Edgar Filing: LEAR CORP - Form 10-Q

LEAR CORP
Form 10-Q

July 26, 2013
Table of Contents

UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

FORM 10-Q

(Mark One)

x  QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(D) OF THE SECURITIES EXCHANGE

ACT OF 1934
For the quarterly period ended June 29, 2013.

TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(D) OF THE SECURITIES EXCHANGE
ACT OF 1934

For the transition period from to

Commission file number: 001-11311

LEAR CORPORATION

(Exact name of registrant as specified in its charter)
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Delaware 13-3386776
(State or other jurisdiction of (LR.S. Employer
incorporation or organization) Identification No.)
21557 Telegraph Road, Southfield, M1 48033
(Address of principal executive offices) (Zip code)

(248) 447-1500

(Registrant s telephone number, including area code)

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

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if any, every Interactive Data
File required to be submitted and posted pursuant to Rule 405 of Regulation S-T (§232.405 of this chapter) during the preceding 12 months (or
for such shorter period that the registrant was required to submit and post such files). Yes x No ~

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer or a smaller reporting
company. See definitions of large accelerated filer, accelerated filer and smaller reporting company in Rule 12b-2 of the Exchange Act.

Large accelerated filer x Accelerated filer

Non-accelerated filer ~~ (Do not check if a smaller reporting company) Smaller reporting company
Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act). Yes ©~ No x

Indicate by check mark whether the registrant has filed all documents and reports required to be filed by Sections 12, 13 or 15(d) of the
Securities and Exchange Act of 1934 subsequent to the distribution of securities under a plan confirmed by a court. Yes x No ~

As of July 22, 2013, the number of shares outstanding of the registrant s common stock was 80,642,466 shares.
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PARTI FINANCIAL INFORMATION
ITEM1 CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
INTRODUCTION TO THE CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

We have prepared the condensed consolidated financial statements of Lear Corporation and subsidiaries, without audit, pursuant to the rules and
regulations of the Securities and Exchange Commission. Certain information and footnote disclosures normally included in financial statements
prepared in accordance with accounting principles generally accepted in the United States have been condensed or omitted pursuant to such rules
and regulations. We believe that the disclosures are adequate to make the information presented not misleading when read in conjunction with
the financial statements and the notes thereto included in our Annual Report on Form 10-K, as filed with the Securities and Exchange
Commission, for the year ended December 31, 2012.

The financial information presented reflects all adjustments (consisting of normal recurring adjustments) which are, in our opinion, necessary for
a fair presentation of the results of operations, cash flows and financial position for the interim periods presented. These results are not
necessarily indicative of a full year s results of operations.
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LEAR CORPORATION AND SUBSIDIARIES
CONDENSED CONSOLIDATED BALANCE SHEETS

(In millions, except share data)

June 29,
2013 M
ASSETS
CURRENT ASSETS:
Cash and cash equivalents $ 841.1
Accounts receivable 2,468.0
Inventories 787.9
Other 695.4
Total current assets 4,792.4
LONG-TERM ASSETS:
Property, plant and equipment, net 1,481.3
Goodwill 745.1
Other 1,148.0
Total long-term assets 3,374.4
Total assets $ 8,166.8
LIABILITIES AND EQUITY
CURRENT LIABILITIES:
Accounts payable and drafts $ 2,495.1
Accrued liabilities 1,097.8
Total current liabilities 3,592.9
LONG-TERM LIABILITIES:
Long-term debt 1,056.9
Other 726.7
Total long-term liabilities 1,783.6
EQUITY:
Preferred stock, 100,000,000 shares authorized (including 10,896,250 Series A convertible preferred stock
authorized); no shares outstanding
Common stock, $0.01 par value, 300,000,000 shares authorized; 107,976,955 and 107,863,310 shares
issued as of June 29, 2013 and December 31, 2012, respectively 1.1
Additional paid-in capital, including warrants to purchase common stock 2,010.2
Common stock held in treasury, 27,338,652 and 11,921,235 shares as of June 29, 2013 and December 31,
2012, respectively, at cost (1,353.7)
Retained earnings 2,364.2
Accumulated other comprehensive loss (352.5)
Lear Corporation stockholders equity 2,669.3
Noncontrolling interests 121.0
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December 31,
2012

$ 14022
2,040.7
727.1

703.5

4,873.5

1,403.1

746.5
1,171.0
3,320.6

$ 81941

$ 22330
983.9

3,216.9

626.3
738.7

1,365.0

1.1
2,155.7

(517.9)
2,149.0
(300.8)

3,487.1
125.1
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Equity 2,790.3 3,612.2
Total liabilities and equity $ 8,166.8 $  8,194.1
M Unaudited.

The accompanying notes are an integral part of these condensed consolidated balance sheets.
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LEAR CORPORATION AND SUBSIDIARIES

CONDENSED CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME

(Unaudited; in millions, except per share data)

Net sales

Cost of sales

Selling, general and administrative expenses
Amortization of intangible assets

Interest expense

Other expense, net

Consolidated income before provision for income taxes and equity in net income of
affiliates

Provision for income taxes

Equity in net income of affiliates

Consolidated net income
Less: Net income attributable to noncontrolling interests

Net income attributable to Lear

Basic net income per share attributable to Lear

Diluted net income per share attributable to Lear

Consolidated comprehensive income (Note 12)
Less: Comprehensive income attributable to noncontrolling interests

Comprehensive income attributable to Lear

The accompanying notes are an integral part of these condensed consolidated statements.
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Three Months Ended
June 29, June 30,
2013 2012
$4,113.1 $ 3,665.0

3,7754 3,350.4
127.9 117.3

8.6 7.3

17.4 14.0

10.3 10.2
173.5 165.8
41.1 31.8
9.9) (20.6)
142.3 154.6

5.0 9.2

$ 1373 $ 1454
$ 162 $ 147
$ 1.60 $ 145
$ 113.7 $ 750
5.3 7.8

$ 108.4 $ 672

Six Months Ended
June 29, June 30,
2013 2012
$ 8,060.2 $7,309.0

7,410.1 6,684.6
257.5 233.4
17.2 14.2

34.1 26.5
21.0 10.5
320.3 339.8
79.0 71.1
(17.9) (30.3)
259.2 299.0
134 19.5

$ 2458 $ 2795
$ 274 $ 280
$ 271 $ 276
$ 2084 $ 286.8
14.1 18.6

$ 1943 $ 268.2
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LEAR CORPORATION AND SUBSIDIARIES

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

Cash Flows from Operating Activities:
Consolidated net income

(Unaudited; in millions)

Adjustments to reconcile consolidated net income to net cash provided by operating activities:

Depreciation and amortization

Net change in recoverable customer engineering, development and tooling

Net change in working capital items (see below)
Other, net

Net cash provided by operating activities

Cash Flows from Investing Activities:
Additions to property, plant and equipment
Insurance proceeds

Cash paid for acquisitions, net of cash acquired
Other, net

Net cash used in investing activities

Cash Flows from Financing Activities:

Proceeds from the issuance of senior notes
Repurchase of senior notes

Payment of debt issuance and other financing costs
Repurchase of common stock

Dividends paid to Lear Corporation stockholders
Dividends paid to noncontrolling interests

Other

Net cash used in financing activities
Effect of foreign currency translation

Net Change in Cash and Cash Equivalents

Cash and Cash Equivalents as of Beginning of Period

Cash and Cash Equivalents as of End of Period

Changes in Working Capital Items:
Accounts receivable

Inventories

Accounts payable

Accrued liabilities and other

Net change in working capital items

Table of Contents

Six Months Ended
June 29, June 30,
2013 2012
$ 2592 $ 299.0
1354 110.3

13.3 (56.1)
(162.2) (181.8)
19.7 (11.6)
265.4 159.8
(226.4) (180.4)
7.1 4.5
(243.9)
40.6 2.1)
(178.7) (421.9)
500.0
(72.1)
(13.4)

(1,000.1) (122.5)
(29.6) (27.6)
(14.8) “4.3)

9.3) 2.0
(639.3) (152.4)
(8.5) (7.4)
(561.1) (421.9)
1,402.2 1,754.3

$ 841.1 $1,332.4
$ “474.5) $ (399.2)
(79.2) (92.7)
301.4 329.8
90.1 (19.7)

$ (162.2) $ (181.8)
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Supplementary Disclosure:
Cash paid for interest $ 281 $ 303

Cash paid for income taxes $ 766 $ 421

The accompanying notes are an integral part of these condensed consolidated statements.
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LEAR CORPORATION AND SUBSIDIARIES
NOTES TO THE CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(1) Basis of Presentation

Lear Corporation ( Lear, and together with its consolidated subsidiaries, the Company ) and its affiliates design and manufacture automotive seats
and related components, as well as electrical distribution systems and related components. The Company s main customers are automotive
original equipment manufacturers. The Company operates facilities worldwide.

The accompanying condensed consolidated financial statements include the accounts of Lear, a Delaware corporation, and the wholly owned
and less than wholly owned subsidiaries controlled by Lear. In addition, Lear consolidates variable interest entities in which it has a controlling
financial interest. Investments in affiliates in which Lear does not have control, but does have the ability to exercise significant influence over
operating and financial policies, are accounted for under the equity method.

In the second quarter of 2012, the Company completed the acquisition of Guilford Mills for $243.9 million, net of cash acquired. The acquisition
was accounted for as a purchase, and accordingly, the assets acquired and liabilities assumed are included in accompanying condensed
consolidated financial statements from the date of acquisition. For further information on the acquisition of Guilford Mills, see Note 3,

Acquisition, to the consolidated financial statements included in the Company s Annual Report on Form 10-K for the year ended December 31,
2012.

The Company s annual financial results are reported on a calendar year basis and quarterly interim results are reported using a thirteen week
reporting calendar.

Certain amounts in the prior period s financial statements have been reclassified to conform to the presentation used in the quarter ended June 29,
2013.

Cost of Sales and Selling, General and Administrative Expenses

Cost of sales includes material, labor and overhead costs associated with the manufacture and distribution of the Company s products.
Distribution costs include inbound freight costs, purchasing and receiving costs, inspection costs, warehousing costs and other costs of the
Company s distribution network. Selling, general and administrative expenses include selling, engineering and development and administrative
costs not directly associated with the manufacture and distribution of the Company s products.

(2) Restructuring

Restructuring costs include employee termination benefits, fixed asset impairment charges and contract termination costs, as well as other
incremental costs resulting from the restructuring actions. These incremental costs principally include equipment and personnel relocation

costs. The Company also incurs incremental manufacturing inefficiency costs at the operating locations impacted by the restructuring actions
during the related restructuring implementation period. Restructuring costs are recognized in the Company s consolidated financial statements in
accordance with accounting principles generally accepted in the United States ( GAAP ). Generally, charges are recorded as restructuring actions
are approved and/or implemented.

In the first half of 2013, the Company recorded charges of $31.2 million in connection with its restructuring actions. These charges consist of
$21.6 million recorded as cost of sales and $9.6 million recorded as selling, general and administrative expenses. The restructuring charges
consist of employee termination benefits of $19.8 million, asset impairment charges of $4.2 million and contract termination costs of $0.3
million, as well as other related costs of $6.9 million. Employee termination benefits were recorded based on existing union and employee
contracts, statutory requirements, completed negotiations and Company policy. Asset impairment charges relate to the disposal of buildings,
leasehold improvements and machinery and/or equipment with carrying values of $4.2 million in excess of related estimated fair values. The
Company expects to incur approximately $26 million of additional restructuring costs related to activities initiated as of June 29, 2013, and
expects that the components of such costs will be consistent with its historical experience. Any future restructuring actions will depend upon
market conditions, customer actions and other factors.
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LEAR CORPORATION AND SUBSIDIARIES

NOTES TO THE CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

(Continued)
A summary of 2013 activity is shown below (in millions):
Utilization
Accrual as of Accrual as of
January 2013 June
1, 2013 Charges Cash Non-cash 29,2013
Employee termination benefits $ 38.5 $ 19.8 $(19.4) $ $ 38.9
Contract termination costs 5.7 0.3 0.2) 5.8
Asset impairment charges 4.2 4.2)
Other related costs 6.9 (6.9)
Total $ 44.2 $ 312 $(26.5) $ 42 $ 44.7

(3) Inventories

Inventories are stated at the lower of cost or market. Cost is determined using the first-in, first-out method. Finished goods and work-in-process
inventories include material, labor and manufacturing overhead costs. A summary of inventories is shown below (in millions):

June 29, December 31,

2013 2012
Raw materials $ 629.8 $ 582.2
Work-in-process 45.4 374
Finished goods 112.7 107.5
Inventories $ 787.9 $ 727.1

(4) Pre-Production Costs Related to Long-Term Supply Agreements

The Company incurs pre-production engineering and development ( E&D ) and tooling costs related to the products produced for its customers
under long-term supply agreements. The Company expenses all pre-production E&D costs for which reimbursement is not contractually
guaranteed by the customer. In addition, the Company expenses all pre-production tooling costs related to customer-owned tools for which
reimbursement is not contractually guaranteed by the customer or for which the Company does not have a non-cancelable right to use the
tooling. During the first half of 2013 and 2012, the Company capitalized $98.6 million and $116.2 million, respectively, of pre-production E&D
costs for which reimbursement is contractually guaranteed by the customer. During the first half of 2013 and 2012, the Company also capitalized
$101.7 million and $86.7 million, respectively, of pre-production tooling costs related to customer-owned tools for which reimbursement is
contractually guaranteed by the customer or for which the Company has a non-cancelable right to use the tooling. These amounts are included in
other current and long-term assets in the accompanying condensed consolidated balance sheets. During the first half of 2013 and 2012, the
Company collected $198.3 million and $138.5 million, respectively, of cash related to E&D and tooling costs.

The classification of recoverable customer E&D and tooling costs related to long-term supply agreements is shown below (in millions):

Table of Contents 12
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June 29, December 31,

2013 2012
Current $ 121.7 $ 141.8
Long-term 54.4 55.0
Recoverable customer engineering, development and tooling $ 176.1 $ 196.8

(5) Long-Term Assets
Property, Plant and Equipment

Property, plant and equipment is stated at cost. Costs associated with the repair and maintenance of the Company s property, plant and equipment
are expensed as incurred. Costs associated with improvements which extend the life, increase the capacity or improve the efficiency or safety of
the Company s property, plant and equipment are capitalized and depreciated over the remaining useful life of the related asset. Depreciable
property is depreciated over the estimated useful lives of the assets, using principally the straight-line method.
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LEAR CORPORATION AND SUBSIDIARIES
NOTES TO THE CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

(Continued)

A summary of property, plant and equipment is shown below (in millions):

June 29, December 31,
2013 2012

Land $ 113.6 $ 114.0
Buildings and improvements 499.5 475.1
Machinery and equipment 1,445.4 1,306.6
Construction in progress 156.5 139.6
Total property, plant and equipment 2,215.0 2,035.3
Less accumulated depreciation (733.7) (632.2)
Net property, plant and equipment $1,481.3 $ 1,403.1

Depreciation expense was $60.3 million and $49.3 million for the three months ended June 29, 2013 and June 30, 2012, respectively, and $118.1
million and $96.1 million for the six months ended June 29, 2013 and June 30, 2012, respectively.

The Company monitors its long-lived assets for impairment indicators on an ongoing basis in accordance with GAAP. If impairment indicators
exist, the Company performs the required impairment analysis by comparing the undiscounted cash flows expected to be generated from the
long-lived assets to the related net book values. If the net book value exceeds the undiscounted cash flows, an impairment loss is measured and
recognized. The Company does not believe that there were any indicators that would have resulted in long-lived asset impairment charges as of
June 29, 2013. The Company will, however, continue to assess the impact of any significant industry events and long-term automotive
production estimates on the realization of its long-lived assets.

In the first half of 2013, the Company recognized asset impairment charges of $4.2 million in conjunction with its restructuring actions (Note 2,
Restructuring ).

Investments in Affiliates

In the first quarter of 2013, the Company completed the sale of its 22.88% ownership interest in International Automotive Components Group
North America, LLC for net proceeds of $49.6 million. The Company did not recognize a significant gain or loss related to this transaction.

(6) Goodwill

A summary of the changes in the carrying amount of goodwill, all of which relates to the seating segment, for the six months ended June 29,
2013, is shown below (in millions):

Balance as of January 1, 2013 $ 746.5
Foreign currency translation and other 1.4)
Balance as of June 29, 2013 $ 745.1

Table of Contents 14
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Goodwill is not amortized but is tested for impairment on at least an annual basis. Impairment testing is required more often than annually if an
event or circumstance indicates that an impairment is more likely than not to have occurred. In conducting its annual impairment testing, the
Company may first perform a qualitative assessment of whether it is more likely than not that a reporting unit s fair value is less than its carrying
amount. If not, no further goodwill impairment testing is required. If it is more likely than not that a reporting unit s fair value is less than its
carrying amount, or if the Company elects not to perform a qualitative assessment of a reporting unit, the Company then compares the fair value
of the reporting unit to the related net book value. If the net book value of a reporting unit exceeds its fair value, an impairment loss is measured
and recognized. The Company conducts its annual impairment testing as of the first day of its fourth quarter.

The Company does not believe that there were any indicators that would have resulted in goodwill impairment charges as of June 29, 2013. The
Company will, however, continue to assess the impact of significant events or circumstances on its recorded goodwill.
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LEAR CORPORATION AND SUBSIDIARIES
NOTES TO THE CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

(Continued)

(7) Long-Term Debt

A summary of long-term debt and the related weighted average interest rates is shown below (in millions):

June 29, 2013 December 31, 2012
Weighted Weighted
Average Average
Long-Term Interest Long-Term Interest
Debt Rate Debt Rate
7.875% Senior Notes due 2018 $ 2787 8.00% $3134 8.00%
8.125% Senior Notes due 2020 278.2 8.25% 312.9 8.25%
4.75% Senior Notes due 2023 500.0 4.75%
Long-term debt $1,056.9 $626.3

Senior Notes

As of June 29, 2013, the Company s long-term debt consists of $280 million in aggregate principal amount at maturity of senior unsecured notes
due 2018 at a stated coupon rate of 7.875% (the 2018 Notes ), $280 million in aggregate principal amount at maturity of senior unsecured notes
due 2020 at a stated coupon rate of 8.125% (the 2020 Notes ) and $500 million in aggregate principal amount of senior unsecured notes due 2023
at a stated coupon rate of 4.75% (the 2023 Notes and together with the 2018 Notes and the 2020 Notes, the Notes ).

The 2018 Notes were priced at 99.276% of par, resulting in a yield to maturity of 8.00%, and the 2020 Notes were priced at 99.164% of par,

resulting in a yield to maturity of 8.25%. The 2018 Notes and the 2020 Notes were issued on March 26, 2010, and interest on the 2018 Notes
and the 2020 Notes is payable on March 15 and September 15 of each year. The 2018 Notes mature on March 15, 2018, and the 2020 Notes

mature on March 15, 2020.

On March 26, 2013, the Company redeemed 10% of the original aggregate principal amount of each of the 2018 Notes and the 2020 Notes at a
redemption price equal to 103% of the principal amount redeemed, plus accrued and unpaid interest to the redemption date. In connection with
this transaction, the Company paid $72.1 million and recognized a loss of approximately $3.6 million on the partial extinguishment of debt in
the first quarter of 2013.

The 2023 Notes were issued on January 17, 2013, and interest on the 2023 Notes is payable on January 15 and July 15 of each year. The 2023
Notes were offered and sold in a private transaction to qualified institutional buyers under Rule 144 A and, outside of the United States, pursuant
to Regulation S of the Securities Act of 1933, as amended (the Securities Act ). The 2023 Notes have not been registered under the Securities Act
and may not be offered or sold in the United States absent registration or an exemption from the registration requirements of the Securities Act.
In connection with the issuance of the 2023 Notes, the Company entered into a registration rights agreement providing, among other things,
customary registration rights with respect to the exchange of the 2023 Notes for a new issue of registered notes with substantially identical terms
to the 2023 Notes on or before June 2, 2014. The proceeds from the offering of $500 million, net of related issuance costs of $7.4 million,
together with the Company s existing sources of liquidity, were used for general corporate purposes, including, without limitation, the
redemption of $70 million in aggregate principal amount of the 2018 Notes and the 2020 Notes during 2013 (see above), investments in
additional component capabilities and emerging markets and share repurchases under the Company s common stock share repurchase program
(see Note 12, Comprehensive Income and Equity). The 2023 Notes mature on January 15, 2023.
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The Notes are senior unsecured obligations. The Company s obligations under the Notes are fully and unconditionally guaranteed, jointly and
severally, on a senior unsecured basis, by certain domestic subsidiaries, which are directly or indirectly 100% owned by Lear. See Note 17,
Supplemental Guarantor Condensed Consolidating Financial Statements.

The indenture governing the 2018 Notes and the 2020 Notes contains restrictive covenants that, among other things, limit the ability of the
Company and its subsidiaries to: (i) incur additional debt, (ii) pay dividends and make other restricted payments, (iii) create or permit certain
liens, (iv) issue or sell capital stock of the Company s restricted subsidiaries, (v) use the proceeds from sales of assets and subsidiary stock,

(vi) create or permit restrictions on the ability of the Company s restricted subsidiaries to pay dividends or make other distributions to the
Company, (vii) enter into transactions with affiliates, (viii) enter into sale and leaseback transactions and (ix) consolidate or merge or sell all or
substantially all of the Company s assets. The foregoing limitations are subject to exceptions as set forth in the 2018 Notes and the 2020 Notes. In
addition, if in the future the 2018 Notes and the 2020 Notes have an investment grade credit rating from both Moody s Investors Service and
Standard & Poor s Ratings Services and no default has occurred and is continuing, certain of these covenants will, thereafter, no longer apply to
the Notes for so long as the 2018 Notes and the 2020 Notes have an investment grade credit rating by both rating agencies. The indenture
governing the 2018 Notes and the 2020 Notes also contains customary events of default.

10
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LEAR CORPORATION AND SUBSIDIARIES
NOTES TO THE CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

(Continued)

Subject to certain exceptions, the indenture governing the 2023 Notes contains restrictive covenants that, among other things, limit the ability of
the Company to: (i) create or permit certain liens, (ii) enter into sale and leaseback transactions and (iii) consolidate or merge or sell all or
substantially all of the Company s assets. The indenture governing the 2023 Notes also provides for customary events of default.

As of June 29, 2013, the Company was in compliance with all covenants under the indentures governing the Notes.
Revolving Credit Facility

On January 30, 2013, the Company amended and restated its revolving credit facility to, among other things, increase the borrowing capacity
from $500 million to $1.0 billion, extend the maturity date to January 30, 2018, and reduce interest rates payable on outstanding borrowings
under the facility. As of June 29, 2013, there were no borrowings outstanding under the revolving credit facility.

Advances under the revolving credit facility generally bear interest at a variable rate per annum equal to (i) the Eurocurrency Rate (as defined)
plus an adjustable margin of 1.0% to 2.25% based on the Company s corporate rating (1.5% as of June 29, 2013), payable on the last day of each
applicable interest period but in no event less frequently than quarterly, or (ii) the Adjusted Base Rate (as defined) plus an adjustable margin of
0.0% to 1.25% based on the Company s corporate rating (0.50% as of June 29, 2013), payable quarterly. An annual facility fee is payable which
ranges from 0.25% to 0.50% of the total amount committed under the revolving credit facility.

The Company s obligations under the amended and restated senior secured credit agreement are secured on a first priority basis by a lien on
substantially all of the U.S. assets of the Company and its domestic subsidiaries, as well as 100% of the stock of the Company s domestic
subsidiaries and 65% of the stock of certain of the Company s foreign subsidiaries. In addition, obligations under the amended and restated senior
secured credit agreement are guaranteed, jointly and severally, on a first priority basis, by certain domestic subsidiaries, which are directly or
indirectly 100% owned by Lear. See Note 17, Supplemental Guarantor Condensed Consolidating Financial Statements.

The amended and restated senior secured credit agreement contains various customary representations, warranties and covenants by the
Company, including, without limitation, (i) covenants regarding maximum leverage and minimum interest coverage, (ii) limitations on
fundamental changes involving the Company or its subsidiaries and (iii) limitations on indebtedness, liens, investments and restricted payments.
As of June 29, 2013, the Company was in compliance with all covenants under the agreement governing the amended and restated senior
secured credit agreement.

For further information on the Notes and the revolving credit facility, see Note 7, Long-Term Debt, to the consolidated financial statements
included in the Company s Annual Report on Form 10-K for the year ended December 31, 2012.

(8) Pension and Other Postretirement Benefit Plans
Net Periodic Pension and Other Postretirement Benefit Cost

The components of the Company s net periodic pension benefit cost are shown below (in millions):

Three Months Ended Six Months Ended
June 29, 2013 June 30, 2012 June 29, 2013 June 30, 2012
U.S. Foreign U.S. Foreign U.S. Foreign U.S. Foreign
Service cost $07 $ 25 $08 $ 19 $ 14 $ 50 $ 16 $ 38
Interest cost 6.5 5.1 5.8 4.7 13.1 10.4 11.7 9.4
Expected return on plan assets (8.1) (6.3) (6.6) 5.5) (16.2) 12.7) (13.2) (10.9)
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The components of the Company s net periodic other postretirement benefit cost are shown below (in millions):

Three Months Ended Six Months Ended
June 29, 2013 June 30, 2012 June 29, 2013 June 30, 2012

U.S. Foreign U.S. Foreign U.S. Foreign U.S. Foreign
Service cost $01 $ 02 $01 $ 02 $01 $ 05 $02 $ 05
Interest cost 0.9 0.8 1.1 0.7 1.8 1.6 2.2 1.5
Amortization of actuarial loss (gain) (0.1) 0.1 0.1 0.1 (0.1) 0.2 0.2 0.1
Amortization of prior service credit 0.1) 0.2)
Special termination benefits 0.2 0.1 0.2 0.2
Net periodic benefit cost $09 $ 12 $13 $ 1.1 $18 $ 23 $26 § 23

Contributions

Employer contributions to the Company s domestic and foreign pension plans for the six months ended June 29, 2013, were $8.0 million. The
Company expects contributions to its domestic and foreign pension plans of $20 to $25 million in 2013. The Company may elect to make
contributions in excess of minimum funding requirements in response to investment performance or changes in interest rates or when the
Company believes that it is financially advantageous to do so and based on its other cash requirements.

Employer contributions to the Company s defined contribution retirement program for its salaried employees, determined as a percentage of each
covered employee s eligible compensation, for the six months ended June 29, 2013, were $8.2 million. The Company expects total contributions
of approximately $15 million to this program in 2013.

(9) Other Expense, Net
Other expense, net includes non-income related taxes, foreign exchange gains and losses, gains and losses related to certain derivative

instruments and hedging activities, gains and losses on the extinguishment of debt (Note 7, Long-Term Debt ), gains and losses on the disposal of
fixed assets and other miscellaneous income and expense. A summary of other expense, net is shown below (in millions):

Three Months Ended Six Months Ended
June 29, June 30, June 29, June 30,
2013 2012 2013 2012
Other expense $ 104 $ 134 $21.5 $ 162
Other income 0.1) 3.2) 0.5) 5.7
Other expense, net $ 10.3 $ 102 $21.0 $ 10.5

For the six months ended June 29, 2013, other expense includes a loss of $3.6 million on the partial extinguishment of debt. See Note 7,
Long-Term Debt.

For the three and six months ended June 30, 2012, other income includes a gain of $3.5 million and $5.1 million, respectively, resulting from
insurance recoveries related to the destruction of property, plant and equipment. See Note 13, Legal and Other Contingencies.
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(10) Income Taxes

The provision for income taxes was $41.1 million for the second quarter of 2013, representing an effective tax rate of 23.7% on pretax income
before equity in net income of affiliates of $173.5 million, as compared to $31.8 million for the second quarter of 2012, representing an effective
tax rate of 19.2% on pretax income before equity in net income of affiliates of $165.8 million. The provision for income taxes was $79.0 million
for the six months ended June 29, 2013, representing an effective tax rate of 24.7% on pretax income before equity in net income of affiliates of
$320.3 million, as compared to $71.1 million for the six months ended June 30, 2012, representing an effective tax rate of 20.9% on a pretax
income before equity in net income of affiliates of $339.8 million.

12
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In the first half of 2013, the Company recognized tax benefits of $4.5 million primarily related to the retroactive reinstatement of the U.S.
research and development tax credit by the American Taxpayer Relief Act of 2012, which was signed into law on January 2, 2013, and a tax
benefit of $15.8 million related to the reversal of a full valuation allowance with respect to the deferred tax assets of a foreign subsidiary. As a
result of the reversal of a substantial portion of the Company s U.S. valuation allowance in the fourth quarter of 2012, the provision for income
taxes in the first half of 2013 reflects tax expense recorded with respect to the Company s earnings in the United States. In the first half of 2013
and 2012, the provision for income taxes was primarily impacted by the level and mix of earnings among tax jurisdictions. The provision was

also impacted by a portion of the Company s restructuring charges and other expenses, for which no tax benefit was provided as the charges were
incurred in certain countries for which no tax benefit is likely to be realized due to a history of operating losses in those countries. Excluding
these items, the effective tax rate in the first half of 2013 and 2012 approximated the U.S. federal statutory income tax rate of 35% adjusted for
income taxes on foreign earnings, losses and remittances, valuation allowances, tax credits, income tax incentives and other permanent items.

The Company s current and future provision for income taxes is impacted by the initial recognition of and changes in valuation allowances in
certain countries. The Company intends to maintain these allowances until it is more likely than not that the deferred tax assets will be realized.
The Company s future provision for income taxes will include no tax benefit with respect to losses incurred and no tax expense with respect to
income generated in these countries until the respective valuation allowances are eliminated.

For further information , see Note 8, Income Taxes, to the consolidated financial statements included in the Company s Annual Report on Form
10-K for the year ended December 31, 2012.

(11) Net Income Per Share Attributable to Lear

Basic net income per share attributable to Lear is computed by dividing net income attributable to Lear by the average number of common

shares outstanding during the period. Common shares issuable upon the satisfaction of certain conditions pursuant to a contractual agreement,
such as those shares contemplated as part of the Company s emergence from Chapter 11 bankruptcy proceedings, are considered common shares
outstanding and are included in the computation of basic net income per share attributable to Lear.

Diluted net income per share attributable to Lear is computed using the treasury stock method by dividing net income attributable to Lear by the
average number of common shares outstanding, including the dilutive effect of common stock equivalents using the average share price during
the period.

A summary of information used to compute basic and diluted net income per share attributable to Lear is shown below (in millions, except share
data):

Three Months Ended Six Months Ended
June 29, June 30, June 29, June 30,
2013 2012 2013 2012
Net income attributable to Lear $ 137.3 $ 145.4 $ 245.8 $ 279.5
Average common shares outstanding 84,517,205 99,127,883 89,609,759 99,721,827
Dilutive effect of common stock equivalents 1,033,769 1,483,916 1,043,946 1,548,999
Average diluted shares outstanding 85,550,974 100,611,799 90,653,705 101,270,826
$ 1.62 $ 1.47 $ 2.74 $ 2.80
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Basic net income per share attributable to
Lear

Diluted net income per share attributable to
Lear $ 1.60 $ 1.45 $ 2.71 $ 2.76

(12) Comprehensive Income and Equity
Comprehensive Income

Comprehensive income is defined as all changes in the Company s net assets except changes resulting from transactions with stockholders. It
differs from net income in that certain items recorded in equity are included in comprehensive income.

13
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A summary of comprehensive income and reconciliations of equity, Lear Corporation stockholders equity and noncontrolling interests for the
three and six months ended June 29, 2013 and June 30, 2012, are shown below (in millions):

Beginning equity balance

Stock-based compensation transactions

Repurchase of common stock

Dividends declared to Lear Corporation stockholders
Dividends paid to noncontrolling interests
Acquisition of noncontrolling interest
Comprehensive income:

Net income

Other comprehensive income (loss), net of tax:
Defined benefit plan adjustments o

Derivative instruments and hedging activities @

Foreign currency translation adjustments
Other comprehensive loss
Comprehensive income

Ending equity balance

Three Months Ended June 29, 2013

Attributable
to Lear Non-
Corporation  controlling
Equity Stockholders Interests
$3,485.8 $ 3,360.6 $ 1252
14.4 14.4
(800.0) (800.0)
(14.1) (14.1)
9.5) 9.5)
142.3 137.3 5.0
1.8 1.8
(16.1) (16.1)
(14.3) (14.6) 0.3
(28.6) (28.9) 0.3
113.7 108.4 53
$2,790.3 $ 2,669.3 $ 121.0

Six Months Ended June 29, 2013

Attributable
to Lear Non-
Corporation  controlling
Equity Stockholders Interests
$ 36122 $ 3,487.1 $ 1251
21.8 21.8
(1,000.1) (1,000.1)
(30.6) (30.6)
(14.8) (14.8)
(6.6) 3.2) (3.4)
259.2 245.8 13.4
3.7 3.7
(8.8) (8.8)
45.7) (46.4) 0.7
(50.8) (51.5) 0.7
208.4 194.3 14.1
$ 2,790.3 $ 2,669.3 $ 121.0

(1) Includes comprehensive income of $2.6 million and $5.2 million for the three and six months ended June 29, 2013, respectively,
reclassified from accumulated other comprehensive loss. See Note 8, Pension and Other Postretirement Benefit Plans.

(2) Includes comprehensive loss of $10.6 million and $18.8 million for the three and six months ended June 29, 2013, respectively,
reclassified from accumulated other comprehensive loss. See Note 15, Financial Instruments.

In the three and six months ended June 29, 2013, foreign currency translation adjustments largely relate to the Euro and the Brazilian real.

Beginning equity balance
Stock-based compensation transactions
Repurchase of common stock

Table of Contents

Three Months Ended June 30, 2012

Attributable
to Lear Non-
Corporation  controlling
Equity Stockholders Interests
$2,705.4 $ 2,577.1 $ 1283
5.2 5.2
(70.0) (70.0)

Six Months Ended June 30, 2012

Attributable
to Lear Non-
Corporation  controlling
Equity Stockholders Interests
$2,561.1 $ 24364 $ 1247
14.0 14.0
(122.5) (122.5)
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Dividends declared to Lear Corporation stockholders (14.0) (14.0) (28.4) (28.4)
Dividends paid to noncontrolling interests (1.1) (1.1) 4.3)

Acquisition of noncontrolling interests (6.2) (2.2)
Comprehensive income:

Net income 154.6 145.4 9.2 299.0 279.5
Other comprehensive income (loss), net of tax:

Defined benefit plan adjustments 2.6 2.6 (1.8) (1.8)
Derivative instruments and hedging activities @ “4.7) “.7) 36.0 36.0
Foreign currency translation adjustments (77.5) (76.1) (1.4) (46.4) (45.5)
Other comprehensive income (79.6) (78.2) (1.4) (12.2) (11.3)
Comprehensive income 75.0 67.2 7.8 286.8 268.2
Ending equity balance $2,700.5 $ 25655 $ 1350 $2,7005 $ 12,5655 $

(3) Includes comprehensive income of $2.6 million and $5.7 million for the three and six months ended June 30, 2012, respectively,
reclassified from accumulated other comprehensive loss. See Note 8, Pension and Other Postretirement Benefit Plans.

(4) Includes comprehensive income of $5.0 million and $6.1 million for the three and six months ended June 30, 2012, respectively,
reclassified from accumulated other comprehensive loss. See Note 15, Financial Instruments.
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In the three and six months ended and June 30, 2012, foreign currency translation adjustments relate primarily to the Euro and the Brazilian real.

Lear Corporation Stockholders Equity

Common Stock Share Repurchase Program

In January 2013, the Company s Board of Directors authorized an increase of $800 million to the Company s existing common stock share
repurchase program, which permits the discretionary repurchase of the Company s common stock, to provide for aggregate repurchases of $1.5
billion and extended the term of the program to January 10, 2016. In February 2013, the Board of Directors authorized the Company to increase
the pace of its common stock share repurchase program in order to complete $600 million of share repurchases in 2013. Subsequent to this
action, the Company received notice from certain of its stockholders, Marcato Capital Management LLC, Oskie Capital Management and their
affiliates (together, the Marcato-Oskie Group ), that they intended to nominate three directors for election and propose certain other business at
the Company s 2013 annual meeting of stockholders. Following discussions with the Marcato-Oskie Group and continued review of the
Company s capital structure by the Board of Directors, in April 2013, the Company and the Marcato-Oskie Group entered into an agreement
pursuant to which, among other things, the Marcato-Oskie Group agreed to withdraw its director nominees, the Company agreed to appoint a
ninth director who is mutually acceptable to the Company and the Marcato-Oskie Group, as promptly as practicable following the Company s
2013 annual meeting of stockholders, and the Board of Directors authorized a further acceleration of the Company s existing common stock
share repurchase program so that the program will be completed no later than March 2014. In addition, under the terms of the agreement, the
Board of Directors approved a new two-year common stock share repurchase authorization of $750 million to commence immediately following
the completion of the current authorization.

Pursuant to the agreement reached with the Marcato-Oskie Group described above, on April 25, 2013, the Company entered into an accelerated
stock repurchase (  ASR ) agreement with a third-party financial institution to repurchase $800 million of its common stock. In the second quarter
of 2013, the Company paid $800 million to the financial institution, using cash on-hand, and received an initial delivery of 11,862,836 shares.

This initial share delivery represented 80% of the ASR transaction s value at the then-current price of $53.95 per share. These shares have been
included in common stock held in treasury as of the applicable delivery date. The remaining 20% of the ASR transaction s value, or $160 million,
has been included in additional paid-in-capital in the accompanying condensed consolidated balance sheet as of June 29, 2013, and will be
transferred to common stock held in treasury upon settlement of the ASR transaction. The ultimate number of shares to be repurchased and the
final price paid per share under the ASR transaction will be based on the daily volume weighted average price of the Company s common stock
during the term of the ASR agreement, less an agreed upon discount. At settlement, if the ultimate number of shares to be repurchased exceeds

the 11,862,836 shares initially delivered, the Company will receive additional shares from the financial institution. If the ultimate number of
shares to be repurchased is less than the 11,862,836 shares initially delivered, the Company has the contractual right to either deliver additional
shares or cash equal to the value of those shares to the financial institution. The ASR transaction is expected to be completed no later than March
2014. For further information regarding the Company s ASR program, see Item 2, Management s Discussion and Analysis of Financial Condition
and Results of Operations Liquidity and Capital Resources Capitalization Common Stock Share Repurchase Program.

After completion of the ASR transaction, the Company will have a remaining repurchase authorization of $750 million under its common stock
share repurchase program. The Company may implement these share repurchases through a variety of methods, including open market
purchases, accelerated stock repurchase programs and structured repurchase transactions. The extent to which the Company will repurchase its
outstanding common stock and the timing of such repurchases will depend upon its financial condition, prevailing market conditions, alternative
uses of capital and other factors. In addition, the Company s amended and restated credit facility and the indenture governing the 2018 Notes and
the 2020 Notes place certain limitations on the Company s ability to repurchase its common shares.

Inclusive of the $800 million ASR transaction, the Company has paid $1.5 billion, in aggregate, for repurchases of its outstanding common
stock, excluding commissions and related fees, since the first quarter of 2011. In the first half of 2013, the Company paid $1.0 billion, in
aggregate, for repurchases of its outstanding common stock (15,533,758 shares repurchased, including the initial delivery of shares under the
ASR transaction, at an average purchase price of $54.08, excluding commissions and fees). In the first half of 2012, the Company paid $122.5
million, in aggregate, for repurchases of its outstanding common stock (2,942,771 shares repurchased at an average purchase price of $41.63 per
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In addition to shares repurchased under the Company s common stock share repurchase program described above, the Company classified shares
withheld from the settlement of the Company s restricted stock unit awards to cover minimum tax withholding requirements as common stock
held in treasury in the accompanying condensed consolidated balance sheets as of June 29, 2013 and December 31, 2012.

Quarterly Dividend 1In the first half of 2013 and 2012, the Company s Board of Directors declared quarterly cash dividends of $0.17 and $0.14
per share of common stock, respectively. In the first half of 2013, declared dividends totaled $30.6 million, and dividends paid totaled $29.6
million. In the first half of 2012, declared dividends totaled $28.4 million, and dividends paid totaled $27.6 million. Dividends payable on
common shares to be distributed under the Company s stock-based compensation program and common shares contemplated as part of the
Company s emergence from Chapter 11 bankruptcy proceedings will be paid when such common shares are distributed.

Noncontrolling Interests
In the first half of 2013 and 2012, the Company acquired noncontrolling interests in certain of its consolidated subsidiaries.
(13) Legal and Other Contingencies

As of June 29, 2013 and December 31, 2012, the Company had recorded reserves for pending legal disputes, including commercial disputes and
other matters, of $18.4 million and $12.8 million, respectively. Such reserves reflect amounts recognized in accordance with GAAP and
typically exclude the cost of legal representation. Product liability and warranty reserves are recorded separately from legal reserves, as
described below.

On October 5, 2011, a plaintiff filed a putative class action complaint in the United States District Court for the Eastern District of Michigan
against the Company and several other global suppliers of automotive wire harnesses alleging violations of federal and state antitrust and related
laws. Since that time, a number of other plaintiffs have filed substantially similar class action complaints against the Company and these and
other suppliers and individuals in a number of different federal district courts, and it is possible that additional similar lawsuits may be filed in
the future. Plaintiffs purport to be direct and indirect purchasers of automotive wire harnesses supplied by the Company and/or the other
defendants during the relevant period. The complaints allege that the defendants conspired to fix prices at which automotive wire harnesses were
sold and that this had an anticompetitive effect upon interstate commerce in the United States. The complaints further allege that defendants
fraudulently concealed their alleged conspiracy. The plaintiffs in these proceedings seek injunctive relief and recovery of an unspecified amount
of damages, as well as costs and expenses relating to the proceedings, including attorneys fees. On February 7, 2012, the Judicial Panel on
Multidistrict Litigation entered an order transferring and coordinating the various civil actions, for pretrial purposes, into one proceeding in the
United States District Court for the Eastern District of Michigan. On May 14, 2012, three purported classes of plaintiffs direct purchasers of
automotive wire harnesses; automotive dealers that indirectly purchased automotive wire harnesses or vehicles containing such harnesses; and
indirect purchasers that purchased or leased vehicles containing automotive wire harnesses (or purchased replacement automotive wire harnesses
for their vehicles) filed consolidated amended complaints in the consolidated proceeding. With respect to the Company, the consolidated
amended complaints are substantially similar to the individual complaints that had been filed in the various jurisdictions. On July 13, 2012, the
Company filed a motion to have these actions dismissed. On June 6, 2013, the District Court entered an order denying the Company s motion to
dismiss, and on June 20, 2013, the Company filed a motion asking the District Court to certify the June 6 order for interlocutory appeal to the
United States Circuit Court of Appeals for the Sixth Circuit.

Beginning in early 2012, single putative class action complaints were filed in the Superior Courts of Justice in Ontario, Quebec and British
Columbia against the Company and several other global suppliers of automotive wire harnesses alleging violations of Canadian laws related to
competition. The allegations in the complaints are substantially similar to those complaints that have been filed in the United States.

On November 17, 2011, the Company filed a motion with the United States Bankruptcy Court for the Southern District of New York seeking
entry of an order enforcing the Company s 2009 Plan of Reorganization and directing dismissal of the pending class action complaints. The
bankruptcy court heard oral argument on the motion and, on February 10, 2012, ruled that claims against the Company alleging violation of
antitrust law are enjoined to the extent that they arose prior to the Company s emergence from Chapter 11 bankruptcy proceedings on
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16

Table of Contents

29



Edgar Filing: LEAR CORP - Form 10-Q

Table of Conten
LEAR CORPORATION AND SUBSIDIARIES
NOTES TO THE CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

(Continued)

to address antitrust claims arising after the Company s emergence from Chapter 11 bankruptcy proceedings. The Company appealed the
bankruptcy court s decision on this issue, and in November 2012, the appellate court ruled in favor of the Company and remanded for
consideration by the bankruptcy court the possible effects of certain alleged antitrust claims arising after November 9, 2009. This issue was
stayed by the bankruptcy court until a decision was entered with respect to the Company s motion to dismiss the underlying class action
complaints in the United States District Court for the Eastern District of Michigan. Following the District Court s June 6, 2013 order denying the
Company s motion to dismiss, the Company renewed its request that the bankruptcy court enjoin the antitrust class action plaintiffs, and any
similarly situated potential plaintiffs, from seeking damages against the Company for the period prior to November 9, 2009. That request
remains pending.

The ultimate outcome of this litigation, and consequently, an estimate of the possible loss, if any, related to this litigation, cannot reasonably be
determined at this time. However, the Company believes the plaintiffs allegations against it are without merit and intends to continue to
vigorously defend itself in these proceedings.

Commercial Disputes

The Company is involved from time to time in legal proceedings and claims, including, without limitation, commercial or contractual disputes
with its customers, suppliers and competitors. These disputes vary in nature and are usually resolved by negotiations between the parties.

Product Liability and Warranty Matters

In the event that use of the Company s products results in, or is alleged to result in, bodily injury and/or property damage or other losses, the
Company may be subject to product liability lawsuits and other claims. Such lawsuits generally seek compensatory damages, punitive damages
and attorneys fees and costs. In addition, the Company is a party to warranty-sharing and other agreements with certain of its customers related
to its products. These customers may pursue claims against the Company for contribution of all or a portion of the amounts sought in connection
with product liability and warranty claims. The Company can provide no assurances that it will not experience material claims in the future or
that it will not incur significant costs to defend such claims. In addition, if any of the Company s products are, or are alleged to be, defective, the
Company may be required or requested by its customers to participate in a recall or other corrective action involving such products. Certain of
the Company s customers have asserted claims against the Company for costs related to recalls or other corrective actions involving its products.

In certain instances, allegedly defective products may be supplied by Tier 2 suppliers. The Company may seek recovery from its suppliers of
materials or services included within the Company s products that are associated with product liability and warranty claims. The Company
carries insurance for certain legal matters, including product liability claims, but such coverage may be limited. The Company does not maintain
insurance for product warranty or recall matters. Future dispositions with respect to the Company s product liability claims that were subject to
compromise under the Chapter 11 bankruptcy proceedings will be satisfied out of a common stock and warrant reserve established for that

purpose.

The Company records product warranty reserves based on its individual customer agreements. Product warranty reserves are recorded for known
warranty issues when liability for such issues is probable and related amounts are reasonably estimable.

A summary of the changes in reserves for product liability and warranty claims for the six months ended June 29, 2013, is shown below (in
millions):

Balance as of January 1, 2013 $ 227
Expense, net (including changes in estimates) 9.9
Settlements 2.4)
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Foreign currency translation and other 0.2)
Balance as of June 29, 2013 $ 30.0

Environmental Matters

The Company is subject to local, state, federal and foreign laws, regulations and ordinances which govern activities or operations that may have
adverse environmental effects and which impose liability for clean-up costs resulting from past spills, disposals or other releases of hazardous
wastes and environmental compliance. The Company s policy is to comply with all applicable environmental laws and to maintain an
environmental management program based on ISO 14001 to ensure compliance with this standard. However, the Company currently is, has been
and in the future may become the subject of formal or informal enforcement actions or procedures.
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The Company has been named as a potentially responsible party at several third-party landfill sites and is engaged in the cleanup of hazardous
waste at certain sites owned, leased or operated by the Company, including several properties acquired in its 1999 acquisition of UT

Automotive, Inc. ( UT Automotive ). Certain present and former properties of UT Automotive are subject to environmental liabilities which may
be significant. The Company obtained agreements and indemnities with respect to certain environmental liabilities from United Technologies
Corporation ( UTC ) in connection with the Company s acquisition of UT Automotive. UTC manages and directly funds these environmental
liabilities pursuant to its agreements and indemnities with the Company.

As of June 29, 2013 and December 31, 2012, the Company had recorded environmental reserves of $5.0 million and $5.2 million, respectively.
The Company does not believe that the environmental liabilities associated with its current and former properties will have a material adverse
impact on its business, financial condition, results of operations or cash flows; however, no assurances can be given in this regard.

Other Matters

The Company is involved from time to time in various other legal proceedings and claims, including, without limitation, intellectual property
matters, tax claims and employment matters. Although the outcome of any legal matter cannot be predicted with certainty, the Company does
not believe that any of these other legal proceedings or claims in which the Company is currently involved, either individually or in the
aggregate, will have a material adverse impact on its business, financial condition, results of operations or cash flows. However, no assurances
can be given in this regard.

Although the Company records reserves for legal disputes, product liability and warranty claims and environmental and other matters in
accordance with GAAP, the ultimate outcomes of these matters are inherently uncertain. Actual results may differ significantly from current
estimates.

Insurance Recoveries

The Company has incurred losses and incremental costs related to the destruction of assets caused by a fire at one of its European production
facilities in the third quarter of 2011. During the fourth quarter of 2012, the Company reached a settlement for the recovery of such costs under
applicable insurance policies. Anticipated proceeds from insurance recoveries related to losses and incremental costs that have been incurred

( loss recoveries ) are recognized when receipt is probable. Anticipated proceeds from insurance recoveries in excess of the net book value of
destroyed property, plant and equipment ( insurance gain contingencies ) are recognized when all contingencies related to the claim have been
resolved. Loss recoveries related to the destruction of inventory and incremental costs are included in costs of sales, and loss recoveries and
insurance gain contingencies related to the destruction of property, plant and equipment are included in other expense, net. Cash proceeds related
to the destruction of inventory and incremental costs are included in cash flows from operating activities, and cash proceeds related to the
destruction of property, plant and equipment are included in cash flows from investing activities.

Since the fire in the third quarter of 2011, the Company incurred cumulative losses and incremental costs of $65.7 million ($1.5 million and $7.3
million incurred in the three and six months ended June 29, 2013, respectively; and $7.1 million and $17.8 million incurred in the three and six
months ended June 30, 2012, respectively). The Company also recognized in cost of sales cumulative recoveries of $59.1 million ($10.2 million
and $20.2 million recognized in the three and six months ended June 30, 2012, respectively) and in other expense cumulative recoveries and
gains of $29.9 million ($3.5 million and $5.1 million recognized in the three and six months ended June 30, 2012, respectively). In addition, the
Company received cumulative cash proceeds of $89.0 million ($10.0 million and $24.7 million received in the first half of 2013 and 2012,
respectively), of which $59.1 million ($2.9 million and $20.2 million received in the first half of 2013 and 2012, respectively) has been reflected
in cash flows from operating activities and $29.9 million ($7.1 million and $4.5 million received in the first half of 2013 and 2012, respectively)
has been reflected in cash flows from investing activities.

(14) Segment Reporting
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The Company has two reportable operating segments: seating, which includes seats and related components, such as seat structures and
mechanisms, seat covers, seat foam and headrests, and electrical power management systems ( EPMS ), which includes electrical distribution
systems for both traditional powertrain vehicles, as well as high-power for hybrid and electric vehicles. Key components of electrical
distribution systems include wiring harnesses, terminals and connectors, junction boxes, electronic control modules and wireless control devices,
such as key fobs. The other category includes unallocated costs related to corporate headquarters, regional headquarters and the elimination of
intercompany activities, none of which meets the requirements for being classified as an operating segment.
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The Company evaluates the performance of its operating segments based primarily on (i) revenues from external customers, (ii) pretax income

before equity in net income of affiliates, interest expense and other expense, ( segment earnings ) and (iii) cash flows, being defined as segment
earnings less capital expenditures plus depreciation and amortization. A summary of revenues from external customers and other financial
information by reportable operating segment is shown below (in millions):

(1)

Revenues from external customers
Segment earnings @
Depreciation and amortization
Capital expenditures

Total assets

Revenues from external customers
Segment earnings M
Depreciation and amortization
Capital expenditures

Total assets

Revenues from external customers
Segment earnings M
Depreciation and amortization
Capital expenditures

Total assets

Revenues from external customers
Segment earnings o
Depreciation and amortization
Capital expenditures

Total assets

See definition above.

Seating
$3,069.2
166.5
44.1
80.1
4,754.7

Seating
$2,793.4
183.6
35.7
60.3
4,439.2

Seating
$5,980.9
307.9
86.7
147.6
4,754.7

Seating
$5,607.2
369.4
69.2
102.7
4,439.2

Three Months Ended June 29, 2013

EPMS Other Consolidated
$1,043.9 $ $ 4,113.1
94.9 (60.2) 201.2
23.1 1.8 69.0
43.2 4.4 127.7
1,594.8 1,817.3 8,166.8

Three Months Ended June 30, 2012

EPMS Other Consolidated
$ 8716 $ $ 3,665.0
58.6 (52.2) 190.0

18.7 2.2 56.6

47.8 2.0 110.1
1,427.7 1,636.7 7,503.6

Six Months Ended June 29, 2013

EPMS Other Consolidated
$2,079.3 $ $ 38,0602
183.9 (116.4) 375.4
45.0 3.7 135.4
73.5 53 226.4
1,594.8 1,817.3 8,166.8

Six Months Ended June 30, 2012

EPMS Other Consolidated
$1,701.8 $ $ 7.309.0
111.2 (103.8) 376.8
36.9 4.2 110.3
73.2 4.5 180.4
1,427.7 1,636.7 7,503.6

For the three months ended June 29, 2013, segment earnings include restructuring charges of $3.7 million, $6.5 million and $4.0 million in the
seating and EPMS segments and in the other category, respectively. For the six months ended June 29, 2013, segment earnings include
restructuring charges of $18.9 million, $7.2 million and $5.1 million in the seating and EPMS segments and in the other category,
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respectively. For the three months ended June 30, 2012, segment earnings include restructuring charges of $2.4 million and $0.5 million in the
seating and EPMS segments, respectively. For the six months ended June 30, 2012, segment earnings include restructuring charges of $6.3
million, $1.7 million and $0.2 million in the seating and EPMS segments and in the other category, respectively. See Note 2, Restructuring.
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A reconciliation of segment earnings to consolidated income before provision for income taxes and equity in net income of affiliates is shown
below (in millions):

Three Months Ended Six Months Ended
June 29, June 30, June 29, June 30,
2013 2012 2013 2012
Segment earnings $201.2 $ 190.0 $3754 $ 376.8
Interest expense 17.4 14.0 34.1 26.5
Other expense, net 10.3 10.2 21.0 10.5
Consolidated income before provision for income taxes and equity in net income
of affiliates $1735 $ 165.8 $320.3 $ 339.8

(15) Financial Instruments

The carrying values of the Company s debt instruments vary from their fair values. The fair values were determined by reference to the quoted
market prices of these securities (Level 2 input based on the GAAP fair value hierarchy). As of June 29, 2013, the aggregate carrying value of
the Company s Notes was $1,056.9 million, as compared to an estimated aggregate fair value of $1,080.5 million. As of December 31, 2012, the
aggregate carrying value of the Notes was $626.3 million, as compared to an estimated aggregate fair value of $696.6 million.

Derivative Instruments and Hedging Activities

The Company has used derivative financial instruments, including forwards, futures, options, swaps and other derivative contracts to reduce the
effects of fluctuations in foreign exchange rates, interest rates and commodity prices and the resulting variability of the Company s operating
results. The Company is not a party to leveraged derivatives. On the date that a derivative contract is entered into, the Company designates the
derivative as either (1) a hedge of the exposure to changes in the fair value of a recognized asset or liability or of an unrecognized firm
commitment (a fair value hedge), (2) a hedge of the exposure of a forecasted transaction or of the variability in the cash flows of a recognized
asset or liability (a cash flow hedge) or (3) a hedge of a net investment in a foreign operation (a net investment hedge).

The Company s derivative financial instruments are subject to master netting arrangements that provide for the net settlement of contracts, by
counterparty, in the event of default or termination.

Foreign exchange The Company uses forwards, swaps and other derivative contracts to reduce the effects of fluctuations in foreign exchange
rates on known foreign currency exposures. Gains and losses on the derivative instruments are intended to offset gains and losses on the hedged
transaction in an effort to reduce exposure to fluctuations in foreign exchange rates. The principal currencies hedged by the Company include the
Mexican peso, various European currencies, the Chinese renminbi and the Canadian dollar. As of June 29, 2013 and December 31, 2012,
contracts designated as cash flow hedges with $793.5 million and $836.4 million, respectively, of notional amount were outstanding with
maturities of less than 18 months and 17 months, respectively. As of June 29, 2013 and December 31, 2012, the fair value of these contracts was
approximately $7.5 million and $19.9 million, respectively. As of June 29, 2013 and December 31, 2012, other foreign currency derivative
contracts that did not qualify for hedge accounting with $145.7 million and $23.4 million, respectively, of notional amount were outstanding.
These foreign currency derivative contracts consist principally of hedges of cash transactions of up to 12 months, hedges of intercompany loans
and hedges of certain other balance sheet exposures. As of June 29, 2013 and December 31, 2012, the fair value of these contracts was
approximately $0.5 million and approximately zero, respectively.
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The fair value of outstanding foreign currency derivative contracts and the related classification in the accompanying condensed consolidated
balance sheets as of June 29, 2013 and December 31, 2012, are shown below (in millions):

June 29, December 31,
2013 2012
Contracts qualifying for hedge accounting:
Other current assets $ 164 $ 223
Other long-term assets 0.8 0.5
Other current liabilities (6.0) 2.8)
Other long-term liabilities 3.7) 0.1)
7.5 19.9
Contracts not qualifying for hedge accounting:
Other current assets 24 0.1
Other current liabilities (1.9) 0.1)
0.5
$ 8.0 $ 19.9

Pretax amounts related to foreign currency derivative contracts that were recognized in and reclassified from accumulated other comprehensive
loss are shown below (in millions):

Three Months Ended Six Months Ended
June 29, June 30, June 29, June 30,
2013 2012 2013 2012
Contracts qualifying for hedge accounting:
Gains (losses) recognized in accumulated other comprehensive loss $(11.8) $ 9.7 $ 64 $ 29.8
(Gains) losses reclassified from accumulated other comprehensive loss (10.6) 5.0 (18.8) 5.9
Comprehensive income (loss) $(22.4) $ @ $(12.4) $ 357

For the three and six months ended June 29, 2013, net sales includes gains of $0.8 million and $1.3 million, respectively, reclassified from
accumulated other comprehensive loss related to foreign currency derivative contracts. For the three and six months ended June 29, 2013, cost of
sales includes gains of $9.8 million and $17.5 million, respectively, reclassified from accumulated other comprehensive loss related to foreign
currency derivative contracts. For the three and six months ended June 30, 2012, net sales includes gains of $0.3 million and $0.5 million,
respectively, reclassified from accumulated other comprehensive loss related to foreign currency derivative contracts. For the three and six
months ended June 30, 2012, cost of sales includes losses of $5.3 million and $6.4 million, respectively, reclassified from accumulated other
comprehensive loss related to foreign currency derivative contracts.
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Interest rate  Historically, the Company used interest rate swap and other derivative contracts to manage its exposure to fluctuations in interest
rates. As of June 29, 2013 and December 31, 2012, there were no interest rate contracts outstanding. The Company will continue to evaluate,
and may use, derivative financial instruments, including forwards, futures, options, swaps and other derivative contracts to manage its exposures
to fluctuations in interest rates in the future.

Commodity prices The Company uses derivative instruments to reduce its exposure to fluctuations in certain commodity prices. These
derivative instruments are utilized to hedge forecasted inventory purchases and to the extent that they qualify and meet hedge accounting
criteria, they are accounted for as cash flow hedges. Commodity swap contracts that are not designated as cash flow hedges are marked to
market with changes in fair value recognized immediately in the condensed consolidated statements of comprehensive income. As of June 29,
2013 and December 31, 2012, there were no commodity swap contracts outstanding.
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Pretax amounts related to commodity swap contracts that were recognized in and reclassified from accumulated other comprehensive loss are
shown below (in millions):

Six Months
Ended
June 30,
2012

Contracts qualifying for hedge accounting:
Gains recognized in accumulated other comprehensive loss $ 0.1
Losses reclassified from accumulated other comprehensive loss 0.2
Comprehensive income $ 0.3

For the six months ended June 30, 2012, cost of sales includes losses of $0.2 million reclassified from accumulated other comprehensive loss
related to commodity swap contracts.

As of June 29, 2013 and December 31, 2012, pretax net gains of approximately $7.5 million and $19.9 million, respectively, related to the
Company s derivative instruments and hedging activities were recorded in accumulated other comprehensive loss. During the twelve month
period ending July 5, 2014, the Company expects to reclassify into earnings net gains of approximately $10.4 million recorded in accumulated
other comprehensive loss as of June 29, 2013. Such gains will be reclassified at the time that the underlying hedged transactions are realized.
During the three and six months ended June 29, 2013 and June 30, 2012, amounts recognized in the accompanying condensed consolidated
statements of comprehensive income related to changes in the fair value of cash flow and fair value hedges excluded from the Company s
effectiveness assessments and the ineffective portion of changes in the fair value of cash flow and fair value hedges were not material.

Fair Value Measurements

GAAP provides that fair value is an exit price, defined as a market-based measurement that represents the amount that would be received to sell
an asset or paid to transfer a liability in an orderly transaction between market participants. Fair value measurements are based on one or more of
the following three valuation techniques:

Market: This approach uses prices and other relevant information generated by market transactions involving identical or comparable
assets or liabilities.

Income: This approach uses valuation techniques to convert future amounts to a single present value amount based on current market
expectations.
Cost: This approach is based on the amount that would be required to replace the service capacity of an asset (replacement cost).

Further, GAAP prioritizes the inputs and assumptions used in the valuation techniques described above into a three-tier fair value hierarchy as
follows:
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Level I: Observable inputs, such as quoted market prices in active markets for identical assets or liabilities that are accessible at the
measurement date.

Level 2: Inputs, other than quoted market prices included in Level 1, that are observable either directly or indirectly for the asset or
liability.
Level 3: Unobservable inputs that reflect the entity s own assumptions about the exit price of the asset or liability. Unobservable inputs

may be used if there is little or no market data for the asset or liability at the measurement date.
The Company discloses fair value measurements and the related valuation techniques and fair value hierarchy level for its assets and liabilities
that are measured or disclosed at fair value.
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Items measured at fair value on a recurring basis  Fair value measurements and the related valuation techniques and fair value hierarchy level for

the Company s assets and liabilities measured at fair value on a recurring basis as of June 29, 2013 and December 31, 2012, are shown below (in
millions):

June 29, 2013

Valuation
Asset
Frequency (Liability) Technique Level 1 Level2  Level 3
Foreign currency derivative contracts, net Recurring  $ 8.0  Market/Income $ $ 80 $
December 31, 2012
Valuation
Asset
Frequency (Liability) Technique Level 1
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