 of such Remanufactured Core revenues was
deferred. No Remanufactured Core revenues were deferred in prior periods.
Revenue Recognition; General Right of Return
We allow our customers to return goods to us that their end-user customers have returned to them, whether the
returned item is or is not defective (warranty returns). In addition, under the terms of certain agreements with our
customers and industry practice, our customers from time to time are allowed stock adjustments when their inventory
quantity of certain product lines exceeds the anticipated quantity of sales to end-user customers (stock adjustment
returns). We seek to limit the aggregate of customer returns, including warranty and stock adjustment returns, to less
than 20% of unit sales. In some instances, we allow a higher level of returns in connection with a significant update
order.
We provide for such anticipated returns of inventory in accordance with Statement of Financial Accounting Standards
No. 48, Revenue Recognition When Right of Return Exists by reducing revenue and the related cost of sales for the
units estimated to be returned.
Our allowance for warranty returns is established based on a historical analysis of the level of this type of return as a
percentage of total unit sales. Stock adjustment returns do not occur at any specific time during the year, and the
expected level of these returns cannot be reasonably estimated based on a historical analysis. Our allowance for stock
adjustment returns is based on specific customer inventory levels, inventory movements and information on the
estimated timing of stock adjustment returns provided by our customers.
Sales Incentives
We provide various marketing allowances to our customers, including sales incentives and conce