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ATC TECHNOLOGY CORPORATION
CONSOLIDATED BALANCE SHEETS

(In thousands, except share and per share data)

September 30, December 31,
2008 2007

(Unaudited)
Assets
Current Assets:
Cash and cash equivalents $ 5,528 $ 40,149
Accounts receivable, net 95,615 70,887
Inventories 73,190 63,994
Prepaid and other assets 5,586 3,136
Refundable income taxes 2,510 2,036
Deferred income taxes 8,126 7,740
Assets of discontinued operations 31 2,408
Total current assets 190,586 190,350

Property, plant and equipment, net 55,697 56,462
Debt issuance costs, net 389 507
Goodwill 132,375 132,375
Intangible assets, net 84 211
Long-term investments 5,101 3,019
Other assets 1,788 1,244
Assets of discontinued operations - 5,206
Total assets $ 386,020 $ 389,374

Liabilities and Stockholders' Equity
Current Liabilities:
Accounts payable $ 37,289 $ 34,756
Accrued expenses 28,241 34,495
Income taxes payable 1,545 3,308
Deferred compensation 118 124
Liabilities of discontinued operations 748 789
Total current liabilities 67,941 73,472

Deferred compensation, less current portion 5,287 3,308
Other long-term liabilities 2,876 2,819
Liabilities related to uncertain tax positions 1,607 1,608
Deferred income taxes 31,133 27,654

Stockholders' Equity:
Preferred stock, $.01 par value; shares authorized -
2,000,000; none issued - -
Common stock, $.01 par value; shares authorized -
30,000,000;
Issued (including shares held in treasury) - 27,605,977
and  27,479,944
as of September 30, 2008 and December 31, 2007,
respectively 276 275

Edgar Filing: ATC Technology CORP - Form 10-Q

4



Additional paid-in capital 235,783 232,312
Retained earnings 153,065 125,336
Accumulated other comprehensive income 2,194 3,766
Common stock held in treasury, at cost - 6,906,505
and 5,328,423 shares
as of September 30, 2008 and December 31, 2007,
respectively (114,142) (81,176)
Total stockholders' equity 277,176 280,513

Total liabilities and stockholders' equity $ 386,020 $ 389,374

See accompanying notes.

1
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ATC TECHNOLOGY CORPORATION

CONSOLIDATED STATEMENTS OF INCOME
(In thousands, except per share data)

For the three months ended September
30,

For the nine months ended September
30,

2008 2007 2008 2007
(Unaudited) (Unaudited)

Net sales:
Services $ 94,302 $ 75,390 $ 265,571 $ 213,017
Products 44,617 57,870 138,512 181,869
Total net sales 138,919 133,260 404,083 394,886

Cost of sales:
Services 70,711 52,841 198,337 154,629
Products 36,860 45,557 113,081 138,259
Products - exit, disposal, certain
severance and other charges - - - 713
Total cost of sales 107,571 98,398 311,418 293,601

Gross profit 31,348 34,862 92,665 101,285

Selling, general and administrative
expense 15,420 14,750 43,199 43,468
Amortization of intangible assets 31 62 118 181
Exit, disposal, certain severance and
other charges 214 62 1,332 575

Operating income 15,683 19,988 48,016 57,061

Interest income 125 254 531 439
Other income, net 33 21 132 85
Interest expense (161) (125) (536) (819)

Income from continuing operations
before income taxes 15,680 20,138 48,143 56,766

Income tax expense 5,516 7,290 17,934 20,669

Income from continuing operations 10,164 12,848 30,209 36,097

Loss from discontinued operations,
net of income taxes (2) (2,107) (2,480) (5,610)

Net income $ 10,162 $ 10,741 $ 27,729 $ 30,487

Per common share - basic:
Income from continuing operations $ 0.49 $ 0.59 $ 1.42 $ 1.66
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Loss from discontinued operations $ - $ (0.10) $ (0.12) $ (0.26)
Net income $ 0.49 $ 0.49 $ 1.31 $ 1.40

Weighted average number of
common shares
outstanding 20,758 21,879 21,201 21,769

Per common share - diluted:
Income from continuing operations $ 0.48 $ 0.58 $ 1.41 $ 1.63
Loss from discontinued operations $ - $ (0.09) $ (0.12) $ (0.25)
Net income $ 0.48 $ 0.48 $ 1.29 $ 1.38

Weighted average number of
common and
common equivalent shares
outstanding 21,004 22,237 21,431 22,094

See accompanying notes.

2
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ATC TECHNOLOGY CORPORATION

CONSOLIDATED STATEMENTS OF CASH FLOWS
(In thousands)

For the nine months ended September 30,
2008 2007

(Unaudited)
Operating Activities:
Net income $ 27,729 $ 30,487

Adjustments to reconcile net income to net cash
provided by
operating activities - continuing operations:
Net loss from discontinued operations 2,480 5,610
Depreciation and amortization 11,003 10,848
Noncash stock-based compensation 3,258 2,877
Amortization of debt issuance costs 118 118
Adjustments to provision for losses on accounts
receivable 43 (111)
(Gain) loss on sale of equipment (17) 103
Deferred income taxes 3,137 5,096
Changes in operating assets and liabilities,
net of businesses discontinued/sold:
Accounts receivable (25,106) (6,396)
Inventories (9,791) (4,629)
Prepaid and other assets (1,693) (206)
Accounts payable and accrued expenses (3,027) 14,462
Net cash provided by operating activities -  continuing
operations 8,134 58,259

Net cash provided by (used in) operating activities -
discontinued operations 237 (5,950)

Investing Activities:
Purchases of property, plant and equipment (9,930) (17,909)
Purchases of available-for-sale securities (2,303) (4,141)
Proceeds from sales of available-for-sale securities - 3,348
Repayment of note receivable from sale of business 134 -
Proceeds from sale of property, plant and equipment 38 42
Net cash used in investing activities - continuing
operations (12,061) (18,660)

Net cash provided by (used in) investing activities -
discontinued operations 2,412 (1,339)

Financing Activities:
Payments on revolving credit facility, net - (17,800)
Net change in book overdraft - (5,059)
Proceeds from exercise of stock options 205 3,197
Tax benefit from stock-based award transactions 107 731
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Repurchases of common stock for treasury (32,966) (495)
Payments of deferred compensation related to acquired
company (124) (130)
Net cash used in financing activities (32,778) (19,556)

Effect of exchange rate changes on cash and cash
equivalents (565) 132

(Decrease) increase in cash and cash equivalents (34,621) 12,886

Cash and cash equivalents at beginning of period 40,149 7,835
Cash and cash equivalents at end of period $ 5,528 $ 20,721

Cash paid during the period for:
Interest $ 436 $ 710
Income taxes, net 15,102 7,093

See accompanying notes.
3
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ATC TECHNOLOGY CORPORATION

Notes to Consolidated Financial Statements
(Unaudited)

(In thousands, except share and per share data)

Note 1. Basis of Presentation

The accompanying unaudited consolidated financial statements of ATC Technology Corporation (the “Company”) as of
September 30, 2008 and for the three and nine months ended September 30, 2008 and 2007 have been prepared in
accordance with generally accepted accounting principles for interim financial information and with the instructions to
Form 10-Q.  Accordingly, they do not include all of the information and footnotes required by generally accepted
accounting principles for complete financial statements.  In the opinion of management, all adjustments (consisting of
normal recurring accruals) considered necessary for a fair presentation have been included.  Operating results for the
three and nine months ended September 30, 2008 are not necessarily indicative of the results that may be expected for
the year ending December 31, 2008.  For further information, refer to the consolidated financial statements and
footnotes thereto included in the Company’s Annual Report on Form 10-K for the year ended December 31, 2007.

On April 2, 2008, the Company sold the asset group related to its NuVinci CVP project (“NuVinci”).  Accordingly, the
results of operations for NuVinci, which was reported as part of “Drivetrain” in segment information disclosed prior to
2008, has been reclassified to discontinued operations for all periods presented.  As a result of the discontinuance of
NuVinci, for the three months ended September 30, 2008 and 2007, after-tax losses of $2 ($0.00 per common share –
basic and diluted) and $1,833 ($0.08 per common share – basic and diluted), respectively, and for the nine months
ended September 30, 2008 and 2007, after-tax losses of $2,493 ($0.12 per common share – basic and diluted) and
$5,279 ($0.24 per common share – basic and diluted), respectively, are reflected in discontinued operations.  The
balance of the gain (loss) from discontinued operations recorded during the nine months ended September 30, 2008
and the three and nine months ended September 30, 2007 relate to the Independent Aftermarket businesses which
were discontinued by the Company during 2006.  (See Note 12 – Discontinued Operations)

Certain prior-year amounts have been reclassified to conform to the 2008 presentation.

Note 2. Inventories

Inventories consist of the following:
September 30,

2008
December 31,

2007

Raw materials, including core inventories $ 65,493 $ 57,695
Work-in-process 1,374 1,467
Finished goods 6,323 4,832
Total inventories $ 73,190 $ 63,994

4
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Note 3. Property, Plant and Equipment

Property, plant and equipment of continuing operations, stated at cost less accumulated depreciation, is summarized as
follows:

September 30,
2008

December 31,
2007

Property, plant and
equipment                                                                   $ 152,285 $ 144,172
Accumulated
depreciation                                                                   (96,588) (87,710)
Total property, plant and equipment, net $ 55,697 $ 56,462

For the nine months ended September 30, 2008, property, plant and equipment and accumulated depreciation
decreased by $1,833 and $1,558, respectively, due to a change in the foreign exchange conversion rate between the
U.S. dollar and Great Britain pound.

Note
4.

Goodwill and Other Intangible Assets

In accordance with the provisions of Statement of Financial Accounting Standards (“SFAS”) No. 142, Goodwill and
Other Intangible Assets, the Company tests its goodwill and indefinite lived intangible assets for impairment annually
as of September 30 of each year unless events or circumstances would require an immediate review.  Goodwill is
tested for impairment at a level of reporting referred to as a reporting unit, which generally is an operating segment or
a component of an operating segment as defined in paragraph 10 of SFAS No. 131, Disclosures about Segments of an
Enterprise and Related Information and paragraph 30 of SFAS No. 142.  In accordance with paragraph 30 of SFAS
No. 142, certain components of an operating segment with similar economic characteristics are aggregated and
deemed a single reporting unit.  In estimating the fair value of its reporting units, the Company utilizes a valuation
technique based on multiples of projected cash flow, giving consideration to unusual items, cost reduction initiatives,
new business initiatives and other factors that generally would be considered in determining value.  Impairments are
recorded (i) if the fair value is less than the carrying value or (ii) when an individual reporting unit is disposed
of.  Goodwill amounts are generally allocated to the reporting units based upon the amounts allocated at the time of
their respective acquisition, adjusted for significant transfers of business between reporting units.  The annual
impairment tests made by the Company as of September 30, 2008 resulted in no adjustment to the carrying value of its
goodwill.

Note 5. Warranty Liability

The Company offers various product warranties for transmissions and engines sold to its customers in the Drivetrain
segment.  The specific terms and conditions of the warranties vary depending upon the customer and the product
sold.  Factors that affect the Company’s warranty liability include number of products sold, historical and anticipated
rates of warranty claims and cost per claim.  The Company accrues for estimated warranty costs as sales are made and
periodically assesses the adequacy of its recorded warranty liability, included in accrued expenses, and adjusts the
amount as necessary.
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Changes to the Company’s warranty liability are summarized as follows:

For the three months ended September
30, For the nine months ended September 30,

2008 2007 2008 2007
Balance at beginning of period $ 1,900 $ 2,195 $ 2,154 $ 1,985
Warranties issued 169 360 819 1,148
Claims paid / settlements (49) (170) (531) (741)
Changes in liability for
pre-existing warranties (69) (41) (491) (48)
Balance at end of period $ 1,951 $ 2,344 $ 1,951 $ 2,344

Note
6.

Credit Facility

On March 21, 2006, the Company entered into a credit agreement and related security agreement with certain banks
(the “Credit Facility”). The Credit Facility provides the Company with a $150,000 five-year senior secured revolving
credit facility.  The Credit Facility can be increased by up to $75,000 under certain circumstances and subject to
certain conditions (including the receipt from one or more lenders of the additional commitments that may be
requested).

Amounts outstanding under the Credit Facility generally bear interest at LIBOR plus a specified margin or the prime
rate plus a specified margin, depending on the type of borrowing being made.  The applicable margin is based on the
Company’s ratio of debt to EBITDA from time to time.  Currently, the Company’s LIBOR margin is 1.0% and its prime
rate margin is zero. Additionally, the Company is required to pay quarterly in arrears a commitment fee based on the
average daily unused portion of the Credit Facility during such quarter, currently at a rate 0.20% per annum.  The
Company must also pay fees on outstanding letters of credit at a rate per annum equal to the applicable LIBOR margin
then in effect.

Amounts advanced under the Credit Facility are guaranteed by all of the Company’s domestic subsidiaries and secured
by substantially all of the Company’s assets and its domestic subsidiaries' assets.  The Credit Facility contains several
covenants, including ones that require the Company to maintain specified levels of net worth, leverage and interest
coverage and others that may limit its ability to create liens, make investments, incur indebtedness, make fundamental
changes, make asset dispositions, make restricted payments (including dividends) and engage in transactions with the
Company’s affiliates and affiliates of its subsidiaries.  The Company was in compliance with all debt covenants at
September 30, 2008.

Amounts outstanding under the Credit Facility are generally due and payable on March 31, 2011, the expiration date
of the credit agreement.  The Company can elect to prepay some or all of the outstanding balance from time to time
without penalty or capacity reduction.

As of September 30, 2008, the Company had no amounts outstanding under the Credit Facility and had $890 of letters
of credit issued against the Credit Facility, resulting in a borrowing capacity of $149,110.

6
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Note
7.

Comprehensive Income

The following table sets forth the computation of comprehensive income for the three and nine months ended
September 30, 2008 and 2007, respectively:

For the three months ended September 30, For the nine months ended September 30,
2008 2007 2008 2007

Net income $ 10,162 $ 10,741 $ 27,729 $ 30,487
Other comprehensive income
(loss):
Currency translation
adjustments (1,354) 276 (1,368) 557
Change in unrealized gain
(loss) on available-
for-sale securities, net of
income taxes (127) (47) (204) 51
Total comprehensive income $ 8,681 $ 10,970 $ 26,157 $ 31,095

Note
8.

Repurchases of Common Stock

On February 28, 2008, the Company’s Board of Directors authorized a plan for the Company to repurchase up to
$50,000 of its common stock during 2008.  The repurchases are being made (i) pursuant to a plan complying with
Rule 10b5-1 under the Securities Exchange Act of 1934, and (ii) in accordance with Rule 10b-18 under the Securities
Exchange Act.  Pursuant to this program, the Company purchased 1,533,835 shares of its common stock at an
aggregate cost of $32,453 during the nine months ended September 30, 2008.

  Also during the nine months ended September 30, 2008, certain officers and employees of the Company delivered to
the Company 22,731 shares of the Company’s common stock in payment of $513 of withholding tax obligations
arising from the vesting of Restricted Stock awards.  Per the stock incentive plans under which the awards were
granted, (i) the withholding tax obligation was based upon the fair market value of the Company’s common stock on
the vesting date and (ii) the shares returned to the Company in satisfaction of the minimum withholding tax obligation
were returned to their respective plans and are available for future grant.

In addition, 21,516 shares of the Company’s common stock were returned to treasury, at no cost, due to the forfeiture
of Restricted Stock awards during the nine months ended September 30, 2008.

Note
9.

Stock-Based Compensation

The Company awards (i) stock options and (ii) shares of its common stock in the form of unvested stock (“Restricted
Stock”), to its directors and employees and applies the provisions of SFAS No. 123R, Share-Based Payment, to these
stock-based awards.  Stock option valuations are estimated by using the Black-Scholes option pricing model and
Restricted Stock awards are measured at the market value of the Company’s common stock on the date of
issuance.  For stock-based awards granted by the Company with graded vesting provisions, the Company applies an
accelerated attribution method and separately amortizes each vesting tranche over its particular vesting period.
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During the three months ended March 31, 2008 and in connection with the establishment of a new employment
agreement, the Company granted to its Chief Executive Officer 71,275 stock options with an exercise price equal to
the market price of the Company’s common stock on the date of grant and 22,231 shares of Restricted Stock. On
February 6, 2008, the date of grant, the fair value of the stock options and Restricted Stock was $6.71 and $24.19 per
share, respectively.

During the three months ended June 30, 2008, the Company granted an aggregate of (i) 187,502 stock options with an
exercise price equal to the market price of the Company’s common stock on the dates of grant at a weighted average
fair value of $6.93 per share and (ii) 88,891 shares of Restricted Stock at a weighted average fair value of $22.10 per
share, to non-employee directors, executive officers and certain employees of the Company.

During the three months ended September 30, 2008, the Company granted to certain newly hired employees of the
Company 745 shares of Restricted Stock at a fair value of $24.56 per share.

The Company recognized compensation expense related to stock-based awards of $1,005 and $1,073 for the three
months ended September 30, 2008 and 2007, respectively, and $3,258 and $2,877 for the nine months ended
September 30, 2008 and 2007, respectively.

A summary of stock-based award activities during the nine months ended September 30, 2008 is presented below:

Stock Options
Restricted
Stock(1)

Outstanding at January 1, 2008 1,514,727 224,625 
Granted at market price 258,777 111,867 
Exercised (14,166) (95,840)
Forfeited/expired (37,316) (21,516)
Outstanding at September 30, 2008 1,722,022 219,136 

(1)Restricted stock becomes unrestricted at the time the awards vest.

Note
10.

Segment Information

Within the Company, financial performance is measured by lines of business.  The Company aggregates certain of its
operating units to form two reportable segments: the Logistics segment and the Drivetrain segment.  The Logistics
segment provides value-added warehousing, packaging and distribution, reverse logistics, turnkey order fulfillment,
electronic equipment testing, and refurbishment and repair services. The principal customers are currently in the
wireless, consumer electronics and automotive industries and include AT&T, TomTom, GM, Nokia, LG, Magellan,
T-Mobile, Delphi, TiVo and SonyEricsson.  The Drivetrain segment primarily sells remanufactured transmissions to
Ford, Honda, Allison, Chrysler, GM and certain foreign OEMs, primarily for use as replacement parts by their
domestic dealers during the warranty and/or post-warranty periods following the sale of a vehicle.  In addition, the
Drivetrain segment sells select remanufactured engines primarily to certain OEMs in Europe.  The reportable
segments are each managed and measured separately primarily due to the differing customers and distribution
channels.

The Company evaluates performance based upon operating income.  The reportable segments’ accounting policies are
the same as those of the Company.  Fixed corporate overhead is allocated equally to each of the Company’s reportable
segments while certain costs that are variable in nature are allocated based on the cost driver.  Internal information
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During the three months ended March 31, 2008, the Company reclassified the results of operations for the NuVinci
project, which was reported as part of “Drivetrain” in segment information previously disclosed, to discontinued
operations for all periods presented.  (See Note 12 – Discontinued Operations)

The following table summarizes financial information relating to the Company’s reportable segments:

Logistics Drivetrain Consolidated
For the three months ended September 30, 2008:
Net sales from external customers $ 94,302 $ 44,617 $ 138,919
Operating income 14,200 1,483 15,683

For the three months ended September 30, 2007:
Net sales from external customers $ 75,390 $ 57,870 $ 133,260
Operating income 12,309 7,679 19,988

For the nine months ended September 30, 2008:
Net sales from external customers $ 265,571 $ 138,512 $ 404,083
Operating income 40,909 7,107 48,016

For the nine months ended September 30, 2007:
Net sales from external customers $ 213,017 $ 181,869 $ 394,886
Operating income 32,034 25,027 57,061

Note
11.

Exit, Disposal, Certain Severance and Other Charges

The Company has periodically incurred certain costs, primarily associated with restructuring and other initiatives that
include consolidation of operations or facilities, management reorganization and delayering, rationalization of certain
products, product lines and services and asset impairments.  Examples of these costs include severance benefits for
terminated employees, lease termination and other facility exit costs, moving and relocation costs, losses on the
disposal or impairments of fixed assets, write-down of certain inventories and certain legal and other professional
fees.

During the three months ended March 31, 2008, the Company recorded $966 of these charges consisting of (i) $715 of
termination benefits primarily related to cost reduction activities and the reorganization of certain management
functions primarily related to the Drivetrain segment, (ii) $213 of certain legal and other professional fees unrelated to
ongoing operating activities of the Drivetrain segment, and (iii) $38 of asset write-offs related to the wind-down of
activities with a customer in the Logistics segment.

During the three months ended June 30, 2008, the Company recorded $152 of these charges consisting of termination
benefits primarily related to cost reduction activities and the reorganization of certain functions within the Logistics
segment’s information technology group.

9
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During the three months ended September 30, 2008, the Company recorded $214 of these charges consisting of
termination benefits primarily related to cost reduction activities and the reorganization of certain management
functions primarily related to the Drivetrain segment.

Note
12.

Discontinued Operations

During the three months ended March 31, 2008, the Company concluded that the potential return on the investment
for the NuVinci CVP project was not sufficient to continue development activities.  As a result, the Company sold
certain tangible and intangible assets related to NuVinci to Fallbrook Technologies Inc. for a total of $6,095 ($4,143
paid in cash and an 8% promissory note in the principal amount of $1,952).  As part of this decision, the Company
recorded pre-tax charges of $1,878 during the nine months ended September 30, 2008 related to the exit from this
project, including charges of (i) $1,020 for termination benefits, (ii) $440 for certain inventory deemed unusable by
Fallbrook, (iii) $225 primarily related to the write-off of capitalized patent development costs, and (iv) $193 related to
the disposal of certain fixed assets.

During 2006, the Company discontinued its Independent Aftermarket businesses. These businesses, which had
incurred losses since their beginning, remanufactured engines and distributed non-OEM branded remanufactured
engines and transmissions directly to independent transmission and general repair shops and certain aftermarket parts
retailers.  The Company received proceeds of $2,051 for the sale of the Independent Aftermarket engine business and
ceased the operations of the Independent Aftermarket transmission business during 2006, with the exception of
contractual obligations for the warranty replacement for units sold prior to its closure.

Details of the loss from discontinued operations are as follows:

For the three months ended September
30, For the nine months ended September 30,

2008 2007 2008 2007
NuVinci:
Gain (loss) from sale and exit $ 13 $ – $ (1,878) $ –
Operating loss (17) (2,996) (2,418) (8,643)
Loss before income taxes (4) (2,996) (4,296) (8,643)
Income tax benefit 2 1,163 1,803 3,364
Loss from NuVinci project, net
of income taxes (2) (1,833) (2,493) (5,279)

Independent Aftermarket:
Gain (loss) from closure and
sale of businesses – (232) 46 (266)
Operating loss – (221) (25) (284)
Non-operating income (loss) – (3) – 8
Income (loss) before income
taxes – (456) 21 (542)
Income tax (expense) benefit – 182 (8) 211
Gain (loss) from Independent
Aftermarket, net of income
taxes – (274) 13 (331)

$ (2) $ (2,107) $ (2,480) $ (5,610)
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Net sales from the NuVinci project were $752 for the nine months ended September 30, 2008.  During the three and
nine months ended September 30, 2007, net sales from the NuVinci project were $212 and $1,190, respectively.

Details of assets and liabilities of discontinued operations are as follows:

September 30,
 2008

December 31,
2007

Assets:
NuVinci:
Accounts receivable $ 31 $ 476
Inventory − 1,601
Other current assets − 331
Total current assets of discontinued operations 31 2,408
Property, plant and equipment, net – 4,525
Intangible assets, net – 681
Total long term assets of discontinued operations – 5,206
Total assets of discontinued operations $ 31 $ 7,614

Liabilities:
NuVinci:
Current liabilities $ 620 $ 506
Independent Aftermarket:
Current liabilities 128 283
Total liabilities of discontinued operations $ 748 $ 789

Note
13.

Earnings Per Share

The following table sets forth the computation of basic and diluted earnings per share from continuing operations:

For the three months ended September
30,

For the nine months ended September
30,

2008 2007 2008 2007
Numerator:
Income from continuing operations $ 10,164 $ 12,848 $ 30,209 $ 36,097

Denominator:
Weighted-average common shares
outstanding 20,757,651 21,878,789 21,200,798 21,768,967
Common stock equivalents 246,236 358,028 230,273 324,608
Denominator for diluted earnings
per common share 21,003,887 22,236,817 21,431,071 22,093,575

Per common share - basic $ 0.49 $ 0.59 $ 1.42 $ 1.66
Per common share - diluted $ 0.48 $ 0.58 $ 1.41 $ 1.63
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Note
14.

Contingencies

The Company is subject to various evolving federal, state, local and foreign environmental laws and regulations
governing, among other things, emissions to air, discharge to waters and the generation, handling, storage,
transportation, treatment and disposal of a variety of hazardous and non-hazardous substances and wastes. These laws
and regulations provide for substantial fines and criminal sanctions for violations and impose liability for the costs of
cleaning up, and damages resulting from, past spills, disposals or other releases of hazardous substances.

In connection with the acquisition of certain subsidiaries, some of which have been subsequently divested or
relocated, the Company conducted certain investigations of these companies' facilities and their compliance with
applicable environmental laws. The investigations, which included Phase I assessments by independent consultants of
all manufacturing and various distribution facilities, found that a number of these facilities have had or may have had
releases of hazardous materials that may require remediation and also may be subject to potential liabilities for
contamination from off-site disposal of substances or wastes. These assessments also found that reporting and other
regulatory requirements, including waste management procedures, were not or may not have been satisfied. Although
there can be no assurance, the Company believes that, based in part on the investigations conducted, in part on certain
remediation completed prior to or since the acquisitions, and in part on the indemnification provisions of the
agreements entered into in connection with the Company's acquisitions, the Company will not incur any material
liabilities relating to these matters.

In connection with the sale of the Distribution Group, a former segment of the Company’s business which was
discontinued and sold during 2000 (the "DG Sale") and is now owned by Transtar Industries, Inc., the Company
agreed to certain matters with the buyer that could result in contingent liability to the Company in the future.  These
include the Company's indemnification of the buyer against (i) environmental liability at former Distribution Group
facilities that had been closed prior to the DG Sale, including former manufacturing facilities in Azusa, California,
Mexicali, Mexico and Dayton, Ohio, (ii) any other environmental liability of the Distribution Group relating to
periods prior to the DG Sale, in most cases subject to a $750 deductible and a $12,000 cap except with respect to
closed facilities, and (iii) any tax liability of the Distribution Group relating to periods prior to the DG Sale.  During
2002, the Company negotiated an additional $100 deductible applicable to all Distribution Group claims for
indemnification.
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Item 2.    Management’s Discussion and Analysis of Financial Condition and Results of Operations

Forward-Looking Statement Notice

Readers are cautioned that certain statements contained in this Management’s Discussion and Analysis of Financial
Condition and Results of Operations that are not related to historical results are “forward-looking statements” within the
meaning of the Private Securities Litigation Reform Act of 1995.  Statements that are predictive, that depend upon or
refer to future events or conditions, or that include words such as "may," "could," "should," "anticipate," "believe,"
"estimate," "expect," "intend," "plan," "predict" and similar expressions and their variants, as they relate to us or our
management, may identify forward-looking statements.  In addition, any statements concerning future financial
performance (including future revenues, earnings or growth rates), ongoing business strategies or prospects, and
possible future Company actions are also forward-looking statements.

Forward-looking statements are based on current expectations, projections and assumptions regarding future events
that may not prove to be accurate.  These statements reflect our judgment as of the date of this Quarterly Report with
respect to future events, the outcome of which are subject to risks, which may have a significant impact on our
business, operating results or financial condition.  Readers are cautioned that these forward-looking statements are
inherently uncertain.  Should one or more of these risks or uncertainties materialize, or should underlying assumptions
prove incorrect, actual results or outcomes may differ materially from those described herein.  Factors that could cause
or contribute to such differences include, but are not limited to, dependence on significant customers, possible
component parts and/or core shortages, the ability to achieve and manage growth, future indebtedness and liquidity,
environmental matters, and competition.  For a discussion of these and certain other factors, please refer to
Item 1A. “Risk Factors” contained in our Annual Report on Form 10-K for the year ended December 31, 2007.  Please
also refer to our other filings with the Securities and Exchange Commission.  We undertake no obligation to update
forward-looking statements.

Discontinued Operations

During the three months ended March 31, 2008, we concluded that the potential return on the investment for the
NuVinci CVP project was not sufficient to continue development activities.  As a result, we sold the asset group
related to this project to Fallbrook Technologies Inc. and reclassified the results of operations for NuVinci (which was
reported as part of “Drivetrain” in segment information previously disclosed) to discontinued operations for all periods
presented.  (See Note 12 – Discontinued Operations, in the Notes to Consolidated Financial Statements)

Critical Accounting Policies and Estimates

Our financial statements are based on the selection and application of significant accounting policies, some of which
require management to make estimates and assumptions regarding matters that are inherently uncertain.  We believe
that the following are the more critical judgment areas in the application of our accounting policies that currently
affect our financial condition and results of operations.
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Allowance for Doubtful Accounts.  We maintain allowances for doubtful accounts for estimated losses resulting from
the failure of our customers to make required payments.  We evaluate the adequacy of our allowance for doubtful
accounts and make judgments and estimates in determining the appropriate allowance at each reporting period based
on historical experience, credit evaluations, specific customer collection issues and the length of time a receivable is
past due.  Since our accounts receivable are often concentrated in a relatively few number of customers, a significant
change in the liquidity or financial position of any one of these customers could have a material adverse impact on our
financial statements.  For each of the years ended December 31, 2007, 2006 and 2005, our net write-offs were less
than $0.1 million.  For each of the nine months ended September 30, 2008 and 2007, our net write-offs were less than
$0.1 million.  As of September 30, 2008, we had $95.6 million of accounts receivable, net of allowance for doubtful
accounts of $0.5 million.

Inventory Valuation.  We make adjustments to write down our inventories for estimated excess and obsolete inventory
equal to the difference between the cost of the inventory and the estimated market value based on assumptions about
market conditions, future demand and expected usage rates. Changes in economic conditions, customer demand,
product introductions or pricing changes can affect the carrying value of our inventory. Demand for our products has
fluctuated in the past and may do so in the future, which could result in an increase in excess quantities on hand.  If
actual market conditions are less favorable than those projected by management, causing usage rates to vary from
those estimated, additional inventory write-downs may be required. Although no assurance can be given, these
write-downs would not be expected to have a material adverse impact on our financial statements.  For the years
ended December 31, 2007, 2006 and 2005, we recorded charges for excess and obsolete inventory of approximately
$4.4 million (including $1.4 million classified as exit, disposal, certain severance and other charges), $1.8 million and
$0.8 million, respectively. For the nine months ended September 30, 2008 and 2007, we recorded charges for excess
and obsolete inventory of approximately $1.5 million and $3.3 million, respectively.  As of September 30, 2008 we
had inventory of $73.2 million, net of a reserve for excess and obsolete inventory of $6.0 million.

Warranty Liability.  We provide an allowance for the estimated cost of product warranties at the time revenue is
recognized.  While we engage in extensive product quality programs and processes, including inspection and testing at
various stages of the remanufacturing process and the testing of each finished assembly on equipment designed to
simulate performance under operating conditions, our warranty obligation is affected by the number of products sold,
historical and anticipated rates of warranty claims and costs per unit and actual product failure rates.  Additionally, we
participate in the tear-down and analysis of returned products with certain of our customers to assess responsibility for
product failures.  For the years ended December 31, 2007, 2006 and 2005, we (i) recorded charges for estimated
warranty costs for sales made in the respective year of approximately $1.6 million, $1.3 million and $1.3 million,
respectively, and (ii) paid and/or settled warranty claims of approximately $0.8 million, $1.3 million and $1.5 million,
respectively.  For the nine months ended September 30, 2008 and 2007, we (i) recorded charges for estimated
warranty costs of approximately $0.8 million and $1.1 million, respectively and (ii) paid and/or settled warranty
claims of approximately $0.5 million and $0.7 million, respectively. Should actual product failure rates differ from
our estimates, revisions to the estimated warranty liability may be required.  Although no assurance can be given,
these revisions would not be expected to have a material adverse impact on our financial statements.
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Goodwill and Indefinite Lived Intangible Assets. Our goodwill and indefinite lived intangible assets are tested for
impairment annually as of September 30 of each year unless events or circumstances would require an immediate
review.  Goodwill is tested for impairment at a level of reporting referred to as a reporting unit, which generally is an
operating segment or a component of an operating segment as defined in paragraph 10 of SFAS No. 131, Disclosures
about Segments of an Enterprise and Related Information and paragraph 30 of SFAS No. 142, Goodwill and Other
Intangible Assets.  In accordance with paragraph 30 of SFAS No. 142, certain components of an operating segment
with similar economic characteristics are aggregated and deemed a single reporting unit.  Goodwill amounts are
generally allocated to the reporting units based upon the amounts allocated at the time of their respective acquisition,
adjusted for significant transfers of business between reporting units.  In estimating the fair value of our reporting
units, we utilize a valuation technique based on multiples of projected cash flow, giving consideration to unusual
items, cost reduction initiatives, new business initiatives and other factors that generally would be considered in
determining value.  Impairments are recorded (i) if the fair value is less than the carrying value or (ii) when an
individual reporting unit is disposed of.  Actual results may differ from these estimates under different assumptions or
conditions.  If we were to lose a key customer within a particular operating segment or its sales were to decrease
materially, impairment adjustments that may be required could have a material adverse impact on our financial
statements. Our annual impairment tests made as of September 30, 2008 resulted in no adjustment to the carrying
value of our goodwill. As of September 30, 2008, goodwill was recorded at a carrying value of approximately
$132.4 million.

Deferred Income Taxes and Valuation Allowances. Tax law requires items to be included in the tax return at different
times than when these items are reflected in the consolidated financial statements.  As a result, our annual tax rate
reflected in our consolidated financial statements is different than that reported in our tax return.  Some of these
differences are permanent, such as expenses that are not deductible in our tax return, and some differences reverse
over time, such as depreciation expense.  These timing differences create deferred tax assets and liabilities.  Deferred
tax assets and liabilities are determined based on temporary differences between the financial reporting and tax bases
of assets and liabilities.  The tax rates used to determine deferred tax assets or liabilities are the enacted tax rates in
effect for the year in which the differences are expected to reverse.  Based on the evaluation of all available
information, we recognize future tax benefits, such as net operating loss carryforwards, to the extent that realizing
these benefits is considered more likely than not.

We evaluate our ability to realize the tax benefits associated with deferred tax assets by analyzing our forecasted
taxable income using both historical and projected future operating results, the reversal of existing temporary
differences, taxable income in prior carry-back years (if permitted) and the availability of tax planning strategies.  A
valuation allowance is required to be established unless management determines that it is more likely than not that we
will ultimately realize the tax benefit associated with a deferred tax asset.  Our valuation allowances, primarily related
to tax benefits associated with certain state loss carryforwards, were $6.4 million as of September 30, 2008 and
December 31, 2007.
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Accounting for Stock-Based Awards.  We apply the fair value recognition provisions of SFAS No. 123R, Share-Based
Payment, and adopted this standard using the modified prospective transition method.  Under the modified prospective
method, (i) compensation expense for share-based awards granted prior to January 1, 2006 was recognized over the
remaining service period using the compensation cost calculated for pro forma disclosure purposes under SFAS No.
123 and (ii) compensation expense for all share-based awards granted subsequent to December 31, 2005 are based on
the grant date fair value estimated in accordance with the provisions of SFAS No. 123R.  Stock option valuations are
estimated by using the Black-Scholes option pricing model and restricted stock awards are measured at the market
value of our common stock on the date of issuance.  During the three months ended March 31, 2008 we awarded our
Chief Executive Officer 71,275 stock options and 22,231 shares of restricted stock at the time he entered into a new
employment agreement.  During the three months ended June 30, 2008, we awarded an aggregate of 187,502 stock
options and 88,891 shares of restricted stock to non-employee directors, executive officers and certain
employees.  During the three months ended September 30, 2008, we awarded certain newly hired employees 745
shares of restricted stock. Total estimated compensation expense of $4.0 million related to awards granted during
2008 is being amortized over the requisite service period.  For all stock-based awards outstanding as of September 30,
2008, we have yet to record, on a pre-tax basis, an estimated $4.8 million of compensation expense to be recognized
over a weighted-average period of 1.3 years.

Results of Operations for the Three-Month Period Ended September 30, 2008 Compared to the Three-Month Period
Ended September 30, 2007.

Income from continuing operations decreased $2.6 million, or 20.3%, to $10.2 million for the three months ended
September 30, 2008 from $12.8 million for the three months ended September 30, 2007.  Income from continuing
operations per diluted share was $0.48 for the three months ended September 30, 2008 and $0.58 for the three months
ended September 30, 2007.  Income from continuing operations decreased primarily as a result of:

• a decrease in sales to GM primarily related to an automotive electronics upgrade program that was
substantially completed at the end of the first quarter of 2008;

• lower volumes of Honda remanufactured transmissions for warranty applications compared to higher volumes in the
third quarter of 2007 believed to be attributable to an extension of warranty coverage on certain models; and

• scheduled price concessions to certain customers in our Logistics and Drivetrain segments granted in
connection with previous contract renewals;

partially offset by:

• increased volumes in our programs with AT&T and other base business customers in our Logistics segment;

• the launch and ramp-up of our logistics programs with TomTom; and

•benefits from our on-going lean and continuous improvement program and other cost reduction initiatives and a
reduction in cost for incentive compensation programs.
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Net Sales

Net sales increased $5.6 million, or 4.2%, to $138.9 million for the three months ended September 30, 2008 from
$133.3 million for the three months ended September 30, 2007.  This increase was primarily due to:

• the launch and ramp-up of our logistics programs with TomTom; and

• increased volumes in our programs with AT&T and other base business customers in our Logistics segment;

partially offset by:

• a decrease in sales to GM primarily related to an automotive electronics upgrade program that was
substantially completed at the end of the first quarter of 2008;

• lower volumes of Honda remanufactured transmissions for warranty applications compared to higher volumes in the
third quarter of 2007 believed to be attributable to an extension of warranty coverage on certain models;

• lower volumes of Ford remanufactured transmissions resulting from lower sales over the last several years of new
vehicles using transmissions we remanufacture, resulting in a reduction in the population of Ford vehicles in the
zero-to-eight-year age category, which category we believe drives the majority of demand for our Ford products;
however, we expect this trend to reverse over time as the population of vehicles using the 6-speed transmission
families for which we recently launched remanufacturing programs begins to grow; and

•scheduled price concessions to certain customers in our Logistics and Drivetrain segments granted in connection
with previous contract renewals.

Of our net sales for the three months ended September 30, 2008 and 2007, AT&T accounted for 45.7% and 36.9%,
TomTom accounted for 13.9% and 2.4%, Ford accounted for 11.1% and 15.1% and Honda accounted for 9.4% and
14.9%, respectively.

Gross Profit

Gross profit decreased $3.6 million, or 10.3%, to $31.3 million for the three months ended September 30, 2008 from
$34.9 million for the three months ended September 30, 2007.  Additionally, gross profit as a percentage of net sales
decreased to 22.6% for the three months ended September 30, 2008 from 26.2% for the three months ended
September 30, 2007.  This decrease was primarily due to (i) a decrease in sales to GM (primarily related to an
automotive electronics upgrade program that was substantially completed at the end of the first quarter of 2008), (ii)
reduced operating leverage in our Drivetrain segment resulting from the decline in Honda and Ford volumes, and (iii)
scheduled price concessions to certain customers in our Logistics and Drivetrain segments granted in connection with
previous contract renewals, partially offset by increased volume in our Logistics segment and benefits from our
on-going lean and continuous improvement program and other cost reduction initiatives.
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Selling, General and Administrative Expense

Selling, general and administrative (“SG&A”) expense increased $0.6 million, or 4.1%, to $15.4 million for the three
months ended September 30, 2008 from $14.8 million for the three months ended September 30, 2007.  The net
increase is primarily the result of an increase in costs associated with revenue growth in our Logistics segment,
partially offset by benefits from our on-going lean and continuous improvement program and other cost reduction
initiatives and a reduction in cost for incentive compensation programs.  As a percentage of net sales, SG&A expense
remained constant at 11.1% for the three months ended September 30, 2008 and 2007.

Exit, Disposal, Certain Severance and Other Charges

During the three months ended September 30, 2008 and 2007, we recorded exit, disposal, certain severance and other
charges consisting of termination benefits related to certain cost reduction activities of $0.2 million and $0.1 million,
respectively.

As an on-going part of our planning process, we continue to identify and evaluate areas where cost efficiencies can be
achieved through consolidation of redundant facilities, outsourcing functions or changing processes or
systems.  Implementation of any of these could require us to incur additional exit, disposal, certain severance and
other charges, which would be offset over time by the projected cost savings.  Due to recent reductions in volumes in
our Drivetrain business, we intend to begin restructuring activities in our Drivetrain segment beginning in the fourth
quarter of 2008.  As a result, we expect to record exit, disposal, certain severance and other charges associated with
these activities during the fourth quarter of 2008 and primarily during the first half of 2009.

Operating Income

Operating income decreased $4.3 million, or 21.5%, to $15.7 million for the three months ended September 30, 2008
from $20.0 million for the three months ended September 30, 2007.  This decrease was primarily the result of the
factors described above under “Gross Profit” and “Selling, General and Administrative Expense.”  As a percentage of net
sales, operating income decreased to 11.3% for the three months ended September 30, 2008 from 15.0% for the three
months ended September 30, 2007.

Income Tax Expense

Income tax expense as a percentage of income from continuing operations decreased to 35.2% for the three months
ended September 30, 2008, from 36.2% for the three months ended September 30, 2007.  This decrease was primarily
due to a favorable provision-to-return adjustment recorded in 2008 related to the filing of 2007 tax returns.

Discontinued Operations

During the three months ended March 31, 2008, we concluded that the potential return on the investment for the
NuVinci CVP project was not sufficient to continue development activities.  As a result, we sold certain tangible and
intangible assets related to the NuVinci project to Fallbrook Technologies Inc. for $6.1 million ($4.1 million paid in
cash and an 8% promissory note in the principal amount of $2.0 million) and reclassified the NuVinci project to
discontinued operations during the three months ended March 31, 2008.
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For the three months ended September 30, 2007, the after-tax loss of $2.1 million is primarily related to the operating
results of the NuVinci project.

See Note 12 – Discontinued Operations, in the Notes to Consolidated Financial Statements for a further discussion of
these charges.

Reportable Segments

Logistics Segment

The following table presents net sales and segment profit expressed in millions of dollars and as a percentage of net
sales:

For the Three Months Ended September 30,
2008 2007

Net sales $ 94.3 100.0% $ 75.4 100.0%
Segment profit $ 14.2 15.1% $ 12.3 16.3%

Net Sales.  Net sales increased $18.9 million, or 25.1%, to $94.3 million for the three months ended September 30,
2008 from $75.4 million for the three months ended September 30, 2007.  This increase was primarily related to:

• the launch and ramp-up of programs with TomTom; and

• increased volumes in our programs with AT&T and other base business customers;

partially offset by:

•a decline in sales to GM primarily related to an automotive electronics upgrade program that was substantially
complete at the end of the first quarter of 2008; and

• scheduled price concessions granted to a customer in connection with previous contract renewals.

Of our segment net sales for the three months ended September 30, 2008 and 2007, AT&T accounted for 67.3% and
65.2% and TomTom accounted for 20.5% and 4.2%, respectively.

Segment Profit.  Segment profit increased $1.9 million, or 15.4%, to $14.2 million (15.1% of segment net sales) for
the three months ended September 30, 2008 from $12.3 million (16.3% of segment net sales) for the three months
ended September 30, 2007.  The increase was primarily the result of the factors described above under “Net Sales,” and
benefits of our lean and continuous improvement program and other cost reduction initiatives, partially offset by
scheduled price concessions granted to a customer in connection with previous contract renewals.
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Drivetrain Segment

The following table presents net sales and segment profit expressed in millions of dollars and as a percentage of net
sales:

For the Three Months Ended September 30,
2008 2007

Net sales $ 44.6 100.0% $ 57.9 100.0%
Segment profit $ 1.5 3.4% $ 7.7 13.3%

Net Sales.  Net sales decreased $13.3 million, or 23.0%, to $44.6 million for the three months ended September 30,
2008 from $57.9 million for the three months ended September 30, 2007.  The decrease was primarily due to:

• lower volumes of Honda remanufactured transmissions for warranty applications compared to higher volumes in the
third quarter of 2007 believed to be attributable to an extension of warranty coverage on certain models;

• lower volumes of Ford remanufactured transmissions resulting from lower sales over the last several years of new
vehicles using transmissions we remanufacture, resulting in a reduction in the population of Ford vehicles in the
zero-to-eight-year age category, which category we believe drives the majority of demand for our Ford products;
however, we expect this trend to reverse over time as the population of vehicles using the 6-speed transmission
families for which we recently launched remanufacturing programs begins to grow and age; and

• lower volumes of Chrysler remanufactured transmissions due to Chrysler’s decision not to use remanufactured
transmissions for warranty repairs generally for model years 2003 and later, resulting in one less model year being
in our warranty program each year; however, a transmission model we remanufacture has recently been approved
by Chrysler for use in its warranty program.

Of our segment net sales for the three months ended September 30, 2008 and 2007, Ford accounted for 34.7% and
34.9% and Honda accounted for 29.2% and 34.4%, respectively.

Exit, Disposal, Certain Severance and Other Charges.  During the three months ended September 30, 2008 and 2007,
we recorded severance costs related to certain cost reduction activities of $0.2 million and $0.1 million, respectively. 
Due to recent reductions in volumes in our Drivetrain business, we intend to begin restructuring activities in our
Drivetrain segment beginning in the fourth quarter of 2008.  As a result, we expect to record exit, disposal, certain
severance and other charges associated with these activities during the fourth quarter of 2008 and primarily during the
first half of 2009.

Segment Profit.  Segment profit decreased $6.2 million, or 80.5%, to $1.5 million (3.4% of segment net sales) for the
three months ended September 30, 2008 from $7.7 million (13.3% of segment net sales) for the three months ended
September 30, 2007.  This decline was primarily the result of the negative operating leverage experienced as volumes
declined due to the factors described above under “Net Sales.”
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Results of Operations for the Nine-Month Period Ended September 30, 2008 Compared to the Nine-Month Period
Ended September 30, 2007.

Income from continuing operations decreased $5.9 million, or 16.3%, to $30.2 million for the nine months ended
September 30, 2008 from $36.1 million for the nine months ended September 30, 2007.  Income from continuing
operations per diluted share was $1.41 for the nine months ended September 30, 2008 and $1.63 for the nine months
ended September 30, 2007.  Our results for 2008 and 2007 each included exit, disposal, certain severance and other
charges of $0.8 million (net of tax).  Income from continuing operations decreased primarily as a result of:

• lower volumes of Honda remanufactured transmissions for warranty applications (i) compared to higher volumes in
2007 believed to be attributable to an extension of warranty coverage on certain models, and (ii) due to the
reduction of  inventory levels by Honda in the first quarter of 2008 in connection with its March 31 fiscal year-end;

• a decrease in sales to GM primarily related to an automotive electronics upgrade program that was
substantially completed at the end of the first quarter of 2008;

• scheduled price concessions to certain customers in our Logistics and Drivetrain segments granted in
connection with previous contract renewals;

• lower volumes of Ford remanufactured transmissions resulting from (i) lower sales over the last several years of
new vehicles using transmissions we remanufacture, resulting in a reduction in the population of Ford vehicles in
the zero-to-eight-year age category, which category we believe drives the majority of demand for our Ford products
(however we expect this trend to reverse over time as the population of vehicles using the 6-speed transmission
families for which we recently launched remanufacturing programs begins to grow and age), and (ii) an inventory
reduction at a large distributor during the first quarter of 2008;

• lower volumes of Chrysler remanufactured transmissions due to (i) Chrysler’s decision not to use remanufactured
transmissions for warranty repairs generally for model years 2003 and later, resulting in one less model year being
in our warranty program each year (however, a transmission model we remanufacture has recently been approved
by Chrysler for use in its warranty program), and (ii) an inventory reduction at a large distributor during the first
quarter of 2008; and

• a decline in sales to Nokia due to the termination of a test and repair program in June 2007;

partially offset by:

• the launch and ramp-up of our logistics programs with TomTom;

• increased volumes and favorable mix in our programs with AT&T and other base business customers in our
Logistics segment; and

•benefits from our on-going lean and continuous improvement program and other cost reduction initiatives and a
reduction in cost for incentive compensation programs.
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Net Sales

Net sales increased $9.2 million, or 2.3%, to $404.1 million for the nine months ended September 30, 2008 from
$394.9 million for the nine months ended September 30, 2007.  This increase was primarily due to:

• the launch and ramp-up of our logistics programs with TomTom; and

• increased volumes in our programs with AT&T and other base business customers in our Logistics segment;

partially offset by:

• lower volumes of Honda remanufactured transmissions for warranty applications (i) compared to higher volumes in
2007 believed to be attributable to an extension of warranty coverage on certain models, and (ii) due to the
reduction of inventory levels by Honda in the first quarter of 2008 in connection with its March 31 fiscal year-end;

• a decrease in sales to GM primarily related to an automotive electronics upgrade program that was
substantially completed at the end of the first quarter of 2008;

• a decline in Nokia revenues due to the termination of a test and repair program in June 2007;

• lower volumes of Ford remanufactured transmissions resulting from (i) lower sales over the last several years of
new vehicles using transmissions we remanufacture, resulting in a reduction in the population of Ford vehicles in
the zero-to-eight-year age category, which category we believe drives the majority of demand for our Ford products
(however we expect this trend to reverse over time as the population of vehicles using the 6-speed transmission
families for which we recently launched remanufacturing programs begins to grow and age), and (ii) an inventory
reduction at a large distributor during the first quarter of 2008;

•scheduled price concessions to certain customers in our Logistics and Drivetrain segments granted in connection
with previous contract renewals; and

• lower volumes of Chrysler remanufactured transmissions due to (i) Chrysler’s decision not to use remanufactured
transmissions for warranty repairs generally for model years 2003 and later, resulting in one less model year being
in our warranty program each year (however, a transmission model we remanufacture has recently been approved
by Chrysler for use in its warranty program), and (ii) an inventory reduction at a large distributor during the first
quarter of 2008.

Of our net sales for the nine months ended September 30, 2008 and 2007, AT&T accounted for 41.6% and 37.2%,
TomTom accounted for 13.8% and 1.9%, Ford accounted for 11.4% and 14.4% and Honda accounted for 9.5% and
16.9%, respectively.
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Gross Profit

Gross profit decreased $8.6 million, or 8.5%, to $92.7 million for the nine months ended September 30, 2008 from
$101.3 million for the nine months ended September 30, 2007.  Additionally, gross profit as a percentage of net sales
decreased to 22.9% for the nine months ended September 30, 2008 from 25.6% for the nine months ended September
30, 2007.  This decrease was primarily due to reduced operating leverage in our Drivetrain segment and scheduled
price concessions to certain customers in our Logistics and Drivetrain segments granted in connection with previous
contract renewals, partially offset by benefits from our on-going lean and continuous improvement program and other
cost reduction initiatives.

Selling, General and Administrative Expense

SG&A expense decreased $0.3 million, or 0.7%, to $43.2 million for the nine months ended September 30, 2008 from
$43.5 million for the nine months ended September 30, 2007.  The net decrease is primarily the result of benefits from
our on-going lean and continuous improvement program and other cost reduction initiatives and a reduction in cost for
incentive compensation programs, partially offset by an increase in costs associated with revenue growth in our
Logistics segment.  As a percentage of net sales, SG&A expense decreased to 10.7% for the nine months ended
September 30, 2008 from 11.0% for the nine months ended September 30, 2007.

Exit, Disposal, Certain Severance and Other Charges

During the nine months ended September 30, 2008, we recorded $1.3 million ($0.8 million net of tax) of exit,
disposal, certain severance and other charges, which included (i) $1.1 million ($0.7 million net of tax) of severance
and other costs primarily related to certain cost reduction activities and (ii) $0.2 million ($0.1 million net of tax) of
certain legal and other professional fees unrelated to our ongoing operations.  Due to recent reductions in volumes in
our Drivetrain business, we intend to begin restructuring activities in our Drivetrain segment beginning in the fourth
quarter of 2008.  As a result, we expect to record exit, disposal, certain severance and other charges associated with
these activities during the fourth quarter of 2008 and primarily during the first half of 2009.

During the nine months ended September 30, 2007, we recorded $1.3 million ($0.8 million net of tax) of exit,
disposal, certain severance and other charges which included (i) $0.6 million of severance and related costs primarily
related to certain management upgrades, (ii) $0.4 million for the write-down of raw materials inventory related to the
wind-down of activities with certain low-volume customers (classified as cost of sales), and (iii) $0.3 million
primarily related to a change in the estimated useful life of certain fixed assets and to a lesser extent the disposal of
certain fixed assets related to the wind-down of activities with certain low-volume customers (classified as cost of
sales).

Operating Income

Operating income decreased $9.1 million, or 15.9%, to $48.0 million for the nine months ended September 30, 2008
from $57.1 million for the nine months ended September 30, 2007.  This decrease was primarily the result of the
factors described above under “Gross Profit.”  As a percentage of net sales, operating income decreased to 11.9% for the
nine months ended September 30, 2008 from 14.4% for the nine months ended September 30, 2007.
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Interest Expense

Interest expense decreased to $0.5 million for the nine months ended September 30, 2008 from $0.8 million for the
nine months ended September 30, 2007.  This decrease was primarily due to a reduction in total debt outstanding in
2008 as compared to 2007.

Income Tax Expense

Income tax expense as a percentage of income from continuing operations increased to 37.3% for the nine months
ended September 30, 2008, from 36.4% for the nine months ended September 30, 2007.  This increase was primarily
due to the change in mix of our taxable income by state and changes in tax laws.

Discontinued Operations

During the nine months ended September 30, 2008 and 2007 we recorded after-tax losses from discontinued
operations of $2.5 million and $5.6 million, respectively.

During the three months ended March 31, 2008, we concluded that the potential return on the investment for the
NuVinci CVP project was not sufficient to continue development activities.  As a result, we sold certain tangible and
intangible assets related to the NuVinci project to Fallbrook Technologies Inc. for a total of $6.1 million ($4.1 million
paid in cash and an 8% promissory note in the principal amount of $2.0 million).

On a pre-tax basis, the loss for the NuVinci CVP project during the nine months ended September 30, 2008 included
$2.4 million of operating losses from this project along with a charge of $1.9 million related to the exit from this
project, which included charges of (i) $1.0 million for termination benefits, (ii) $0.5 million for certain inventory
deemed unusable by Fallbrook, (iii) $0.2 million primarily related to the write-off of capitalized patent development
costs, and (iv) $0.2 million related to the disposal of certain fixed assets.

For the nine months ended September 30, 2007, the after-tax loss of $5.6 million is primarily related to the operating
results of the NuVinci project.

See Note 12 – Discontinued Operations in the Notes to Consolidated Financial Statements for a further discussion of
these charges.
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Reportable Segments

Logistics Segment

The following table presents net sales and segment profit expressed in millions of dollars and as a percentage of net
sales:

For the Nine Months Ended September 30,
2008 2007

Net sales $ 265.6 100.0% $ 213.0 100.0%
Segment profit $ 40.9 15.4% $ 32.0 15.0%

Net Sales.  Net sales increased $52.6 million, or 24.7%, to $265.6 million for the nine months ended September 30,
2008 from $213.0 million for the nine months ended September 30, 2007.  This increase was primarily related to:

• the launch and ramp-up of programs with TomTom; and

• increased volumes in our programs with AT&T and other base business customers;

partially offset by:

•a decline in sales to GM primarily related to an automotive electronics upgrade program that was substantially
complete at the end of the first quarter of 2008;

• a decline in Nokia revenues due to the termination of a test and repair program in June 2007; and

• scheduled price concessions granted to a customer in connection with previous contract renewals.

Of our segment net sales for the nine months ended September 30, 2008 and 2007, AT&T accounted for 63.3% and
68.9% and TomTom accounted for 20.9% and 3.6%, respectively.

Exit, Disposal, Certain Severance and Other Charges.  During the nine months ended September 30, 2008, we
recorded $0.2 million of these costs for severance related to cost reduction activities and the reorganization of certain
functions within the segment’s information technology group.  There were no similar costs recorded in 2007.

Segment Profit.  Segment profit increased $8.9 million, or 27.8%, to $40.9 million (15.4% of segment net sales) for
the nine months ended September 30, 2008 from $32.0 million (15.0% of segment net sales) for the nine months
ended September 30, 2007.  The increase was primarily the result of the factors described above under “Net Sales” and
benefits of our lean and continuous improvement program and other cost reduction initiatives, partially offset by
scheduled price concessions granted to a customer in connection with previous contract renewals.
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Drivetrain Segment

The following table presents net sales and segment profit expressed in millions of dollars and as a percentage of net
sales:

For the Nine Months Ended September 30,
2008 2007

Net
sales                                                                 $ 138.5 100.0% $ 181.9 100.0%
Segment
profit                                                                 $ 7.1 5.1% $ 25.0 13.7%

Net Sales.  Net sales decreased $43.4 million, or 23.9%, to $138.5 million for the nine months ended September 30,
2008 from $181.9 million for the nine months ended September 30, 2007.  The decrease was primarily due to:

• lower volumes of Honda remanufactured transmissions for warranty applications (i) compared to higher volumes in
2007 believed to be attributable to an extension of warranty coverage on certain models, and (ii) due to the
reduction of inventory levels by Honda in the first quarter of 2008 in connection with its March 31 fiscal year-end;

• lower volumes of Ford remanufactured transmissions resulting from (i) lower sales over the last several years of
new vehicles using transmissions we remanufacture, resulting in a reduction in the population of Ford vehicles in
the zero-to-eight-year age category, which category we believe drives the majority of demand for our Ford products
(however we expect this trend to reverse over time as the population of vehicles using the 6-speed transmission
families for which we recently launched remanufacturing programs begins to grow and age), and (ii) an inventory
reduction at a large distributor during the first quarter of 2008;

• lower volumes of Chrysler remanufactured transmissions due to (i) Chrysler’s decision not to use remanufactured
transmissions for warranty repairs generally for model years 2003 and later, resulting in one less model year being
in our warranty program each year (however, a transmission model we remanufacture has recently been approved
by Chrysler for use in its warranty program), and (ii) an inventory reduction at a large distributor during the first
quarter of 2008; and

• price concessions granted to certain customers in connection with previous contract renewals.

Of our segment net sales for the nine months ended September 30, 2008 and 2007, Ford accounted for 33.3% and
31.2% and Honda accounted for 27.9% and 36.7%, respectively.
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Exit, Disposal, Certain Severance and Other Charges.  During the nine months ended September 30, 2008, we
recorded $1.1 million of these costs consisting of (i) $0.9 million of severance primarily related to cost reduction
activities and (ii) $0.2 million of certain legal and other professional fees unrelated to ongoing operating activities of
the segment.  During the nine months ended September 30, 2007, we recorded charges of $1.3 million consisting of (i)
$0.6 million of severance and related costs primarily related to certain management upgrades, (ii) $0.4 million for the
write-down of raw materials inventory related to the wind-down of activities with certain low-volume customers, and
(iii) $0.3 million related to a change in the estimated useful life of certain fixed assets and to a lesser extent the
disposal of certain fixed assets related to the wind-down of activities with certain low-volume customers.  Due to
recent reductions in volumes in our Drivetrain business, we intend to begin restructuring activities in our Drivetrain
segment beginning in the fourth quarter of 2008.  As a result, we expect to record exit, disposal, certain severance and
other charges associated with these activities during the fourth quarter of 2008 and primarily during and the first half
of 2009.

Segment Profit.  Segment profit decreased $17.9 million, or 71.6%, to $7.1 million (5.1% of segment net sales) for the
nine months ended September 30, 2008 from $25.0 million (13.7% of segment net sales) for the nine months ended
September 30, 2007.  This decline was primarily the result of the negative operating leverage experienced as volumes
declined due to the factors described above under “Net Sales,” partially offset by benefits of our lean and continuous
improvement program and other cost reduction initiatives.

Liquidity and Capital Resources

We had total cash and cash equivalents on hand of $5.5 million at September 30, 2008. Net cash provided by
operating activities from continuing operations was $8.1 million for the nine-month period then ended.  During the
period, we used $39.6 million of cash from our working capital accounts including:

•$25.1 million for accounts receivable primarily as a result of (i) increased volume in our Logistics segment, partially
offset by lower volumes in our Drivetrain segment, and (ii) the impact of a large customer payment that was due in
January 2008 but was received in the fourth quarter of 2007, thereby lowering our receivables balance as of
December 31, 2007;

•$9.8 million for inventories primarily related to the launch and ramp-up of new programs in our Logistics segment,
partially offset by reductions in our Drivetrain segment;

•$3.0 million for accounts payable and accrued expenses, which included the use of $9.4 million in cash for
payments of our 2007 incentive compensation; and

• $1.7 million for prepaid and other assets.

Net cash used in investing activities from continuing operations was $12.1 million for the period, which included $9.9
million of capital spending primarily related to machinery and equipment for new business initiatives and capacity
maintenance efforts and $2.3 million of net purchases of available-for-sale securities for our nonqualified deferred
compensation plan.  Net cash used in financing activities of $32.8 million was primarily related to open market
repurchases of our common stock made during the nine months ended September 30, 2008.

For 2008, we estimate $11-$12 million for capital expenditures, consisting of approximately $6-$7 million in support
of new business and capacity expansion initiatives in our Logistics and Drivetrain segments and approximately $5
million in support of maintenance and cost reduction initiatives.
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Our credit agreement provides for a $150.0 million revolving credit facility available through March 2011.  Our credit
facility also provides for the ability to increase the facility by up to $75.0 million in the aggregate, subject to certain
conditions (including the receipt from one or more lenders of the additional commitments that may be requested) and
achievement of certain financial ratios.  Amounts advanced under the credit facility are guaranteed by all of our
domestic subsidiaries and secured by substantially all of our assets and the assets of our domestic subsidiaries.

At our election, amounts advanced under the revolving credit facility will bear interest at either (i) the Base Rate plus
a specified margin or (ii) the Eurocurrency Rate plus a specified margin.  The Base Rate is equal to the higher of (a)
the lender’s prime rate or (b) the federal funds rate plus 0.50%.  The applicable margins for both Base Rate and
Eurodollar Rate loans are subject to quarterly adjustments based on our leverage ratio as of the end of the four fiscal
quarters then completed.

As of September 30, 2008, our liquidity included (i) borrowing capacity under the credit facility of $149.1 million,
and (ii) $5.5 million of cash on hand.

We were in compliance with all the credit facility’s debt covenants as of September 30, 2008.

In February 2008, our Board of Directors authorized a plan to repurchase up to $50.0 million of our common stock
during 2008.  The repurchases are being made (i) pursuant to a plan complying with Rule 10b5-1 under the Securities
Exchange Act of 1934, and (ii) in accordance with Rule 10b-18 under the Securities Exchange Act.  Pursuant to this
program, we made open market purchases of 1,533,835 shares of our common stock at an aggregate cost of $32.5
million during the nine months ended September 30, 2008.

In light of the current uncertainties in the credit markets, we have given consideration to the financial condition of the
group of lenders providing commitments to our $150.0 million revolving credit facility:  Bank of America, JPMorgan
Chase Bank, Charter One Bank, Wells Fargo Bank, U.S. Bank, Deutsche Bank, The Northern Trust Company, The
Bank of Nova Scotia and CitiCorp.  Based on this consideration, we believe that a material reduction in our borrowing
capacity is unlikely.

As of September 30, 2008, we have not experienced any unusual delays in payments from any of our significant
customers.  If any of our customers were to file for protection under U.S. bankruptcy laws, we could be required to
deliver to the bankruptcy estate the amount of all payments received from that customer in the 90 days prior to the
bankruptcy filing, resulting in a one-time disruption in cash flow from that customer, although we believe we would
ultimately recover those payments because they would be made in the ordinary course of business on ordinary
business terms and should not be considered a “preference.”  Any amounts owed but not paid to us by the customer at
the time of the bankruptcy filing would be an unsecured claim that would not be resolved for an extended period of
time and would most likely be paid at a significant discount, if at all.  We would expect to be able to make up any
temporary shortfall in cash flow due to the bankruptcy of a customer from our other sources of cash, including
borrowing under our revolving credit facility.

Having considered these and other matters, we believe that cash on hand, cash flow from operations and existing
borrowing capacity will be sufficient to fund ongoing operations and budgeted capital expenditures.  In pursuing
future acquisitions, we will continue to consider the effect any such acquisition costs may have on liquidity.  In order
to consummate such acquisitions, we may need to seek funds through additional borrowings or equity financing.
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Item 3.    Quantitative and Qualitative Disclosures About Market Risk

Derivative Financial Instruments.  We do not hold or issue derivative financial instruments for trading purposes.  We
have used derivative financial instruments to manage our exposure to fluctuations in interest rates.  Neither the
aggregate value of these derivative financial instruments nor the market risk posed by them has been material to our
business.  As of September 30, 2008, we were not using any derivative financial instruments.

Interest Rate Exposure.  Based on our overall interest rate exposure during the nine months ended September 30, 2008
and assuming similar interest rate volatility in the future, a near-term (12 months) change in interest rates would not
materially affect our consolidated financial position, results of operation or cash flows.  As of September 30, 2008, we
had no amounts outstanding under our credit facility and therefore no interest rate exposure.

Foreign Exchange Exposure.  Our revenue, expense and capital purchasing activities are primarily transacted in U.S.
dollars.  We have one foreign operation that exposes us to translation risk when the local currency financial statements
are translated to U.S. dollars.  Since changes in translation risk are reported as adjustments to stockholders' equity, a
10% change in the foreign exchange rate would not have a material effect on our financial position, results of
operation or cash flows.  For the nine months ended September 30, 2008, a 10% change in the foreign exchange rate
would have increased or decreased our consolidated net income by approximately $39 thousand.

Item 4.    Controls and Procedures

Our management, including Chief Executive Officer Donald T. Johnson, Jr. and Chief Financial Officer (acting) John
M. Pinkerton, have evaluated the effectiveness of the design and operation of our disclosure controls and procedures
as of the end of the quarter covered by this report.  Under rules promulgated by the Securities and Exchange
Commission, disclosure controls and procedures are defined as those "controls or other procedures of an issuer that
are designed to ensure that information required to be disclosed by the issuer in the reports filed or submitted by it
under the Exchange Act is recorded, processed, summarized and reported, within the time periods specified in the
Commission's rules and forms."  Based on the evaluation of our disclosure controls and procedures, management
determined that such controls and procedures were effective as of September 30, 2008, the date of the conclusion of
the evaluation.

Further, there were no significant changes in the internal controls or in other factors that could significantly affect
these controls after September 30, 2008, the date of the conclusion of the evaluation of disclosure controls and
procedures.

There were no changes in our internal control over financial reporting during the third quarter of 2008 that have
materially affected, or are reasonably likely to materially affect, our internal control over financial reporting.
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ATC TECHNOLOGY CORPORATION

Part II. Other Information

Item 2.    Unregistered Sales of Equity Securities and Use of Proceeds

On February 28, 2008, our Board of Directors authorized a plan to repurchase up to $50,000,000 of our common stock
during 2008.  The repurchases are being made (i) pursuant to a plan complying with Rule 10b5-1 under the Securities
Exchange Act of 1934, and (ii) in accordance with Rule 10b-18 under the Securities Exchange Act.  Pursuant to this
program, we made open market purchases of 320,836 shares of our common stock at an aggregate cost of $7,632,590
(including broker commissions and transaction fees) during the three months ended September 30, 2008.

Also during the three months ended September 30, 2008, certain employees delivered to us 3,525 shares of our
outstanding common stock in payment of $81,061 of minimum withholding tax obligations arising from the vesting of
restricted stock previously awarded under our stock incentive plans.  Per the stock incentive plans, the shares
delivered to us were valued at an average price of $23.00 per share, the average of the closing prices of our common
stock on the vesting dates of the restricted stock.

Following is a summary of treasury stock acquisitions made during the three month period ended September 30, 2008:

Period

Total number
of Shares
Purchased

Average Price
Paid per Share

Total Number
of Shares

Purchased as
Part

of Publicly
Announced

Plans or
Programs

Maximum Number
(or Approximate
Dollar Value) of

Shares that May Yet
Be Purchased Under

the Plan (1) (2)
July 1-31, 2008                                 2,787 $ 22.95 2,787 $ 25,215,722
August 1-31, 2008 66,090 $ 23.91 66,090 $ 23,635,485
September 1-30, 2008 255,484 $ 23.72 255,484 $ 17,592,757

(1)Excludes amounts that could be used to repurchase shares acquired under our stock incentive plans to satisfy
withholding tax obligations of employees and non-employee directors upon the vesting of restricted stock.

(2)Announced on February 28, 2008, our stock repurchase plan authorizes us to repurchase up to $50,000,000 of our
common stock through December 31, 2008, excluding broker commissions and transaction fees.

As a holding company with no independent operations, our ability to pay cash dividends is dependent upon the receipt
of dividends or other payments from our subsidiaries.  In addition, the agreement for our bank credit facility contains
certain covenants that, among other things, place significant limitations on the payment of dividends.
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Item 6.     Exhibits

10.1 †Executive Employment Agreement, dated as of January 1, 2009, between ATC Technology Corporation and
Todd R. Peters.

10.2 †Executive Employment Agreement, dated as of January 1, 2009, between ATC Technology Corporation and
Donald T. Johnson Jr.

31.1 Rule 13a-14(a)/15d-14(a) Certification of Chief Executive Officer.

31.2 Rule 13a-14(a)/15d-14(a) Certification of Chief Financial Officer.

32.1 Section 1350 Certification of Chief Executive Officer.

32.2 Section 1350 Certification of Chief Financial Officer.
______________
† Compensation plan or arrangements in which directors or executive officers are eligible to participate.
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ATC TECHNOLOGY CORPORATION

Signatures

Pursuant to the requirements of the Securities Exchange Act of 1934, the Registrant has duly caused this report to be
signed on its behalf by the undersigned, thereunto duly authorized.

ATC TECHNOLOGY CORPORATION

Date:      October 28, 2008 /s/ John M. Pinkerton
John M. Pinkerton, Vice President, Controller
and Chief Financial Officer (acting)

•John M. Pinkerton is signing in the dual capacities as (i) the principal financial officer, and (ii) a duly authorized
officer of the company.
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