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COGNITIVE SAFETY SYSTEMS   
The defi nition of safety from now on

COGNITIVE SAFETY SYSTEMS   
Making vehicles smarter to help keep people safer. 
That’s how we’re elevating the intelligence of safety.

TRW Automotive Holdings Corp.     



Keeping drivers and passengers safer by making vehicles smarter, 

that is the remarkable power of Cognitive Safety Systems.

It represents the sum of our research, knowledge and vision. 

Our integrated technology analyzes, anticipates and responds to 

create an advanced awareness protecting and watching over you.

Always there, always aware and always helping keep you safe.
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I am pleased to report that our 
2007 fi nancial results were solid, 
especially in light of the diffi cult 
industry environment. We made 
signifi cant progress advancing 
our strategic priorities of global 
reach, innovative technology, best 
quality and lowest cost. These 
priorities guide our daily business 
activities and are used to help 
allocate the resources needed to 
support research and development, 
manufacturing investments and 
growth initiatives. In support of 
our strategic priorities, we have 

steadily expanded global operations, strengthened our engineering 
capabilities and made good progress improving our quality. 

During the fi rst half of 2007, we successfully refi nanced the 
majority of our debt, including $1.3 billion of bonds placed at 
the time of the leveraged buyout of the Company in February of 
2003 and $2.5 billion of credit facilities. As a result, we now have 
a debt structure that is lower cost, fl exible and has no signifi cant 
near-term maturities. The refi nancing of our debt has proven to be 
highly benefi cial to our capital structure and represents a signifi cant 
accomplishment for us in 2007. We were pleased to complete this 
refi nancing before the diffi culties in the global credit markets surfaced.

TRW’s strong fi nancial results benefi ted from the growing demand 
for vehicle safety, the stability provided by our diverse geographic 
and customer base and our ability to reduce costs. The majority of 
the challenges faced in 2007 related to signifi cantly higher prices 
for commodities and lower vehicle production by our domestic 
customers in North America. The Company’s performance in 2007, 
and in years past, has made TRW a strong, innovative contender, 
helping us stand out as one of the preeminent suppliers to the 
automotive industry.

2007 Financial Highlights

• Record sales of $14.7 billion, an increase of 12% compared to 
 the previous year.
• Sales to Europe, Asia and South America increased to 
 approximately 70% of total sales.
• Research, development and engineering investments increased to 
 $893 million globally, refl ecting TRW’s commitment to innovation.
• Total new business wins were in line with objectives and at a 
 level that supports future growth expectations.
• Net earnings of $0.88 per diluted share. Net earnings, excluding  
 debt retirement charges and a tax benefi t, increased to a record  
 $2.28 per diluted share. a

• Operating cash fl ow increased to $737 million.
• Net debt reduced by $98 million to $2,345 million despite a
 cash outfl ow of $145 million related to debt retirement charges.b

• Debt to capitalization ratio improved to 50%.

In 2007, we posted growth in each of our major geographic 
operating regions, resulting in sales of $14.7 billion for the year. This 
represents an increase of $1.6 billion or 12 percent when compared 
to 2006. While foreign currency accounted for just over half of this 
increase, we also benefi ted from higher product volumes related to 
new product growth and robust industry sales in markets outside 
the U.S. For example, TRW sales in China and South America 
increased approximately 54 percent in 2007. These positive factors 
were partially offset by lower customer vehicle production in North 
America and pricing provided to customers.

Net earnings in 2007 were $90 million, or $0.88 per diluted share, 
which compares to $176 million or $1.71 per diluted share in 2006. 
Both years included charges related to debt retirement, which 
totaled $155 million in 2007 and $57 million in 2006. Our 2007 net 
earnings, excluding debt retirement charges and a tax benefi t of $11 
million related to pension and other postretirement gains recorded 
through comprehensive income, were $234 million or $2.28 per diluted 
share.a This compares favorably to 2006 net earnings, excluding debt 
retirement charges, of $216 million or $2.10 per diluted share. a On an 
adjusted basis, excluding primarily debt retirement charges, we have 
consistently improved our net earnings in each of the last four years.

Net cash provided by operations in 2007 increased to $737 million 
from $649 million in 2006. Although total debt increased to $3.2 
billion, primarily due to the impact of debt refi nancing, our net 
debt (defi ned as total debt less cash and marketable securities of 
$899 million) decreased to $2.3 billion, which represents a solid 
outcome for us in 2007.
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“We help keep drivers 
  and passengers safer by
  making vehicles smarter.”

To Our Shareholders,



With respect to equity ownership, Automotive Investors L.L.C., an 
affi liate of The Blackstone Group L.P., sold a portion of its ownership 
position in TRW’s common stock as part of a secondary public 
offering completed on June 4, 2007. As a result of the transaction, 
Blackstone’s ownership stake was reduced to approximately 46 percent. 
Consequently, TRW ceased to be a “controlled company” within the 
meaning of the New York Stock Exchange corporate governance rules.

In summary, since becoming an independent automotive company in 
February of 2003, we have had great success developing our position 
as the world’s leading active and passive safety systems supplier. 
Today, TRW is a signifi cantly larger and more diverse enterprise that 
is reaching further into the world’s growing markets with a portfolio 
of unrivaled safety technology. 

Although we encountered signifi cant challenges during the last 
four years, we have established a consistent track record of 
achieving our objectives, or as we say internally, “Doing What We 
Said We Would Do.” This is an important aspect of our culture and 
helps drive accountability to all levels of the organization. We plan 
to again demonstrate steady progress in 2008.

Redefi ning Automotive Safety: Cognitive Safety Systems 

We are in the business of intelligent safety, and the long-term 
success of TRW depends upon our ability to bring innovative 
technology to market. In order to accomplish this goal, each year 
we invest signifi cant resources to research, develop and engineer 
new products and systems, which increasingly rely upon advanced 
electronics to provide intelligence and communications. As a result, 
we are once again redefi ning automotive safety. 

Cognitive Safety Systems are the culmination of new and better 
technology that have the ability to sense, analyze, calculate, 
anticipate and respond to ever-changing conditions. This 
advanced awareness enhances drivers’ strengths, and minimizes 
their weaknesses, supporting our effort to help keep drivers and 
passengers safer by making vehicles smarter.

Cognitive Safety is the new defi nition of safety. It is vital to our future 
and embodies our intellectual capital – the sum of our research, 
knowledge and vision. It goes far beyond parts and electronics. 
Cognitive Safety Systems represent our sensor technology, 
processing capabilities and proprietary algorithms that seamlessly 
integrate radar, video, steering, brakes, airbags, crash sensors and 
much more. Cognitive Safety also symbolizes the dynamic fl ow of 
data and the millions of calculations your vehicle conducts while you 
drive to work, pick up children from practice or travel on one of those 
stormy nights when you would rather be in the safety of your home. 

We believe Cognitive Safety differentiates TRW in the marketplace 
by focusing attention on our technology, innovation and ingenuity. 
Cognitive Safety Systems are always there, always aware and 
always helping keep you safe.

Business Outlook

The prospects for TRW remain strong. We believe we are at the 
forefront of development, and we are investing not only to grow our 
technological capabilities, but also to enhance our presence in the 
world’s newly developing and fast-growing economies, which are 
likely to represent a signifi cant portion of the increase in automobile 
demand in the future. TRW is providing customers with leading-edge 
technologies wherever and whenever they need them.

We expect 2008 will be challenging. The Company will need to 
once again overcome the negative impact of rising commodity 
prices and another year of weak vehicle production in North 
America. In response to this environment, the Company has 
initiated an aggressive business plan. We believe the demand for 
safety products, the stability provided by our diverse customer and 
geographic base and our ability to effectively reduce costs across our 
businesses will help counter the challenges as we see them today. 

We continue to build for the future and plan to move TRW forward 
with consistent profi tability over the long term. Thank you for your 
continued support. 

Sincerely,

 

John C. Plant
President and Chief Executive Offi cer
TRW Automotive
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This letter contains forward-looking statements, which involve risks and uncertainties that could cause our actual results to differ materially from those contained in such statements, including those set forth in “Risk 
Factors” and “Management’s Discussion and Analysis of Financial Condition and Results of Operations” in the accompanying Annual Report on Form 10-K. We do not undertake any obligation to publicly update any 
of such statements. All references to “TRW Automotive,” “TRW” or the “Company” throughout this Report refer to TRW Automotive Holdings Corp. and its subsidiaries, unless otherwise indicated.
a Please see the Reconciliation Section after the Annual Report on Form 10-K herein for a reconciliation to the closest GAAP equivalent.
b Net debt of $2,345 million is equal to total debt of $3,244 million less cash and marketable securities of $899 million.

“ Our performance in 2007, 
  and in years past, has  
  made TRW a strong, 
  innovative contender.”









Stock Performance Graph

The graph below provides an indicator of our cumulative total stockholder return as compared with Standard &
Poor’s 500 Stock Index and the Standard & Poor’s 1500 Auto Parts & Equipment Index based on currently available
data. The graph assumes an initial investment of $100. The graph covers a period of time beginning in February
2004, when our common stock first traded on the New York Stock Exchange, through December 31, 2007, which
represents the last trading day of the year.

Stock Performance Graph
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TRW S&P 500 S&P 1500 Composite

Ticker 02/03/04 12/31/04 12/30/05(1) 12/29/06(1) 12/31/07

TRW Automotive TRW $100.00 $ 76.38 $ 97.23 $ 95.46 $ 77.12

S&P 500 SPX $100.00 $108.27 $113.42 $130.58 $137.42

S&P 1500 Composite Auto Parts and
Equipment Index S15AUTP $100.00 $ 98.95 $ 79.45 $ 83.17 $100.04

(1) Represents the last trading day of the year.
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ITEM 6. SELECTED FINANCIAL DATA

Predecessor and Successor Company. As a result of the Acquisition, all references in this report to “TRW
Automotive,” the “Company,” “we,” “our” and “us” mean, unless the context indicates otherwise, (i) our prede-
cessor, which is the former TRW Automotive Inc. (which we did not acquire and was renamed Richmond TAI
Corp.) and its subsidiaries and the other subsidiaries, divisions and affiliates of Old TRW that together constituted
the automotive business of Old TRW, for the periods prior to February 28, 2003, the date the Acquisition was
consummated, and (ii) the successor and registrant, TRWAutomotive Holdings Corp. and its subsidiaries, that own
and operate the automotive business of Old TRW as a result of the Acquisition. Our predecessor’s 51% interest in
the joint venture, TRW Koyo Steering Systems Company (“TKS”), was not transferred to us as part of the
Acquisition. In addition, when the context so requires, we use the term “Predecessor” to refer to the historical
operations of our predecessor prior to the Acquisition and “Successor” to refer to our historical operations following
the Acquisition, and we use the terms “we,” “our” and “us” to refer to the Predecessor and the Successor
collectively. The historical financial data for the periods prior to the Acquisition appearing below are those of our
predecessor and represent the combined financial statements of Old TRW’s automotive business. Prior to the
Acquisition, our Predecessor operated as a segment of Old TRW, which was acquired by Northrop on December 11,
2002.

The selected financial data of the Successor as of and for the years ended December 31, 2007, December 31,
2006, December 31, 2005, December 31, 2004 and for the ten months ended December 31, 2003 have been derived
from our audited consolidated financial statements, and have been prepared on a different basis of accounting than
used by the Predecessor in its annual combined financial statements as a result of the consummation of the
Acquisition on February 28, 2003. The selected financial data of the Predecessor for the two months ended
February 28, 2003 have been derived from the audited combined financial statements of our Predecessor.

The tables should be read in conjunction with “Item 7 — Management’s Discussion and Analysis of Financial
Condition and Results of Operations,” our consolidated financial statements included under “Item 8 — Financial
Statements and Supplementary Data” below and the combined financial statements of our Predecessor for
discussion of items affecting the comparability of results of operations. The following financial information for
the period prior to the Acquisition may not reflect what our results of operations, financial position and cash flows
would have been had we operated as a separate, stand-alone entity during that period.

2007 2006 2005 2004

Ten Months
Ended

December 31,
2003

Two Months
Ended

February 28,
2003

Years Ended December 31,

Successor Predecessor

(In millions, except per share amounts)

Statements of Operations Data:
Sales . . . . . . . . . . . . . . . . . . . . . . . $14,702 $13,144 $12,643 $12,011 $9,435 $1,916

Earnings (losses) from continuing
operations . . . . . . . . . . . . . . . . . . 90 176 204 29 (101) 31

Net earnings (losses) . . . . . . . . . . . $ 90 $ 176 $ 204 $ 29 $ (101) $ 31
Earnings (Losses) Per Share(1):
Basic earnings (losses) per share:

Earnings (losses) per share . . . . . $ 0.90 $ 1.76 $ 2.06 $ 0.30 $ (1.16)

Weighted average shares . . . . . . . 99.8 100.0 99.1 97.8 86.8

Diluted earnings (losses) per share:

Earnings (losses) per share . . . . . $ 0.88 $ 1.71 $ 1.99 $ 0.29 $ (1.16)

Weighted average shares . . . . . . . 102.8 103.1 102.3 100.5 86.8
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2007 2006 2005 2004 2003
As of December 31,

(Dollars in millions)

Balance sheet data:
Total assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $12,290 $11,133 $10,230 $10,114 $9,907

Total liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 8,964 8,627 8,916 8,944 9,129

Total debt (including short-term debt and current
portion of long-term debt)(2) . . . . . . . . . . . . . . . . . . 3,244 3,032 3,236 3,181 3,808

(1) Earnings per share are calculated by dividing net earnings (losses) by the weighted average shares outstanding.
Earnings per share are not applicable for the historical Predecessor period as there were no shares outstanding
during those periods. Basic and diluted earnings per share for the ten months ended December 31, 2003 have
been calculated based on the weighted average shares outstanding for the period adjusted to give effect to the
100 for 1 stock split effected on January 27, 2004. Shares issuable pursuant to outstanding common stock
options under our 2003 Stock Incentive Plan have been excluded from the computation of 2003 diluted earnings
per share because their effect is anti-dilutive due to the net loss reflected for such period.

(2) Total debt excludes any off-balance sheet borrowings under receivables facilities. As of December 31, 2007,
2006, 2005, 2004 and 2003, we had no advances outstanding under our receivables facilities. Our U.S.
receivables facility can be treated as a general financing agreement or as an off-balance sheet arrangement
depending on the level of loans to the borrower as further described in Note 10 to the consolidated financial
statements included under “Item 8 — Financial Statements and Supplementary Data” below.

ITEM 7. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND
RESULTS OF OPERATIONS

Executive Overview

Our Business. We are among the world’s largest and most diversified suppliers of automotive systems,
modules and components to global automotive original equipment manufacturers, or OEMs, and related after-
markets. We conduct substantially all of our operations through subsidiaries. These operations primarily encompass
the design, manufacture and sale of active and passive safety related products. Active safety related products
principally refer to vehicle dynamic controls (primarily braking and steering), and passive safety related products
principally refer to occupant restraints (primarily air bags and seat belts) and safety electronics (electronic control
units and crash and occupant weight sensors). We operate our business along three segments: Chassis Systems,
Occupant Safety Systems and Automotive Components. We are primarily a “Tier 1” supplier, with over 86% of our
end-customer sales in 2007 made to major OEMs. Of our 2007 sales, approximately 57% were in Europe, 30% were
in North America, 9% were in Asia, and 4% were in the rest of the world.

Financial Results. Our net sales for the year ended December 31, 2007 were $14.7 billion, which represents
an increase of 11.9% over the prior year. The increase was driven by favorable foreign currency exchange, higher
volumes resulting from production increases in Europe and China, and increased module business in North America
and Asia. Operating income for the year ended December 31, 2007 was $624 million compared to $636 million for
the prior year. The decline in operating income of $12 million resulted primarily from increased administrative and
selling expenses and higher restructuring and asset impairment charges as compared to the prior year, partially
offset by favorable growth in gross profit.

Net earnings for the year ended December 31, 2007 were $90 million as compared to $176 million for the year
ended December 31, 2006. Included in net earnings for the year ended December 31, 2007 is a loss on retirement of
debt of $155 million, consisting of $148 million related to the repurchase of substantially all of our then-outstanding
senior notes and senior subordinated notes, and $7 million related to refinancing of our previously existing senior
secured credit facilities. Included in net earnings for the year ended December 31, 2006 is a loss on retirement of
debt of $57 million related to the repurchase of all of our subsidiary Lucas Industries Limited’s £94.6 million 107⁄8%
bonds.
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The Unfavorable Automotive Climate. The automotive and automotive supply industries continued to
experience unfavorable developments during 2007. These developments and trends include:

• a decline in market share and significant production cuts among some of our largest customers primarily in
North America, including Ford Motor Company, General Motors Corporation and Chrysler LLC (the “Big
Three”);

• continuing pricing pressure from OEMs;

• the continued rise in inflationary pressures impacting certain commodities such as petroleum-based
products, resins, yarns, ferrous metals, base metals, and other chemicals;

• changes in foreign currency exchange rates that affected the relative competitiveness of manufacturing
operations in different geographic regions and the relative attractiveness of different geographic markets;

• overall negative macroeconomic conditions, mainly in the United States and North America and indications
of a weakening European economy;

• the deteriorating financial condition of certain of our customers and the resulting uncertainty as they
continue to implement restructuring initiatives, including in certain cases, significant capacity reductions
and/or reorganization under bankruptcy laws;

• a consumer shift in the North American market away from sport utility vehicles and light trucks to more fuel
efficient cross-over utility vehicles and passenger cars; and

• the growing concerns over the economic viability of our Tier 2 and Tier 3 supply base which faces
inflationary pressures and financial instability in certain of its customers.

In recent years and throughout 2007, the Big Three have seen a steady decline in their market share for vehicle
sales in North America and, to a lesser extent, Europe, with Asian OEMs increasing their share in these markets.
The Big Three’s North American operations, in particular, continue to suffer significantly in this regard. Although
we do have business with the Asian OEMs, our customer base is more heavily weighted toward other OEMs. In
addition, declining market share and inherent legacy issues with the Big Three have led to recent, unprecedented
production cuts. During 2007, Big Three North American production levels declined approximately 5% as
compared to 2006. Further, we and most industry observers expect North American light vehicle production to
be significantly lower than the 15.1 million units produced in 2007 to nearly 15-year lows, with much of the impact
in the first half of 2008. We also anticipate significantly lower 2008 Class 8 heavy truck production in North
America, primarily during the first half of the year. Further, the European economy is showing signs of weakness,
but the financial impact cannot be determined at this point.

In the U.S., overall negative economic conditions, including downturns in the housing and mortgage markets,
energy and food inflation, and a weakening job market, have led to slowed growth. Such conditions have dampened
the sentiment of consumers, who have delayed purchases of durable consumer goods (such as automobiles) as a
result. Further, light and heavy duty pickup truck sales have stalled, mainly as a result of slowed housing
construction. Such delayed consumer purchases and lower anticipated truck sales have caused our customers to
lower production volumes significantly.

In order to address market share declines, reduced production levels, negative industry trends, general
macroeconomic conditions and other structural issues specific to their companies (such as significant overcapacity
and pension and healthcare costs), the Big Three and certain of our other customers continue to implement various
forms of restructuring initiatives in their North American operations. These restructuring actions have had and may
continue to have a significant impact throughout our industry.

In addition, work stoppages or other labor issues may potentially occur at these customers’ or their suppliers’
facilities, which may have a material adverse effect on us. In the second half of 2007, brief union strikes occurred at
General Motors Corporation and Chrysler LLC during the renegotiation of the labor agreements between the Big
Three and its major union. These strikes did not have a material impact on our business due to their relatively short
length. Nonetheless, future work stoppages, shutdowns, or other labor issues could negatively affect us.
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Throughout 2007, commodity inflation continued to impact the industry. Costs of petroleum-based products
were volatile, and the per barrel price of oil reached record highs. Further, ferrous metals and other base metal
prices, resins, yarns and energy costs continued to increase during the year. Consequently, overall commodity
inflation pressures remain a significant concern for our business and have placed a considerable operational and
financial burden on the Company. We expect such inflationary pressures to continue into 2008, both in North
America and Europe, and we continually work with our suppliers and customers to mitigate the impact of increasing
commodity costs. However, it is generally difficult to pass increased prices for manufactured components and raw
materials through to our customers in the form of price increases.

Furthermore, because we purchase various types of equipment, raw materials and component parts from our
suppliers, we may be adversely affected by their failure to perform as expected or their inability to adequately
mitigate inflationary pressures. These pressures have proven to be insurmountable to some of our suppliers and we
have seen the number of bankruptcies and insolvencies increase. While the unstable condition of some of our
suppliers or their failure to perform has not led to any material disruptions thus far, it has led to certain delivery
delays and production issues, and has negatively impacted certain of our businesses in 2007. The overall condition
of our supply base may possibly lead to further delivery delays, production issues or delivery of non-conforming
products by our suppliers in the future. As such, we continue to monitor our vendor base for the best source of
supply.

Fuel price increases and volatility have continued to concern consumers. As a result, a migration continues in
the North American market away from sport utility vehicles, light trucks and heavy-duty pickup trucks to more fuel-
efficient vehicles. Sport utility and light- and heavy-duty truck platforms tend to be higher margin products for
OEMs and suppliers than car platforms. While this change has negatively impacted the mix of our product sales, we
provide content for both passenger car and sport utility/light truck platforms and therefore the effect to the Company
is somewhat, but not fully, mitigated.

Pricing pressure from our customers is characteristic of the automotive parts industry. This pressure is
substantial and will continue. Virtually all OEMs have policies of seeking price reductions each year. Consequently,
we have been forced to reduce our prices in both the initial bidding process and during the terms of contractual
arrangements. We have taken steps to reduce costs and resist price reductions; however, price reductions have
negatively impacted our sales and profit margins and are expected to do so in the future. In addition to pricing
concerns, we continue to be approached by our customers for changes in terms and conditions in our contracts
concerning warranty and recall participation and payment terms on products shipped. We believe that the likely
resolution of these proposed modifications will not have a material adverse effect on our financial condition, results
of operations or cash flow.

Foreign Currency Exchange Impact. The favorable impact on our reported earnings in U.S. dollars resulting
from the translation of results denominated in other currencies, mainly the Euro which appreciated against the
U.S. dollar during 2007, was partially offset by the negative impact of certain other currency fluctuations. Even after
hedging these other currency exposures, significant fluctuations, primarily the strengthening of the Canadian dollar
and Brazilian real against the U.S. dollar and the strengthening of the Polish zloty and Czech koruna against the
Euro, negatively impacted our margins.

Company Strategy. Throughout 2007, our operations have been able to produce favorable results despite the
negative industry pressures previously discussed. The effect of the unfavorable industry climate was mitigated by,
among other things, our customer, product and geographic diversity. We also benefited from sales growth in Europe
and Asia, continued demand for safety products, continued implementation of previously announced restructuring
actions and targeted cost reductions throughout our businesses.

We have significant exposure to the European market, with approximately 57% of our 2007 sales generated
from that region. We have also experienced favorable growth in the Asian market, with a sales increase of
approximately $380 million, or 44% from 2006 to 2007. Our geographic diversity and presence in these regions has
helped offset many of the negative industry pressures and sales declines experienced in the North American market.
The European market remains extremely competitive and, similar to the North American market, has also
experienced major inroads by Asian manufacturers into the region over the past few years. While many of our
major OEM customers have implemented, or are in the process of implementing varying levels of restructuring
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actions in North America, no significant actions have been experienced recently in the European market. We are not
aware of, nor do we anticipate, any major restructuring aimed at reducing vehicle assembly capacity at our major
European customers.

While we continue our efforts to mitigate the risks described above, we expect the negative industry conditions
to continue in the near future, thereby impacting 2008. There can be no assurances that the results of our ongoing
efforts will continue to be successful in the future or that we will not experience a decline in sales, increased costs or
disruptions in supply. Further, there can be no assurances that changes in foreign currency exchange rates or
negative industry pressures will not adversely impact our future earnings. We will continue to evaluate the negative
industry conditions referred to above, and whether additional actions may be required to mitigate those trends. Plant
rationalization beyond the facilities we have closed or announced for closure, and additional global capacity
optimization efforts across our businesses, may be warranted.

Other Matters. As previously disclosed, during the third quarter of 2007, we signed an agreement with
Delphi Corporation to purchase a portion of its North American brake component machining and module assembly
assets. As of January 2, 2008, we closed the purchase and took possession of the former Delphi braking facility
located in Saginaw, Michigan.

Our Debt and Capital Structure. On an ongoing basis we monitor, and may modify, our debt and capital
structure to reduce associated costs and provide greater financial and covenant flexibility.

In May 2007, we entered into an amended and restated credit agreement whereby we refinanced $2.5 billion of
existing senior secured credit facilities with new facilities consisting of a secured revolving credit facility (the
“Revolving Credit Facility”) and various senior secured term loan facilities (collectively with the Revolving Credit
Facility, the “Senior Secured Credit Facilities”). In March and April 2007, we commenced and completed a tender
offer for our then outstanding $1.3 billion of senior and senior subordinated notes (the “Old Notes”). In March 2007,
we also issued new senior notes for approximately $1.5 billion (the “New Senior Notes”), and used the proceeds to
fund the repurchase of the Old Notes.

On June 4, 2007, we completed a secondary public offering of 11 million shares of our Common Stock held by
AI LLC, one of the Blackstone Investors, and certain members of our management. We did not receive any proceeds
related to this offering. As a result of this transaction, AI LLC’s ownership stake in our Common Stock decreased
from approximately 56% to approximately 46%.

As market conditions warrant, we and our major equity holders, including The Blackstone Group L.P. and its
affiliates (the “Blackstone Investors”), may from time to time repurchase debt securities issued by the Company or
its subsidiaries, in privately negotiated or open market transactions, by tender offer or otherwise.

Effective Tax Rate. Our overall effective tax rate is equal to consolidated tax expense as a percentage of
consolidated earnings before tax. However, tax expense and benefits are not recognized on a global basis but rather
on a jurisdictional or legal entity basis. We are in a position whereby losses incurred in certain tax jurisdictions
provide no current financial statement benefit. In addition, certain jurisdictions have statutory rates greater than or
less than the United States statutory rate. As such, changes in the mix of earnings between jurisdictions could have a
significant impact on our overall effective tax rate in future periods. Changes in tax law and rates as well as changes
in our debt and capital structure could also have a significant impact on our effective rate in future periods.

Income tax expense for the year ended December 31, 2007 was $155 million on pretax earnings of
$245 million, and reflected no tax benefit related to the $155 million loss on retirement of debt.

Restructuring Charges and Asset Impairments. We continually evaluate our competitive position in the
automotive supply industry and whether actions are required to maintain or improve our standing. Such actions may
include plant rationalization or global capacity optimization across our businesses. Accordingly, we have closed or
announced the closure of 18 facilities since the beginning of 2005.

For the year ended December 31, 2007, we recorded restructuring charges of $42 million related to the closure
or announced closure of various facilities. During 2007, we closed six facilities resulting in employee reductions of
approximately 840. Restructuring charges included cash charges of $35 million for severance and other costs and
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$7 million of net non-cash asset impairments related to restructuring actions. Also in 2007, we incurred $9 million
of net other asset impairments not related to restructuring actions.

Critical Accounting Estimates

The critical accounting estimates that affect our financial statements and that use judgments and assumptions
are listed below. In addition, the likelihood that materially different amounts could be reported under varied
conditions and assumptions is noted.

Product Recalls. We are at risk for product recall costs. Recall costs are costs incurred when the customer or
we decide to recall a product through a formal campaign, soliciting the return of specific products due to a known or
suspected safety concern. In addition, the National Highway Traffic Safety Administration (“NHTSA”) has the
authority, under certain circumstances, to require recalls to remedy safety concerns. Product recall costs typically
include the cost of the product being replaced, customer cost of the recall and labor to remove and replace the
defective part.

Recall costs are recorded based on management estimates developed utilizing actuarially established loss
projections based on historical claims data. Based on this actuarial estimation methodology, we accrue for expected
but unannounced recalls when revenues are recognized upon shipment of product. In addition, we accrue for
announced recalls based on our best estimate of our obligation under the recall action when such an obligation is
probable and estimable.

Valuation Allowances on Deferred Income Tax Assets. In assessing the realizability of deferred tax assets, we
consider whether it is more likely than not that some portion or all of the deferred tax assets will not be realized.
Management considers historical taxable income, projected future taxable income, the expected timing of the
reversals of existing temporary differences and tax planning strategies. We determined that we could not conclude
that it was more likely than not that the benefits of certain deferred income tax assets would be realized. As such, the
valuation allowance we recorded reduced the net carrying value of deferred tax assets to the amount that is more
likely than not to be realized. We expect the deferred tax assets, net of the valuation allowance, to be realized as a
result of the reversal of existing taxable temporary differences in the United States and as a result of projected future
taxable income and the reversal of existing taxable temporary differences in certain foreign jurisdictions.

Environmental. Governmental regulations relating to the discharge of materials into the environment, or
otherwise relating to the protection of the environment, have had, and will continue to have, an effect on our
operations. We have made and continue to make expenditures for projects relating to the environment, including
pollution control devices for new and existing facilities. We are conducting a number of environmental inves-
tigations and remedial actions at current and former locations to comply with applicable requirements and along
with other companies, have been named a potentially responsible party for certain waste management sites.

A reserve estimate for each matter is established using standard engineering cost estimating techniques on an
undiscounted basis. In the determination of such costs, consideration is given to the professional judgment of our
environmental engineers, in consultation with outside environmental specialists, when necessary. At multi-party
sites, the reserve estimate also reflects the expected allocation of total project costs among the various potentially
responsible parties. Each of the environmental matters is subject to various uncertainties, and some of these matters
may be resolved unfavorably to us. We believe that any liability, in excess of amounts accrued in our consolidated
financial statements, that may result from the resolution of these matters for which sufficient information is
available to support cost estimates, will not have a material adverse affect on our financial position, results of
operations or cash flows. However, we cannot predict the effect on our financial position, results of operations or
cash flows for aspects of certain matters for which there is insufficient information. In addition, we cannot predict
the effect of compliance with environmental laws and regulations with respect to unknown environmental matters.

Pensions. We account for our defined benefit pension plans in accordance with Statement of Financial
Accounting Standards (“SFAS”) No. 87, “Employers’ Accounting for Pensions” (“SFAS No. 87”), which requires
that amounts recognized in financial statements be determined on an actuarial basis. This determination involves
the selection of various assumptions, including an expected rate of return on plan assets and a discount rate.
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A key assumption in determining our net pension expense in accordance with SFAS No. 87 is the expected
long-term rate of return on plan assets. The expected return on plan assets that is included in pension expense is
determined by applying the expected long-term rate of return on assets to a calculated market-related value of plan
assets, which recognizes changes in the fair value of plan assets in a systematic manner over five years. Asset gains
and losses will be amortized over five years in determining the market-related value of assets used to calculate the
expected return component of pension income. We review our long-term rate of return assumptions annually
through comparison of our historical actual rates of return with our expectations, and consultation with our actuaries
and investment advisors regarding their expectations for future returns. While we believe our assumptions of future
returns are reasonable and appropriate, significant differences in our actual experience or significant changes in our
assumptions may materially affect our pension obligations and our future pension expense. The weighted average
expected long-term rate of return on assets used to determine net periodic benefit cost for 2007 was 6.96% as
compared to 6.97% for 2006 and 7.60% for 2005.

Another key assumption in determining our net pension expense is the assumed discount rate to be used to
discount plan liabilities. The discount rate reflects the current rate at which the pension liabilities could be
effectively settled. In estimating this rate, we look to rates of return on high quality, fixed-income investments that
receive one of the highest ratings given by a recognized ratings agency, and that have cash flows similar to those of
the underlying benefit obligation. The weighted average discount rate used to calculate the benefit obligations as of
December 31, 2007 was 5.74% as compared to 5.08% as of December 31, 2006. The weighted average discount rate
used to determine net periodic benefit cost for 2007 was 5.08% as compared to 5.04% for 2006 and 5.53% for 2005.

Based on our assumptions as of October 31, 2007, the measurement date, a change in these assumptions,
holding all other assumptions constant, would have the following effect on our pension costs and obligations on an
annual basis:

U.S. U.K.
All

Other U.S. U.K.
All

Other

Increase Decrease
Impact on Net Periodic Benefit Cost

(Dollars in millions)

.25% change in discount rate . . . . . . . . . . . . . . . . . . . . $(4) $ (3) $(1) $4 $ 2 $1

.25% change in expected long-term rate of return . . . . . (2) (15) (1) 2 15 1

U.S. U.K.
All

Other U.S. U.K.
All

Other

Increase Decrease
Impact on Obligations

(Dollars in millions)

.25% change in discount rate . . . . . . . . . . . . . . . . . $(35) $(229) $(28) $37 $239 $29

SFAS No. 87 and the policies we have used (most notably the use of a calculated value of plan assets for
pensions as described above), generally reduce the volatility of pension expense that would otherwise result from
changes in the value of the pension plan assets and pension liability discount rates. A substantial portion of our
pension benefits relate to our plans in the United States and the United Kingdom.

Our 2008 pension (income) expense is estimated to be approximately $(18) million in the U.S., $(65) million in
the U.K. and $43 million for the rest of the world (based on December 31, 2007 exchange rates). During 2006, and
2005, certain amendments reducing future benefits for nonunion participants were adopted that will reduce future
service costs. We expect to contribute approximately $43 million to our U.S. pension plans and approximately
$58 million to our non-U.S. pension plans in 2008.

Other Postretirement Benefits. We account for our Other Postretirement Benefits (“OPEB”) in accordance
with SFAS No. 106, “Employers’ Accounting for Postretirement Benefits Other Than Pensions,” which requires
that amounts recognized in financial statements be determined on an actuarial basis. This determination requires the
selection of various assumptions, including a discount rate and health care cost trend rates used to value the benefit
obligation. The discount rate reflects the current rate at which the OPEB liabilities could be effectively settled at the
end of the year. In estimating this rate, we look to rates of return on high quality, fixed-income investments that
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receive one of the highest ratings given by a recognized ratings agency and that have cash flows similar to those of
the underlying benefit obligation. We develop our estimate of the health care cost trend rates used to value benefit
obligations through review of our recent health care cost trend experience and through discussions with our actuary
regarding the experience of similar companies. Changes in the assumed discount rate or health care cost trend rate
can have a significant impact on our actuarially determined liability and related OPEB expense.

The following are the significant assumptions used in the measurement of the accumulated projected benefit
obligation (“APBO”) as of the October 31 measurement date:

U.S.
Rest of
World U.S.

Rest of
World

2007 2006

Discount rate . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 6.00% 5.50% 5.75% 5.00%

Initial health care cost trend rate at end of year . . . . . . . . . . . . . . 8.50% 8.50% 9.00% 9.00%

Ultimate health care cost trend rate . . . . . . . . . . . . . . . . . . . . . . . 5.00% 5.00% 5.00% 5.00%

Year in which ultimate rate is reached . . . . . . . . . . . . . . . . . . . . . 2014 2015 2011 2015

Based on our assumptions as of October 31, 2007, the measurement date, a change in these assumptions,
holding all other assumptions constant, would have the following effect on our OPEB expense and obligation on an
annual basis:

Increase Decrease

Impact on Net
Postretirement

Benefit Cost

(Dollars in millions)

.25% change in discount rate . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $(1) $—

1% change in assumed health care cost trend rate . . . . . . . . . . . . . . . . . . . . . . . $ 5 $ (4)

Increase Decrease
Impact on Obligation

(Dollars in millions)

.25% change in discount rate . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $(16) $ 16

1% change in assumed health care cost trend rate . . . . . . . . . . . . . . . . . . . . . . . $ 61 $(53)

Our 2008 OPEB expense is estimated to be approximately $18 million (based on December 31, 2007 exchange
rates), and includes the effects of the adoption of certain 2007, 2006 and 2005 amendments which reduce future
benefits for participants. We fund our OPEB obligation on a pay-as-you-go basis. We expect to contribute
approximately $51 million on a pay-as-you-go basis in 2008.

Goodwill. Goodwill, which represents the excess of cost over the fair value of the net assets of the businesses
acquired, was approximately $2.2 billion as of December 31, 2007, or 18% of our total assets.

In accordance with SFAS No. 142, “Goodwill and Other Intangible Assets” (“SFAS No. 142”), we perform
annual impairment testing at a reporting unit level. To test goodwill for impairment, we estimate the fair value of
each reporting unit and compare the estimated fair value to the carrying value. If the carrying value exceeds the
estimated fair value, then a possible impairment of goodwill exists and requires further evaluation. Estimated fair
values are based on the cash flows projected in the reporting units’ strategic plans and long-range planning forecasts
(see “— Impairment of Long-Lived Assets and Intangibles” below), discounted at a risk-adjusted rate of return.

As the estimated fair values of our reporting units have exceeded their carrying values at each testing date since
adoption of SFAS No. 142 in 2002, we have recorded no goodwill impairment. While we believe our estimates of
fair value are reasonable based upon current information and assumptions about future results, changes in our
businesses, the markets for our products, the economic environment and numerous other factors could significantly
alter our fair value estimates and result in future impairment of recorded goodwill. We are subject to financial
statement risk in the event that goodwill becomes impaired.
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Impairment of Long-Lived Assets and Intangibles. We evaluate long-lived assets and definite-lived intan-
gible assets for impairment when events and circumstances indicate that the assets may be impaired and the
undiscounted cash flows to be generated by those assets are less than their carrying value. If the undiscounted cash
flows are less than the carrying value of the assets, the assets are written down to their fair value. We also evaluate
the useful lives of intangible assets each reporting period.

The determination of undiscounted cash flows is based on the businesses’ strategic plans and long-range
planning forecasts. The revenue growth rates included in the plans are based on industry specific data. We use
external vehicle build assumptions published by widely used external sources and market share data by customer
based on known and targeted awards over a five-year period. The projected profit margin assumptions included in
the plans are based on the current cost structure and anticipated cost reductions. If different assumptions were used
in these plans, the related undiscounted cash flows used in measuring impairment could be different and additional
impairment of assets might be required to be recorded.

We test indefinite-lived intangible assets, other than goodwill, for impairment on at least an annual basis by
comparing the estimated fair values to the carrying values. If the carrying value exceeds the estimated fair value, the
asset is written down to its estimated fair value. Estimated fair value is based on cash flows as discussed above,
discounted at a risk-adjusted rate of return.

We are subject to financial statement risk in the event that our long-lived assets and intangible assets become
impaired.

RESULTS OF OPERATIONS

The following consolidated statements of earnings compare the results of operations for the years ended
December 31, 2007, 2006 and 2005.

TOTAL COMPANY RESULTS OF OPERATIONS

CONSOLIDATED STATEMENTS OF EARNINGS
For the Years Ended December 31, 2007 and 2006

2007 2006
Variance

Increase (Decrease)

Years Ended
December 31,

(Dollars in millions)

Sales . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $14,702 $13,144 $1,558

Cost of sales . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 13,494 11,956 1,538

Gross profit . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,208 1,188 20
Administrative and selling expenses. . . . . . . . . . . . . . . . . . 537 514 23

Amortization of intangible assets . . . . . . . . . . . . . . . . . . . . 36 35 1

Restructuring charges and asset impairments . . . . . . . . . . . 51 30 21

Other income — net . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (40) (27) (13)

Operating income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 624 636 (12)

Interest expense — net . . . . . . . . . . . . . . . . . . . . . . . . . . . 228 247 (19)

Loss on retirement of debt . . . . . . . . . . . . . . . . . . . . . . . . 155 57 98

Accounts receivable securitization costs . . . . . . . . . . . . . . . 5 3 2

Equity in earnings of affiliates, net of tax . . . . . . . . . . . . . (28) (26) (2)

Minority interest, net of tax . . . . . . . . . . . . . . . . . . . . . . . . 19 13 6

Earnings before income taxes . . . . . . . . . . . . . . . . . . . . . . 245 342 (97)

Income tax expense. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 155 166 (11)

Net earnings . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 90 $ 176 $ (86)
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Year Ended December 31, 2007 Compared to Year Ended December 31, 2006

Sales for the year ended December 31, 2007 were $14.7 billion, an increase of $1,558 million as compared to
$13.1 billion for the year ended December 31, 2006. Favorable currency effects contributed an increase in sales of
$856 million, as the dollar weakened against other currencies (most notably the euro). Higher volume (net of price
reductions provided to customers) of $702 million also contributed to the sales increase, driven by an expansion in
customer vehicle production in Europe and China, an increase in module sales in North America and Asia, and the
general growth of safety products in all markets, partially offset by the decline in North American customer vehicle
production.

Gross profit for the year ended December 31, 2007 was $1,208 million, an increase of $20 million as compared
to $1,188 million for the year ended December 31, 2006. The increase was driven primarily by an increase in
volume (net of adverse product mix) and supplier resolutions, together which totaled $120 million, a reduction in
pension and post-employment benefit expense of $47 million, net favorable currency effects of $34 million, lower
warranty costs of $13 million and other performance improvements. These items were partially offset by price
reductions and other costs related to our customers, including the net unfavorable impact of certain product-related
settlements, and higher inflation in excess of cost reductions, totaling $136 million, and a larger investment in
engineering expenses of $28 million. Other drivers negatively impacting the gross profit comparison included the
favorable resolution of certain business and patent matters of $22 million in 2006 that did not recur in 2007, net
costs incurred from property damage at our brake line production facility located in South America of $6 million,
and incremental costs related to a first quarter acquisition of $3 million. Gross profit as a percentage of sales for the
year ended December 31, 2007 was 8.2% compared to 9.0% for the year ended December 31, 2006.

Administrative and selling expenses for the year ended December 31, 2007 were $537 million, an increase of
$23 million as compared to $514 million for the year ended December 31, 2006. The increase was driven primarily
by unfavorable currency effects of $29 million, costs of $9 million related to merger and acquisition activity, an
increase in share-based compensation expense of $6 million, and the favorable resolution of certain patent matters
of $6 million in 2006 that did not recur in 2007. These items were partially offset by cost reductions, and
performance improvements of $22 million, as well as a reduction in pension and post-employment benefit expense
of $4 million. Administrative and selling expenses as a percentage of sales for the year ended December 31, 2007
were 3.7% as compared to 3.9% for the year ended December 31, 2006.

Restructuring charges and asset impairments were $51 million for the year ended December 31, 2007 as
compared to $30 million for the year ended December 31, 2006. Charges for the year ended December 31, 2007
included $35 million for severance and other costs, $7 million of asset impairments related to restructuring activities
and $9 million of other asset impairments. Charges for the year ended December 31, 2006 consisted of $37 million
for severance and other costs, $7 million of asset impairments related to restructuring, $6 million of other asset
impairments, offset by $20 million of postretirement benefit curtailment gains at closed facilities.

Other income — net for the year ended December 31, 2007 was income of $40 million, an increase of
$13 million as compared to an income of $27 million for the year ended December 31, 2006. The increase was
driven primarily by net gains on the sale of assets of $13 million, a decrease in bad debt expense of $9 million, and
an increase in royalty income of $4 million. These items were partially offset by unfavorable currency effects of
$11 million.

Interest expense — net for the year ended December 31, 2007 was $228 million as compared to $247 million
for the year ended December 31, 2006. The decrease in interest expense was primarily due to lower interest rates in
the New Senior Notes compared to the Old Notes, partially offset by the effect of higher outstanding debt balances
on the New Senior Notes, largely as a result of financing the redemption premium relating to the tender transactions
in early 2007.

Loss on retirement of debt for the year ended December 31, 2007 totaled $155 million as compared to
$57 million for the year ended December 31, 2006. During the year ended December 31, 2007, we recognized a loss
of $148 million in association with payments to note holders who tendered their Old Notes. In addition, in
conjunction with the May 9, 2007 refinancing, we recognized a loss of $7 million related to the write off of debt
issuance costs associated with our former revolving facility and our former syndicated term loans. On February 2,
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2006 we repurchased all of our subsidiary Lucas Industries Limited’s £94.6 million 107⁄8% bonds due 2020, for
£137 million, or approximately $243 million. The repayment of debt resulted in a pretax charge of £32 million, or
approximately $57 million, for loss on retirement of debt.

Equity in earnings of affiliates was $28 million for the year ended December 31, 2007 as compared to
$26 million for the year ended December 31, 2006. The increase was driven primarily by our higher earnings from
our non-consolidated affiliates in Asia.

Minority interest was $19 million for the year ended December 31, 2007, an increase of $6 million as compared
to $13 million for the year ended December 31, 2006. The increase was driven primarily by an increase in joint
venture earnings with consolidated affiliates in Asia.

Income tax expense for the year ended December 31, 2007 was $155 million on pre-tax income of $245 million
as compared to income tax expense of $166 million on pre-tax earnings of $342 million for the year ended
December 31, 2006. Income tax expense for the year ended December 31, 2007 includes no tax benefit related to the
$155 million loss on retirement of debt due to the Company’s valuation allowance position in the United States.
Income tax expense for the year ended December 31, 2006 includes a one-time charge of approximately $49 million
resulting from the recognition of a valuation allowance against certain deferred tax assets in our Canadian
operations that the Company determined were no longer more likely than not to be realized. Income tax expense for
the year ended December 31, 2006 also includes a one-time benefit of approximately $35 million related to the
reversal of certain tax reserves recorded in 2004 and 2005 with respect to interest expense in a foreign jurisdiction.
The income tax rate varies from the United States statutory income tax rate due primarily to the items noted above,
and the impact of losses in the United States and certain foreign jurisdictions, without recognition of a corre-
sponding income tax benefit, partially offset by favorable foreign tax rates, holidays, and credits.

CONSOLIDATED STATEMENTS OF EARNINGS
For the Years Ended December 31, 2006 and 2005

2006 2005
Variance

Increase (Decrease)

Years Ended
December 31,

(Dollars in millions)

Sales . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $13,144 $12,643 $501

Cost of sales . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 11,956 11,455 501

Gross profit . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,188 1,188 —

Administrative and selling expenses. . . . . . . . . . . . . . . . . . 514 479 35

Amortization of intangible assets . . . . . . . . . . . . . . . . . . . . 35 33 2

Restructuring charges and asset impairments . . . . . . . . . . . 30 109 (79)

Other (income) expense — net. . . . . . . . . . . . . . . . . . . . . . (27) 14 (41)

Operating income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 636 553 83

Interest expense — net . . . . . . . . . . . . . . . . . . . . . . . . . . . 247 228 19

Loss on retirement of debt . . . . . . . . . . . . . . . . . . . . . . . . 57 7 50

Accounts receivable securitization costs . . . . . . . . . . . . . . . 3 3 —

Equity in earnings of affiliates, net of tax . . . . . . . . . . . . . (26) (20) (6)

Minority interest, net of tax . . . . . . . . . . . . . . . . . . . . . . . . 13 7 6

Earnings before income taxes . . . . . . . . . . . . . . . . . . . . . . 342 328 14

Income tax expense. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 166 124 42

Net earnings . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 176 $ 204 $ (28)
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Year Ended December 31, 2006 Compared to Year Ended December 31, 2005

Sales for the year ended December 31, 2006 were $13.1 billion, an increase of $501 million compared to
$12.6 billion for the year ended December 31, 2005. The increase was driven by the favorable impact of the
consolidation of Dalphimetal of $336 million and favorable currency effects of $172 million, offset by unfavorable
price reductions to customers (net of favorable volume) of $7 million.

Gross profit for the year ended December 31, 2006 was $1,188 million, which was unchanged from the year
ended December 31, 2005. Cost reductions and benefits from restructuring activities (net of inflation and price
reductions to customers) of $47 million, and the favorable resolution of certain business settlement and patent
matters of $22 million, were offset by higher costs resulting from inefficient product launches within the
Automotive Components segment of $19 million, lower customer vehicle production in North America and
adverse mix, net of the favorable impact of the consolidation of Dalphimetal, of $18 million, higher warranty costs
of $18 million, higher engineering expenses of $8 million, and unfavorable currency effects of $7 million. Gross
profit as a percentage of sales for the year ended December 31, 2006 was 9.0% as compared to 9.4% for the year
ended December 31, 2005.

Administrative and selling expenses for the year ended December 31, 2006 were $514 million, an increase of
$35 million compared to $479 million for the year ended December 31, 2005. The increase was driven primarily by
a reduction in litigation reserves in 2005 of $18 million which did not recur in 2006, an increase in share-based
compensation expense of $8 million, unfavorable currency effects of $8 million and the consolidation of
Dalphimetal of $6 million. Offsets include the favorable resolution of certain patent matters of $6 million.
Administrative and selling expenses as a percentage of sales for the year ended December 31, 2006 were 3.9% as
compared to 3.8% for the year ended December 31, 2005.

Restructuring charges and asset impairments were $30 million for the year ended December 31, 2006 as
compared to $109 million for the year ended December 31, 2005. Charges for the year ended December 31, 2006
consisted of $37 million for severance and other costs, $7 million of asset impairments related to restructuring,
$6 million of other asset impairments, offset by $20 million of postretirement benefit curtailment gains at closed
facilities. Charges for the year ended December 31, 2005 consisted of $85 million for severance costs and expenses
to consolidate certain facilities, $14 million of asset impairments related to restructuring, $15 million for other asset
impairments and $6 million of pension curtailment loss at a closed facility, partially offset by $11 million of
postretirement benefit curtailment gains at closed facilities.

Other (income) expense — net for the year ended December 31, 2006 was income of $27 million, an increase
of $41 million compared to an expense of $14 million for the year ended December 31, 2005. The increase was
driven primarily by the favorable currency effects of $17 million, an increase in net gains on asset sales of $9 million,
a decrease in bad debt expense of $8 million, and an increase in royalty income, coupled with other miscellaneous
adjustments, that together net to $7 million.

Interest expense — net for the year ended December 31, 2006 was $247 million as compared to $228 million
for the year ended December 31, 2005. The increase in interest expense primarily resulted from the unfavorable
effect of higher interest rates on variable rate debt, and to a lesser extent, higher average debt balances including
Dalphimetal acquisition related debt.

Loss on retirement of debt for the year ended December 31, 2006 totaled $57 million as compared to $7 million
for the year ended December 31, 2005. On February 2, 2006 we repurchased all of our subsidiary Lucas Industries
Limited’s £94.6 million 107⁄8% bonds due 2020, for £137 million, or approximately $243 million. The repayment of
debt resulted in a pretax charge of £32 million, or approximately $57 million, for loss on retirement of debt. On
May 3, 2005, the Company repurchased the A48 million principal amount of its 107⁄8% Senior Notes with a portion
of the proceeds from the issuance of common stock. The Company recorded a loss on retirement of debt of
approximately $6 million for the related redemption premium on the 107⁄8% Senior Notes, and approximately
$1 million for the write-off of deferred issuance costs.

Equity in earnings of affiliates was $26 million for the year ended December 31, 2006, an increase of $6 million
as compared to $20 million for the year ended December 31, 2005. The increase was driven primarily by a higher
level of earnings from non-consolidated affiliates in Asia.
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Minority interest was $13 million for the year ended December 31, 2006 as compared to $7 million for the year
ended December 31, 2005. The increase of $6 million was driven primarily by the acquisition of Dalphimetal,
which is not wholly-owned.

Income tax expense for the year ended December 31, 2006 was $166 million on pre-tax income of $342 million
as compared to income tax expense of $124 million on pre-tax earnings of $328 million for the year ended
December 31, 2005. Income tax expense for the year ended December 31, 2006 includes a one-time charge of
approximately $49 million resulting from the recognition of a valuation allowance against certain deferred tax
assets in our Canadian operations that the Company determined are no longer more likely than not to be realized.
Income tax expense for the year ended December 31, 2006 also includes a one-time benefit of approximately
$35 million related to the reversal of certain tax reserves recorded in 2004 and 2005 with respect to interest expense
in a foreign jurisdiction. Income tax expense for the year ended December 31, 2005 included a one-time benefit of
$17 million resulting from a tax law change in Poland related to investment tax credits for companies operating in
certain special economic zones within the country. The income tax rate varies from the United States statutory
income tax rate due primarily to the items noted above, and the impact of losses in the United States and certain
foreign jurisdictions, without recognition of a corresponding income tax benefit, partially offset by favorable
foreign tax rates, holidays, and credits.

SEGMENT RESULTS OF OPERATIONS

The following table reconciles segment sales and earnings before taxes to consolidated sales and earnings before
taxes for 2007, 2006, and 2005. See Note 21 to the consolidated financial statements included in “Item 8 — Financial
Statements and Supplementary Data” for a description of segment earnings before taxes for the periods presented.

2007 2006 2005
Years Ended December 31,

(Dollars in millions)

Sales:
Chassis Systems . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 7,997 $ 7,096 $ 7,206

Occupant Safety Systems . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4,714 4,326 3,745

Automotive Components . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,991 1,722 1,692

$14,702 $13,144 $12,643

Earnings before taxes:
Chassis Systems. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 276 $ 288 $ 273

Occupant Safety Systems . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 453 420 296

Automotive Components . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 82 67 92

Segment earnings before taxes . . . . . . . . . . . . . . . . . . . . . . . . 811 775 661

Corporate expense and other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (178) (126) (95)

Financing costs . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (233) (250) (231)

Loss on retirement of debt . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (155) (57) (7)

Earnings before taxes . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 245 $ 342 $ 328
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CHASSIS SYSTEMS

Year Ended December 31, 2007 Compared to Year Ended December 31, 2006

2007 2006
Variance

Increase (Decrease)

Years Ended
December 31,

(Dollars in millions)

Sales . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $7,997 $7,096 $901

Earnings before taxes . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 276 288 (12)

Restructuring charges and asset impairments included in
earnings before taxes. . . . . . . . . . . . . . . . . . . . . . . . . . . . . (30) (14) 16

Sales for the Chassis Systems segment for the year ended December 31, 2007 were $7,997 million, an increase
of $901 million as compared to $7,096 million for the year ended December 31, 2006. The increase was driven
primarily by favorable currency effects of $482 million, as well as favorable volume, including higher module sales
in North America and Asia (net of price reductions provided to customers) of $419 million.

Earnings before taxes for the Chassis Systems segment for the year ended December 31, 2007 were
$276 million, a decrease of $12 million as compared to $288 million for the year ended December 31, 2006.
The decrease was driven primarily by higher engineering expenses of $20 million, the favorable resolution of
business settlements in 2006 that did not recur in 2007 of $19 million, higher restructuring charges and asset
impairments of $16 million, the favorable resolution of certain patent matters of $9 million in 2006 that did not recur
in 2007, the net unfavorable impact of property damage at our brake line production facility in South America of
$6 million, a gain of $5 million on the sale of a facility in Asia in 2006 that did not recur in 2007, and incremental
costs related to a first quarter 2007 acquisition of $3 million. These items were partially offset by a reduction in
pension and post-employment benefit spending of $28 million, favorable volume (net of adverse mix) of
$26 million, and lower warranty costs of $14 million.

For the year ended December 31, 2007, Chassis Systems recorded restructuring charges and asset impairments
of $30 million in connection with severance and costs related to the consolidation of certain facilities, as well as net
asset impairment charges to write down certain assets to fair value. For the year ended December 31, 2006, Chassis
Systems recorded restructuring charges and asset impairments of $14 million in connection with severance and
costs related to the consolidation of certain facilities, offset by postretirement benefit curtailment gains.

Year Ended December 31, 2006 Compared to Year Ended December 31, 2005

2006 2005
Variance

Increase (Decrease)

Years Ended
December 31,

(Dollars in millions)

Sales . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $7,096 $7,206 $(110)

Earnings before taxes . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 288 273 15

Restructuring charges and asset impairments included in
earnings before taxes. . . . . . . . . . . . . . . . . . . . . . . . . . . . . (14) (33) (19)

Sales for the Chassis Systems segment for the year ended December 31, 2006 were $7,096 million, a decrease
of $110 million as compared to $7,206 million for the year ended December 31, 2005. The decrease was driven
primarily by lower North American customer vehicle production and price reductions provided to customers of
$216 million, partially offset by favorable currency effects of $106 million.

Earnings before taxes for the Chassis Systems segment for the year ended December 31, 2006 were
$288 million, an increase of $15 million as compared to $273 million for the year ended December 31, 2005.
The increase was driven primarily by the favorable impact of cost reductions and benefits of restructuring activities
(in excess of inflation and price reductions provided to customers) of $75 million, the favorable resolution of certain
business settlements of $19 million, lower restructuring costs of $18 million, a reduction in bad debt expense of
$10 million, the favorable resolution of certain patent matters of $9 million, and a gain on the sale of a facility in
Asia of $5 million. These results were partially offset by the effect of lower North America customer vehicle
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production and adverse mix of $88 million, higher warranty costs of $18 million, higher product and Asian
customer development costs of $9 million, and unfavorable currency effects of $8 million. For the year ended
December 31, 2006, Chassis Systems recorded restructuring charges and asset impairments of $14 million in
connection with severance and costs related to the consolidation of certain facilities, offset by postretirement benefit
curtailment gains. For the year ended December 31, 2005, Chassis Systems recorded restructuring charges and asset
impairments of $33 million in connection with severance and costs related to the consolidation of certain facilities,
offset by postretirement benefit curtailment gains.

OCCUPANT SAFETY SYSTEMS

Year Ended December 31, 2007 Compared to Year Ended December 31, 2006

2007 2006
Variance

Increase (Decrease)

Years Ended
December 31,

(Dollars in millions)

Sales . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $4,714 $4,326 $388

Earnings before taxes . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 453 420 33

Restructuring charges and asset impairments included in
earnings before taxes. . . . . . . . . . . . . . . . . . . . . . . . . . . . . (4) (9) (5)

Sales for the Occupant Safety Systems segment for the year ended December 31, 2007 were $4,714 million, an
increase of $388 million as compared to $4,326 million for the year ended December 31, 2006. The increase was
driven primarily by favorable currency effects of $252 million, and favorable volume (net of price reductions
provided to customers) of $136 million.

Earnings before taxes for the Occupant Safety Systems segment for the year ended December 31, 2007 were
$453 million, an increase of $33 million as compared to $420 million for the year ended December 31, 2006. The
increase was driven primarily by the favorable impact of volume (net of adverse mix) and favorable supplier
resolutions, which together totaled $57 million, a gain on the sale of a facility of $7 million, a reduction in net
pension and post-employment benefit spending of $6 million, and lower restructuring and impairment costs of
$5 million. These items were partially offset by price reductions to our customers and inflation (net of cost
reductions) of $33 million, higher engineering expenses of $8 million, and unfavorable currency effects of
$3 million.

For the year ended December 31, 2007, Occupant Safety Systems recorded restructuring charges and asset
impairments of $4 million in connection with the write down of certain machinery and equipment to fair value. For
the year ended December 31, 2006, Occupant Safety Systems recorded restructuring charges and asset impairments
of $9 million in connection with severance and costs related to the consolidation of certain facilities.

Year Ended December 31, 2006 Compared to Year Ended December 31, 2005

2006 2005
Variance

Increase (Decrease)

Years Ended
December 31,

(Dollars in millions)

Sales . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $4,326 $3,745 $581

Earnings before taxes . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 420 296 124

Restructuring charges and asset impairments included in
earnings before taxes. . . . . . . . . . . . . . . . . . . . . . . . . . . . . (9) (45) (36)

Sales for the Occupant Safety Systems segment for the year ended December 31, 2006 were $4,326 million, an
increase of $581 million compared to $3,745 million for the year ended December 31, 2005. The increase was
driven primarily by the consolidation of Dalphimetal acquired in October 2005, which contributed incremental
sales of $336 million, favorable volume (net of price reductions provided to customers) of $216 million, and
favorable currency effects of $29 million.
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Earnings before taxes for the Occupant Safety Systems segment for the year ended December 31, 2006 were
$420 million, an increase of $124 million as compared to $296 million for the year ended December 31, 2005. The
increase was driven primarily by higher production volume, net with favorable impact of the consolidation of
Dalphimetal, of $84 million, lower restructuring charges and asset impairments of $36 million, and a reduction in
pension and other post-employment benefit cost of $3 million. For the year ended December 31, 2006, Occupant
Safety Systems recorded restructuring charges and asset impairments of $9 million in connection with severance
and costs related to the consolidation of certain facilities. For the year ended December 31, 2005, Occupant Safety
Systems recorded restructuring charges and asset impairments of $45 million in connection with severance and
costs related to the consolidation of certain facilities, primarily the Burgos, Spain facility, and other asset
impairment charges.

AUTOMOTIVE COMPONENTS

Year Ended December 31, 2007 Compared to Year Ended December 31, 2006

2007 2006
Variance

Increase (Decrease)

Years Ended
December 31,

(Dollars in millions)

Sales . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $1,991 $1,722 $269

Earnings before taxes . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 82 67 15

Restructuring charges and asset impairments included in
earnings before taxes. . . . . . . . . . . . . . . . . . . . . . . . . . . . . (17) (7) 10

Sales for the Automotive Components segment for the year ended December 31, 2007 were $1,991 million, an
increase of $269 million as compared to $1,722 million for the year ended December 31, 2006. The increase was
driven primarily by favorable volume (net of price reductions provided to customers) of $148 million, and the
favorable currency effects of $121 million.

Earnings before taxes for the Automotive Components segment for the year ended December 31, 2007 were
$82 million, an increase of $15 million as compared to $67 million for the year ended December 31, 2006. The
increase was driven primarily by higher volume (net of adverse mix) of $29 million, the gain on the sale of an
Engine Components manufacturing facility of $10 million, the favorable currency effects of $6 million, and other
performance improvements. These items were partially offset by price reductions to our customers and inflation
(net of cost reductions) of $18 million, higher restructuring charges of $10 million, and higher warranty costs of
$2 million.

For the year ended December 31, 2007, Automotive Components recorded restructuring charges of $17 million
primarily related to severance and other charges at various production facilities. For the year ended December 31,
2006, Automotive Components recorded restructuring charges of $7 million.

Year Ended December 31, 2006 Compared to Year Ended December 31, 2005

2006 2005
Variance

Increase (Decrease)

Years Ended
December 31,

(Dollars in millions)

Sales . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $1,722 $1,692 $ 30

Earnings before taxes . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 67 92 (25)

Restructuring charges and asset impairments included in
earnings before taxes. . . . . . . . . . . . . . . . . . . . . . . . . . . . . (7) (31) (24)

Sales for the Automotive Components segment for the year ended December 31, 2006 of $1,722 million
increased $30 million as compared to $1,692 million for the year ended December 31, 2005. The increase was
driven primarily by favorable currency effects of $36 million, offset by price reductions provided to customers, net
of higher volume, of $6 million.
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Earnings before taxes for the Automotive Components segment for the year ended December 31, 2006 were
$67 million, $25 million lower compared to $92 million for the year ended December 31, 2005. The decrease was
driven primarily by unfavorable mix of products sold (partially offset by higher volume) of $25 million, higher costs
resulting from inefficient product launches of $19 million, and higher inflation, price reductions, and supplier
quality issues (net of cost reductions) of $17 million. These items were partially offset by lower restructuring
charges and asset impairments of $24 million, favorable currency effects of $3 million, lower warranty costs of
$3 million, and a decrease in pension and other postretirement benefit expense of $2 million. For the year ended
December 31, 2006, Automotive Components recorded restructuring charges of $7 million relating to severance
and lease termination costs of $5 million and asset impairments pertaining to restructuring activities of $2 million.
For the year ended December 31, 2005, Automotive Components recorded restructuring charges of $19 million
which consisted primarily of $19 million in severance costs and expenses to consolidate certain facilities and
$2 million of asset impairments, partly offset by $2 million of postretirement benefit curtailment gains. Automotive
Components also recorded $12 million in other asset impairments not related to restructuring in 2005.

LIQUIDITY AND CAPITAL RESOURCES

Cash Flows

Operating Activities. Cash provided by operating activities for the year ended December 31, 2007 was
$737 million as compared to $649 million for the year ended December 31, 2006. The increase resulted primarily
from net working capital improvements.

Investing Activities. Cash used in investing activities for the year ended December 31, 2007 was $468 million
as compared to $459 million for the year ended December 31, 2006.

For the years ended December 31, 2007 and 2006, we spent $513 million and $529 million, respectively, in
capital expenditures, primarily in connection with upgrading existing products, continuing new product launches
started in 2006 and 2007 and providing for incremental capacity, infrastructure and equipment at our facilities to
support our manufacturing and cost reduction efforts. We expect to spend approximately $535 million in such
capital expenditures during 2008.

In 2006, we spent approximately $26 million for an additional 10% interest in Dalphimetal and other final
purchase price adjustments related to that original 2005 acquisition. We received approximately $43 million from
various asset sales, primarily related to the sale of certain closed manufacturing facilities and to the divestiture of an
investment formerly held by Dalphimetal. We also received approximately $54 million in proceeds from various
sale leaseback transactions related to certain of our management, engineering and production facilities during 2006.

Financing Activities. Cash provided by financing activities was $11 million for the year ended December 31,
2007 as compared to cash used of $340 million in the year ended December 31, 2006. During the year ended
December 31, 2007, we repurchased substantially all of our Old Notes for approximately $1,396 million and issued
the New Senior Notes for cash proceeds of approximately $1,465 million. Proceeds from the issuance of the New
Senior Notes were used to fund the repurchase of the Old Notes and for general corporate purposes. On May 9,
2007, the entire $1.1 billion principal amount of term loans under our Senior Secured Credit Facilities was funded,
and we drew down $461 million of the Revolving Credit Facility and used such proceeds, together with
approximately $15.6 million of available cash on hand, to refinance $2.5 billion of existing senior secured credit
facilities and to pay interest along with certain fees and expenses related to the refinancing. During the year ended
December 31, 2007, the amount outstanding under our Revolving Credit Facility increased by $429 million,
including the initial draw of $461 million. On February 2, 2006, we repurchased all of our subsidiary Lucas
Industries Limited’s £94.6 million 107⁄8% bonds due 2020 for £137 million, or approximately $243 million.

Debt and Commitments

Sources of Liquidity. Our primary source of liquidity is cash flow generated from operations. We also have
availability under our revolving credit facility and receivables facilities described below, subject to certain
conditions. See “— Senior Secured Credit Facilities,” “Off-Balance Sheet Arrangements” and “Other Receivables
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Facilities” below. Our primary liquidity requirements, which are significant, are expected to be for debt service,
working capital, capital expenditures, research and development costs and other general corporate purposes.

In March 2007, we issued New Senior Notes consisting of 7% Senior Notes due 2014 and 63⁄8% Senior Notes
due 2014 in principal amounts of $500 million and A275 million, respectively, and 71⁄4% Senior Notes due 2017 in
the principal amount of $600 million. The proceeds from the issuance of the New Senior Notes of $1,465 million
were used to repurchase substantially all of the Old Notes previously outstanding and for general corporate
purposes. In May 2007, the entire $1.1 billion principal amount of the term loans under our Senior Secured Credit
Facilities was funded and we drew down $461 million of the Revolving Credit Facility and used such proceeds to
refinance $2.5 billion of existing senior secured credit facilities by repaying approximately $1,561 million
outstanding.

As of December 31, 2007, we had outstanding $3.2 billion in aggregate indebtedness. We intend to draw down
on, and use proceeds from, the Revolving Credit Facility and our United States and European accounts receivables
facilities (collectively, the “Liquidity Facilities”) to fund normal working capital needs from month to month in
conjunction with available cash on hand. As of December 31, 2007, we had approximately $902 million of
availability under our Revolving Credit Facility, which primarily reflects $429 million of revolver borrowings, no
outstanding borrowings under our ancillary facilities and $69 million in outstanding letters of credit, which reduced
the amount available. As of December 31, 2007, approximately $221 million of our total reported accounts
receivable balance was considered eligible for borrowings under our United States receivables facility, of which
approximately $161 million was available for funding. As of December 31, 2007, we had no outstanding
borrowings under this receivables facility. In addition, as of December 31, 2007, we had approximately A140 million
and £25 million available under our European accounts receivable facilities. We had no outstanding borrowings
under the European accounts receivable facilities as of December 31, 2007.

During any given month we anticipate that we will have up to $850 million outstanding under the Liquidity
Facilities. Portions of the amounts drawn under the Liquidity Facilities typically will be paid back throughout the
month as cash from customers is received. We may then draw upon such facilities again for working capital
purposes in the same or succeeding months. These borrowings reflect normal working capital utilization of
liquidity. In addition, we own a 78.4% interest in Dalphi Metal España, S.A. (“Dalphimetal”). Dalphimetal and its
subsidiaries have approximately A30 million of credit facilities, of which the entire A30 million was available as of
December 31, 2007. Our subsidiaries in the Asia Pacific region also have various credit facilities totaling
approximately $122 million (US dollar equivalent), of which $71 million (US dollar equivalent), was available
on December 31, 2007. These borrowings are primarily in the local currency of the country where our subsidiaries’
operations are located. We expect that these additional facilities will be drawn from time to time for normal working
capital purposes.

Debt Repurchases. On March 26, 2007, we repurchased substantially all of the Old Notes for $1,386 million
resulting in a loss on retirement of debt of $147 million. On April 18, 2007, we repurchased additional Old Notes
tendered after the consent date, but on or before the tender expiration date, for $10 million and recorded a loss on
retirement of debt of $1 million. We funded these repurchases from the March 2007 issuance of the New Senior
Notes. On May 9, 2007, we refinanced approximately $1,561 million outstanding under the existing senior secured
credit facilities and recorded a loss on retirement of debt of $7 million.

On February 15, 2008, we redeemed all remaining Old Notes and recorded a loss on retirement of debt of
$1 million which will be reflected in the Company’s Statements of Earnings for the first quarter of 2008. We funded
the redemption of the remaining Old Notes in the amount of $20 million from cash on hand.

On February 2, 2006, we repurchased all of our subsidiary Lucas Industries Limited’s £94.6 million 107⁄8%
bonds due 2020 for approximately £137 million, or approximately $243 million. The repayment of debt resulted in a
pretax charge of approximately £32 million, or approximately $57 million, for loss on retirement of debt. We funded
the repurchase from cash on hand.

Funding Our Requirements. While we are highly leveraged, we believe that funds generated from operations
and available borrowing capacity will be adequate to fund debt service requirements, capital expenditures, working
capital requirements and company-sponsored research and development programs. In addition, we believe that our

38



current financial position and financing plans will provide flexibility in worldwide financing activities and permit
us to respond to changing conditions in credit markets. However, our ability to continue to fund these items and to
reduce debt may be affected by general economic (including difficulties in the automotive industry), financial
market, competitive, legislative and regulatory factors, and the cost of warranty and recall and litigation claims,
among other things. Therefore, we cannot assure you that our business will generate sufficient cash flow from
operations or that future borrowings will be available to us under our Liquidity Facilities in an amount sufficient to
enable us to pay our indebtedness or to fund our other liquidity needs.

Credit Ratings. Set forth below are our credit ratings and ratings outlook for Standard & Poor’s, Moody’s and
Fitch.

S & P Moody’s Fitch

Corporate Rating . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . BB+ Ba2 BB

Bank Debt Rating . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . BBB Baa3 BB+

New Senior Note Rating . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . BB- Ba3 BB-

Ratings Outlook. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . Stable Negative Stable

In the event of a downgrade, we believe we would continue to have access to sufficient liquidity; however, the
cost of any new borrowing could increase and our ability to access certain financial markets could be limited.

Senior Secured Credit Facilities. The Senior Secured Credit Facilities consist of the Revolving Credit
Facility and various senior secured term loan facilities. As of December 31, 2007, the term loan facilities, with
maturities ranging from 2013 to 2014, consisted of an aggregate of $1.1 billion dollar-denominated term loans and
the Revolving Credit Facility provided for borrowing of up to $1.4 billion.

The Term Loan A-1 will amortize in quarterly installments, beginning with $30 million in 2009, $75 million in
2010, $120 million in 2011, $225 million in 2012 and $150 million in 2013. The Term Loan B-1 will amortize in
equal quarterly installments which began September 30, 2007 in an amount equal to 1% per annum during the first
6 years and six months and in one final installment on the maturity date.

See “— Credit Facilities” in Note 15 to the consolidated financial statements included in “Item 8 — Financial
Statements and Supplementary Data” for a description of the guarantees and security applicable to the Senior
Secured Credit Facilities.

Debt Restrictions. The Senior Secured Credit Facilities generally restrict the payment of dividends or other
distributions by TRW Automotive Inc., subject to specified exceptions. The exceptions include, among others, the
making of payments or distributions in respect of expenses required for us and our wholly-owned subsidiary, TRW
Automotive Intermediate Holdings Corp., to maintain our corporate existence, general corporate overhead
expenses, tax liabilities and legal and accounting fees. Since we are a holding company without any independent
operations, we do not have significant cash obligations, and are able to meet our limited cash obligations under the
exceptions to our debt covenants. See Note 15 to the consolidated financial statements included in “Item 8 —
Financial Statements and Supplementary Data” for further information on debt restrictions.

Interest Rate Swap Agreements. The Company enters into interest rate swap agreements from time-to-time to
hedge either the variability of interest payments associated with variable rate debt or to effectively change fixed rate
debt obligations into variable rate obligations. See “— Other Borrowings” in Note 15 to the consolidated financial
statements included in “Item 8 — Financial Statements and Supplementary Data” for information on the unwinding
of interest rate swap agreements during the years ended December 31, 2007 and 2006.

In January 2008, the Company entered into a series of interest rate swap agreements with a total notional value
of $300 million to hedge the variability of interest payments associated with its variable-rate term debt. The swaps
mature in January 2010. Since the interest rate swaps were assessed to effectively hedge the variability of interest
payments on designated variable rate debt, they qualified for cash flow hedge accounting treatment.
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Contractual Obligations and Commitments

The following table reflects our significant contractual obligations as of December 31, 2007:

Less Than
One Year

One to Three
Years

Three to Five
Years

More Than
Five Years Total

(Dollars in millions)

Short-term borrowings . . . . . . . . . . $ 64 $ — $ — $ — $ 64

Long-term debt obligations . . . . . . . 22 133 803 2,159(a) 3,117

Capital lease obligations . . . . . . . . . 8 17 19 19 63

Operating lease obligations . . . . . . . 80 131 96 146 453

Total . . . . . . . . . . . . . . . . . . . . . . $174 $281 $918 $2,324 $3,697

(a) Includes the $19 million of Old Notes redeemed on February 15, 2008

Reasonable estimates cannot be made of the period of cash settlement with the applicable taxing authority
pertaining to unrecognized tax benefits amounting to $257 million due to a high degree of uncertainty regarding the
timing of such future cash outflows.

In addition to the obligations discussed above, we sponsor defined benefit pension plans that cover most of our
U.S. employees and certain non-U.S. employees. Prior to 2008, our funding practice provided that annual
contributions to the pension plans in the U.S. would be equal to the minimum amounts required by the Employee
Retirement Income Securtiy Act (“ERISA”). Commencing in 2008, the Company’s pension plans in the U.S. will be
funded in conformity with the Pension Protection Act of 2006. Funding for our pension plans in other countries is
based upon actuarial recommendations or statutory requirements. We expect to contribute approximately $43 mil-
lion to our U.S. pension plans and approximately $58 million to our non-U.S. pension plans in 2008.

We sponsor other postretirement benefit (“OPEB”) plans that cover the majority of our U.S. and certain
non-U.S. employees and provide for benefits to eligible employees and dependents upon retirement. We are subject
to increased OPEB cash costs due to, among other factors, rising health care costs. We fund our OPEB obligations
on a pay-as-you-go basis. We expect to contribute approximately $51 million to our OPEB plans in 2008.

We also have liabilities recorded for various environmental matters. As of December 31, 2007, we had reserves
for environmental matters of $53 million. We expect to pay approximately $11 million in 2008 in relation to these
matters.

In addition to the contractual obligations and commitments noted above, we have contingent obligations in the
form of severance and bonus payments for our executive officers. We have no unconditional purchase obligations
other than those related to inventory, services, tooling and property, plant and equipment in the ordinary course of
business.

Other Commitments. Escalating pricing pressure from customers is characteristic of the automotive parts
industry. Virtually all OEMs have policies of seeking price reductions each year. We have taken steps to reduce costs
and resist price reductions; however, price reductions have impacted our sales and profit margins. If we are not able
to offset continued price reductions through improved operating efficiencies and reduced expenditures, those price
reductions may have a material adverse effect on our financial condition, results of operations and cash flows.

In addition to pricing concerns, we continue to be approached by our customers for changes in terms and
conditions in our contracts concerning warranty and recall participation and payment terms on product shipped. We
believe that the likely resolution of these proposed modifications will not have a material adverse effect on our
financial condition, results of operations or cash flows.

Off-Balance Sheet Arrangements

We do not have guarantees related to unconsolidated entities, which have, or are reasonably likely to have, a
material current or future effect on our financial position, results of operations or cash flows.
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We have entered into a receivables facility, which, as amended (the “Receivables Facility”), extends to
December 2009 and provides up to $209 million in funding from commercial paper conduits sponsored by
commercial lenders, based on availability of eligible receivables and other customary factors. As of December 31,
2007, based on the terms of the Receivables Facility and certain criteria approximately $221 million of our reported
accounts receivable were considered eligible to support borrowings under the Receivables Facility, of which
approximately $161 million was available for funding.

The Receivables Facility can be treated as a general financing agreement or as an off-balance sheet financing
arrangement. Whether the funding and related receivables are shown as liabilities and assets, respectively, on our
consolidated balance sheet, or, conversely, are removed from the consolidated balance sheet depends on the fair
value of the multi-seller conduits’ loans to the borrower. When such level is at least 10% of the fair value of all of the
borrower’s assets (consisting principally of receivables sold by the sellers), the securitization transactions are
accounted for as a sale of the receivables under the provisions of SFAS No. 140, “Accounting for Transfers and
Servicing of Financial Assets and Extinguishments of Liabilities,” and are removed from the consolidated balance
sheet. The proceeds received net of repayments disbursed are included in cash flows from operating activities in the
statements of cash flows.

However, at such time as the fair value of the multi-seller commercial paper conduits’ loans are less than 10%
of the fair value of all of the borrower’s assets, we are required to consolidate the borrower, resulting in the funding
and related receivables being shown as liabilities and assets, respectively, on our consolidated balance sheet. We had
no outstanding borrowings under the Receivables Facility as of December 31, 2007 and December 31, 2006. As
such, the fair value of the multi-seller conduits’ loans was less than 10% of the fair value of all of the borrower’s
assets and, therefore, the financial statements of the borrower were included in the Company’s consolidated
financial statements at December 31, 2007 and December 31, 2006. Proceeds received less repayments disbursed on
the Receivables Facility were zero in the years ended December 31, 2007 and 2006.

Other Receivables Facilities

In addition to the receivables facilities described above as amended, certain of our European subsidiaries
entered into receivables financing arrangements. We have three receivable financing arrangements with our French,
German and U.K. subsidiaries with availabilities of up to A80 million, A75 million and £25 million, respectively.
Each of these arrangements is available for a term of one year and each involves a separate wholly-owned special
purpose vehicle which purchases trade receivables from its domestic affiliates and sells those trade receivables to a
domestic bank. As of December 31, 2007, approximately A140 million and £25 million were available for funding
under our European accounts receivable facilities. These financing arrangements provide short-term financing to
meet our liquidity needs. There were no borrowings under any of these arrangements as of December 31, 2007 and
2006.

Environmental Matters

Governmental requirements relating to the discharge of materials into the environment, or otherwise relating to
the protection of the environment, have had, and will continue to have, an effect on our operations and us. We have
made and continue to make expenditures for projects relating to the environment, including pollution control
devices for new and existing facilities. We are conducting a number of environmental investigations and remedial
actions at current and former locations to comply with applicable requirements and, along with other companies,
have been named a potentially responsible party for certain waste management sites. Each of these matters is
subject to various uncertainties, and some of these matters may be resolved unfavorably to us.

A reserve estimate for each matter is established using standard engineering cost estimating techniques on an
undiscounted basis. In the determination of such costs, consideration is given to the professional judgment of our
environmental engineers, in consultation with outside environmental specialists, when necessary. At multi-party
sites, the reserve estimate also reflects the expected allocation of total project costs among the various potentially
responsible parties. As of December 31, 2007, we had reserves for environmental matters of $53 million. In
addition, the Company has established a receivable from Northrop for a portion of this environmental liability as a
result of the indemnification provided for in the Master Purchase Agreement under which Northrop has agreed to
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