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PART I
In this Annual Report on Form 10-K, “Standard Motor Products,” “we,” “us,” “our” and the “Company” refer to Standard Mot
Products, Inc. and its subsidiaries, unless the context requires otherwise. This Report, including the documents
incorporated herein by reference, contains forward-looking statements within the meaning of Section 27A of the
Securities Act of 1933 and Section 21E of the Securities Exchange Act of 1934. Forward-looking statements in this
Report are indicated by words such as “anticipates,” “expects,” “believes,” “intends,” “plans,” “estimates,” “projects,
similar expressions. These statements represent our expectations based on current information and assumptions and
are inherently subject to risks and uncertainties. Our actual results could differ materially from those which are
anticipated or projected as a result of certain risks and uncertainties, including, but not limited to, our significant
indebtedness; economic and market conditions (including access to credit and financial markets); the performance of
the aftermarket sector and the automotive sector generally; changes in business relationships with our major customers
and in the timing, size and continuation of our customers’ programs; changes in the product mix and distribution
channel mix; the ability of our customers to achieve their projected sales; competitive product and pricing pressures;
increases in production or material costs that cannot be recouped in product pricing; successful integration of acquired
businesses; our ability to achieve cost savings from our restructuring initiatives; product liability and environmental
matters (including, without limitation, those related to asbestos-related contingent liabilities and remediation costs at
certain properties); as well as other risks and uncertainties, such as those described under Risk Factors, Quantitative
and Qualitative Disclosures About Market Risk and those detailed herein and from time to time in the filings of the
Company with the SEC. Forward-looking statements are made only as of the date hereof, and the Company
undertakes no obligation to update or revise the forward-looking statements, whether as a result of new information,
future events or otherwise. In addition, historical information should not be considered as an indicator of future
performance.

LT3 99 ¢ 29 ¢ 9 ¢

strateg

ITEM 1. BUSINESS
Overview

We are a leading independent manufacturer and distributor of replacement parts for motor vehicles in the automotive
aftermarket industry, with an increasing focus on the original equipment service market. We are organized into two
major operating segments, each of which focuses on a specific line of replacement parts. Our Engine Management
Segment manufactures ignition and emission parts, ignition wires, battery cables and fuel system parts. Our
Temperature Control Segment manufactures and remanufactures air conditioning compressors, air conditioning and
heating parts, engine cooling system parts, power window accessories, and windshield washer system parts.

We sell our products primarily to warehouse distributors, large retail chains, original equipment manufacturers and
original equipment service part operations in the United States, Canada and Latin America. Our customers consist of
many of the leading warehouse distributors, such as CARQUEST Corporation and NAPA Auto Parts, as well as many
of the leading auto parts retail chains, such as Advance Auto Parts, Inc., AutoZone, Inc., O’Reilly Automotive, Inc.,
Canadian Tire Corporation and Pep Boys. Our customers also include national program distribution groups, such as
Federated Auto Parts, Inc., All Pro/Bumper to Bumper (Aftermarket Auto Parts Alliance, Inc.), Automotive
Distribution Network and The National Pronto Association, and specialty market distributors. We distribute parts
under our own brand names, such as Standard®, BWD®, Intermotor®, GP Sorensen®, TechSmartTM, OEM®, Four
Seasons®, Factory Air®, EVERCO®, ACi®, Imperial® and Hayden® and through private labels, such as
CARQUEST®, O’Reilly Import Direct® and Master Pro®, NAPA® Echlin®, NAPA® Temp Products and NAPA®
Belden®.



Edgar Filing: STANDARD MOTOR PRODUCTS INC - Form 10-K




Edgar Filing: STANDARD MOTOR PRODUCTS INC - Form 10-K

Index

Business Strategy

Our goal is to grow revenues and earnings and deliver returns in excess of our cost of capital by providing high quality
original equipment and replacement products to the engine management and temperature control markets. The key
elements of our strategy are as follows:

e Maintain Our Strong Competitive Position in the Engine Management and Temperature Control Businesses. We
are one of the leading independent manufacturers serving North America and other geographic areas in our core
businesses of Engine Management and Temperature Control. We believe that our success is attributable to our
emphasis on product quality, the breadth and depth of our product lines for both domestic and import vehicles, and
our reputation for outstanding customer service.

To maintain our strong competitive position in our markets, we remain committed to the following:

eproviding our customers with broad lines of high quality engine management and temperature control products,
supported by the highest level of customer service and reliability;
o continuing to maximize our production and distribution efficiencies;
e continuing to improve our cost position through increased global sourcing and increased manufacturing in low cost
countries; and
efocusing further on our engineering development efforts including a renewed focus on bringing more product
manufacturing in house.

¢ Provide Superior Customer Service, Product Availability and Technical Support. Our goal is to increase sales to
existing and new customers by leveraging our skills in rapidly filling orders, maintaining high levels of product
availability, providing insightful customer category management, and providing technical support in a cost-effective
manner. In addition, our category management and technically skilled sales force professionals provide product
selection and application support to our customers.

eExpand Our Product Lines. We intend to increase our sales by continuing to develop internally, or through
potential acquisitions, the range of Engine Management and Temperature Control products that we offer to our
customers. We are committed to investing the resources necessary to maintain and expand our technical capability
to manufacture multiple product lines that incorporate the latest technologies.

®Broaden Our Customer Base. Our goal is to increase our customer base by (a) continuing to leverage our
manufacturing capabilities to secure additional original equipment business with automotive, industrial, marine,
military and heavy duty vehicle and equipment manufacturers and their service part operations as well as our
existing customer base including traditional warehouse distributors, large retailers, other manufacturers and export
customers, and (b) supporting the service part operations of vehicle and equipment manufacturers with value added
services and product support for the life of the part.

eImprove Operating Efficiency and Cost Position. Our management places significant emphasis on improving our
financial performance by achieving operating efficiencies and improving asset utilization, while maintaining
product quality and high customer order fill rates. We intend to continue to improve our operating efficiency and
cost position by:

. increasing cost-effective vertical integration in key product lines through internal development;
. focusing on integrated supply chain management;
. relocating manufacturing to our low-cost off-shore plants;
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®maintaining and improving our cost effectiveness and competitive responsiveness to better serve our customer base,
including sourcing certain products from low cost countries such as those in Asia;
o enhancing company-wide programs geared toward manufacturing and distribution efficiency; and
o focusing on company-wide overhead and operating expense cost reduction programs, such as closing
excess facilities and consolidating redundant functions.

¢ Cash Utilization. We intend to apply any excess cash flow from operations and the management of working capital
primarily to reduce our outstanding indebtedness, pay dividends to our shareholders, repurchase shares of our
common stock and expand our product lines through potential acquisitions.

The Automotive Aftermarket

The automotive aftermarket industry is comprised of a large number of diverse manufacturers varying in product
specialization and size. In addition to manufacturing, aftermarket companies allocate resources towards an efficient
distribution process and product engineering in order to maintain the flexibility and responsiveness on which their
customers depend. Aftermarket manufacturers must be efficient producers of small lot sizes and do not have to
provide systems engineering support. Aftermarket manufacturers also must distribute, with rapid turnaround times,
products for a full range of vehicles on the road. The primary customers of the automotive aftermarket manufacturers
are national and regional warehouse distributors, large retail chains, automotive repair chains and the dealer service
networks of original equipment manufacturers (“OEMs”).

During periods of economic decline or weakness, more automobile owners may choose to repair their current
automobiles using replacement parts rather than purchasing a new automobile, which benefits the automotive
aftermarket industry, including suppliers like us. Current global economic and financial market conditions have
adversely affected, and may continue to adversely affect, the volume of new cars and truck sales, which could also
benefit the automotive aftermarket.

The automotive aftermarket industry differs substantially from the OEM supply business. Unlike the OEM supply
business that primarily follows trends in new car production, the automotive aftermarket industry’s performance
primarily tends to follow different trends, such as:

o growth in number of vehicles on the road;
. increase in average vehicle age;
o change in total miles driven per year;
o new and modified environmental regulations;
. increase in pricing of new cars;
o economic and financial market conditions;
o new car quality and related warranties; and
o change in average fuel prices.

Traditionally, the parts manufacturers of OEMs and the independent manufacturers who supply the original equipment
(“OE”) part applications have supplied a majority of the business to new car dealer networks. However, certain parts
manufacturers have become more independent and are no longer affiliated with OEMs, which has provided, and may
continue to provide, opportunities for us to supply replacement parts to the dealer service networks of the OEMs, both
for warranty and out-of-warranty repairs.
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Financial Information about our Operating Segments

The table below shows our consolidated net sales by operating segment and by major product group within each
segment for the three years ended December 31, 2011. Our two major reportable operating segments are Engine
Management and Temperature Control.

Year Ended
December 31,
2011 2010 2009
Amount % of Total Amount % of Total Amount % of Total
(Dollars in thousands)
Engine Management:
Ignition, Emission and Fuel

System Parts $523,984 59.9 % $478,578 59.0 % $420,083 57.2 %
Wires and Cables 104,689 12.0 % 98,755 12.2 % 86,352 11.7 %
Total Engine Management 628,673 71.9 % 577,333 71.2 % 506,435 68.9 %
Temperature Control:

Compressors 123,785 14.1 % 104,733 12.9 % 89,125 12.1 %
Other Climate Control Parts 109,938 12.6 % 117,353 14.5 % 107,604 14.7 %
Total Temperature Control 233,723 26.7 % 222,086 27.4 % 196,729 26.8 %
Europe:

Engine Management Parts — — % — — % 25,572 34 %
Temperature Control Parts — — % — — % 1,174 0.2 %
Total Europe — — % — — % 26,746 3.6 %
All Other 12,229 1.4 % 11,491 1.4 % 5,514 0.7 %
Total $874,625 100 % $810,910 100 % $735,424 100 %

The following table shows our operating profit and identifiable assets by operating segment for the three years ended
December 31, 2011.

Year Ended
December 31,
2011 2010 2009
Operating Operating Operating
Income Identifiable Income Identifiable Income Identifiable
(Loss) Assets (Loss) Assets (Loss) Assets
(In thousands)
Engine Management $56,261 $372,410 $43,410 $323,162 $26,927 $310,142
Temperature Control 17,699 97,656 13,096 92,732 6,855 79,066
Europe — — — — (7,016 ) —
All Other (9,061 ) 80,656 (9,713 ) 76,907 (9,135 ) 95,251
Total $64,899 $550,722 $46,793 $492,801 $17,631 $484,459

“All Other” consists of items pertaining to our corporate headquarters function and our Canadian business unit, each of
which does not meet the criteria of a reportable operating segment.

10
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Engine Management Segment

Breadth of Products. We manufacture a full line of engine management replacement parts including, electronic
ignition control modules, fuel injectors, ignition wires, voltage regulators, coils, switches, emission sensors, EGR
valves, distributor caps and rotors and many other engine management components primarily under our brand names
Standard®, BWD®, Intermotor®, OEM®, TechSmartTM and GP Sorensen®, and through private labels such as
CARQUEST®, O’Reilly Import Direct® and Master Pro®, NAPA® Echlin® and NAPA® Belden®. We are a basic
manufacturer of many of the engine management parts we market. In 2011, we expanded our engine management
product lines through two strategic acquisitions. In April 2011, we acquired the Engine Controls business of BLD
Products, Ltd., which manufactured a range of products including fuel pressure regulators, air by-pass valves, idle air
control valves and PCV valves. In October 2011, we acquired all of the capital stock of Forecast Trading Corporation,
which distributes a range of engine management products including ignition coils, ignition modules, switches and
sensors, and filters. In addition, our strategy includes sourcing certain products from low cost countries such as those
in Asia. In our Engine Management Segment, replacement parts for ignition, emission control and fuel systems
accounted for approximately 60% of our consolidated net sales in 2011, 59% of our consolidated net sales in 2010 and
57% of our consolidated net sales in 2009.

11
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Computer-Controlled Technology. Nearly all new vehicles are factory-equipped with computer-controlled engine
management systems to control ignition, emission and fuel injection systems. The on-board computers monitor inputs
from many types of sensors located throughout the vehicle, and control a myriad of valves, injectors, switches and
motors to manage engine and vehicle performance. Electronic ignition systems enable the engine to operate with
improved fuel efficiency and reduced level of hazardous fumes in exhaust gases.

Government emissions laws have been implemented throughout the majority of the United States. The Clean Air Act
imposes strict emissions control test standards on existing and new vehicles, and remains the preeminent legislation in
the area of vehicle emissions. As many states have implemented required inspection/maintenance tests, the
Environmental Protection Agency, through its rulemaking ability, has also encouraged both manufacturers and drivers
to reduce vehicle emissions. Automobiles must now comply with emissions standards from the time they were
manufactured and, in most states, until the last day they are in use. This law and other government emissions laws
have had, and we expect it to continue to have, a positive impact on sales of our ignition and emission controls parts
since vehicles failing these laws may require repairs utilizing parts sold by us.

Our sales of sensors, valves, solenoids and related parts have increased as automobile manufacturers equip their cars
with more complex engine management systems.

Wire and Cable Products. Wire and cable parts accounted for approximately 12% of our consolidated net sales in
2011, 2010 and 2009. These products include ignition (spark plug) wires, battery cables and a wide range of electrical
wire, terminals, connectors and tools for servicing an automobile’s electrical system.

The largest component of this product line is the sale of ignition wire sets. We have historically offered ignition wires
and battery cables under premium brands, which capitalize on the market’s awareness of the importance of quality,
along with “value” priced brands for older vehicle applications. We extrude high voltage wire for use in our ignition
wire sets. This vertical integration of this critical component offers us the ability to achieve lower costs and a
controlled source of supply and quality. In addition, in 2009, we supplemented our wire and cable business by
acquiring the Belden® wire and cable product line from Federal-Mogul Corporation.

Temperature Control Segment

We manufacture, remanufacture and market a full line of replacement parts for automotive temperature control (air
conditioning and heating) systems, engine cooling systems, power window accessories and windshield washer
systems, primarily under our brand names of Four Seasons®, EVERCO®, ACi®, Hayden®, Factory Air® and
Imperial® and through private labels such as CARQUEST®, NAPA® Temp Products and Murray®. The major
product groups sold by our Temperature Control Segment are new and remanufactured compressors, clutch
assemblies, blower and radiator fan motors, filter dryers, evaporators, accumulators, hose assemblies, expansion
valves, heater valves, AC service tools and chemicals, fan assemblies, fan clutches, engine oil coolers, transmission
coolers, window lift motors, motor/regulator assemblies and windshield washer pumps. Our temperature control
products accounted for approximately 27% of our consolidated net sales in 2011, 2010 and 2009.

Due to increasing offshore competitive price pressure, our Temperature Control business made several changes within
its manufacturing portfolio. We have outsourced the manufacturing of several major product groups to low cost areas
such as those in Asia, and have consolidated excess manufacturing facilities. In addition, we continue to increase
production of remanufactured and new AC compressors in our facility in Reynosa, Mexico.

12
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Today’s vehicles are being produced with smaller, more complex and efficient AC system designs. These newer
systems are less prone to leak resulting in fewer AC system repairs. Our Temperature Control Segment continues to
be a leader in providing superior training to service dealers who seek the knowledge in which to perform proper
repairs for today’s vehicles. We believe that our training module (HVAC Tips & Techniques) remains one of the most
sought-after training clinics in the industry and among professional service dealers.

European Segment

Our European Segment was conducted through our wholly-owned subsidiary, Standard Motor Products Holdings
Limited located in Nottingham, England until we sold the distribution business in November 2009. Pursuant to the
sale, we retained our manufacturing operation in Poland. Prior to the divestiture, we distributed a broad line of engine
management products primarily to customers in Europe under brand names such as Intermotor®, Kerr NelsonTM,
LemarkTM and Blue Streak® and through private labels such as Lucas®. Our European Segment accounted for
approximately 4% of our consolidated net sales in 2009.

Financial Information about Our Foreign and Domestic Operations and Export Sales

We sell our line of products primarily in the United States, with additional sales in Canada, Europe, Asia and Latin
America. Our sales are substantially denominated in U.S. dollars.

The table below shows our consolidated net sales by geographic area for the three years ended December 31, 2011.

Year Ended
December 31,
2011 2010 2009

(In thousands)
United States $ 791,625 $ 723,628 $ 635977
Canada 52,497 51,515 48,896
Europe 9,496 8,296 29,984
Other foreign 21,007 27,471 20,567
Total $ 874,625 $ 810,910 $ 735424

The table below shows our long-lived assets by geographic area for the three years ended December 31, 2011.

Year Ended
December 31,
2011 2010 2009

(In thousands)
United States $ 125,189 $ 81,485 $ 85,083
Canada 1,626 1,782 1,892
Europe 2,322 2,314 2,102
Other foreign 3,661 1,168 1,626
Total $ 132,798 $ 86,749 $ 90,703

Sales and Distribution
In the traditional distribution channel, we sell our products to warehouse distributors, who supply auto parts jobber

stores, who in turn sell to professional technicians and to “do-it-yourselfers”” who perform automotive repairs
themselves. In recent years, warehouse distributors have consolidated with other distributors, and an increasing

13
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number of distributors own their jobber stores. In the retail distribution channel, customers buy directly from us and

sell directly to technicians and “do-it-yourselfers” through their own stores. Retailers are also consolidating with other
retailers and have begun to focus on the commercial market adding additional competition in the “do-it-for-me” business
segment targeting the professional technician.

14
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As automotive parts grow more complex, “do-it-yourselfers” are less likely to service their own vehicles and may
become more reliant on dealers and technicians. In addition to new car sales, automotive dealerships sell OE brand
parts and service vehicles. The products available through the dealers are purchased through the original equipment
service (“OES”) network. Traditionally, the parts manufacturers of OEMs have supplied a majority of the OES network.
However, certain parts manufacturers have become independent and are no longer affiliated with OEMs. In addition,
many Tier 1 OEM suppliers are disinterested in providing service parts requirements for up to 15 years after the OE
model has gone out of production. As a result of these factors, there are additional opportunities for independent
automotive aftermarket manufacturers like us to supply the OES network.

We believe that our sales force is the premier direct sales force for our product lines due to our concentration of
highly-qualified, well-trained sales people dedicated to geographic territories. Our sales force allows us to provide
customer service that we believe is unmatched by our competitors. We thoroughly train our sales people both in the
function and application of our product lines, as well as in proven sales techniques. Customers, therefore, depend on
these sales people as a reliable source for technical information and to assist with sales to stores and professional
repair technicians. We give newly hired sales people extensive instruction at our training facility in Irving, Texas and
have a continuing education program that allows our sales force to stay current on troubleshooting and repair
techniques, as well as the latest automotive parts and systems technology.

We generate demand for our products by directing a significant portion of our sales effort to our customers’ customers
(i.e., jobber stores and professional technicians). We also conduct instructional clinics, which teach over 50,000
technicians annually how to diagnose and repair complex systems related to our products. To help our sales people to
be teachers and trainers, we focus our recruitment efforts on candidates who already have strong technical
backgrounds as well as sales experience.

In connection with our sales activities, we offer a variety of customer discounts, allowances and incentives. For
example, we offer cash discounts for paying invoices in accordance with the specified discounted terms of the invoice,
and we offer pricing discounts based on volume and different product lines purchased from us. We also offer rebates
and discounts to customers as advertising and sales force allowances, and allowances for warranty and overstock
returns are also provided. We believe these discounts, allowances and incentives are a common practice throughout
the automotive aftermarket industry, and we intend to continue to offer them in response to competitive pressures.

Customers

Our customer base is comprised largely of warehouse distributors, large retailers, OE/OES customers, other
manufacturers and export customers. In 2011, our consolidated net sales to our major market channels consisted of
$373.5 million to our traditional customers, $352.9 million to our retail customers, $81 million to our OE/OES
customers, and $67.2 million to other customers.

Our five largest individual customers, including members of a marketing group, accounted for approximately 63% of
our consolidated net sales in 2011, 60% of our consolidated net sales in 2010, and 55% of our consolidated net sales in
2009. During 2011, three of our customers (NAPA Auto Parts, Advance Auto Parts, Inc. and O’Reilly Automotive,
Inc.) each accounted for more than 10% of our consolidated net sales and, in the aggregate, accounted for
approximately 52% of our consolidated net sales.
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Competition

We are a leading independent manufacturer and distributor of replacement parts for product lines in Engine
Management and Temperature Control. We compete primarily on the basis of product quality, product availability,
customer service, product coverage, order turn-around time, order fill rate, technical support and price. We believe we
differentiate ourselves from our competitors primarily through:

o a value-added, knowledgeable sales force;
. extensive product coverage;
. sophisticated parts cataloguing systems;
o inventory levels sufficient to meet the rapid delivery requirements of customers; and
o breadth of manufacturing capabilities.

In the Engine Management business, we are one of the leading independent manufacturers in the United States. Our
competitors include ACDelco, Delphi Automotive PLC, Denso Corporation, Robert Bosch Corporation, Visteon
Corporation, NGK/NTK, General Cable, Prestolite and United Components, Inc.

Our Temperature Control business is one of the leading independent manufacturers and distributors of a full line of
temperature control products in North America and other geographic areas. ACDelco, Delphi Automotive PLC, Denso
Corporation, Sanden International, Inc., Continental AG, Vista-Pro Automotive, LLC and several privately-owned
companies are some of our key competitors in this market.

The automotive aftermarket is highly competitive, and we face substantial competition in all markets that we serve.
Our success in the marketplace continues to depend on our ability to offer competitive prices, improved products,
superior customer service and expanded offerings in competition with many other suppliers to the aftermarket. Some
of our competitors may have greater financial, marketing and other resources than we do. In addition, we face
competition from automobile manufacturers who supply many of the replacement parts sold by us, although these
manufacturers generally supply parts only for cars they produce through OE dealerships.

Seasonality

Historically, our operating results have fluctuated by quarter, with the greatest sales occurring in the second and third
quarters of the year and revenues generally being recognized at the time of shipment. It is in these quarters that
demand for our products is typically the highest, specifically in the Temperature Control Segment of our business. In
addition to this seasonality, the demand for our Temperature Control products during the second and third quarters of
the year may vary significantly with the summer weather and customer inventories. For example, a cool summer may
lessen the demand for our Temperature Control products, while a hot summer may increase such demand. As a result
of this seasonality and variability in demand of our Temperature Control products, our working capital requirements
typically peak near the end of the second quarter, as the inventory build-up of air conditioning products is converted to
sales and payments on the receivables associated with such sales have yet to be received. During this period, our
working capital requirements are typically funded by borrowing from our revolving credit facility.

Working Capital Management

Automotive aftermarket companies have been under increasing pressure to provide broad SKU (stock keeping unit)
coverage due to parts and brand proliferation. In response to this, we have made, and continue to make, changes to our
inventory management system designed to reduce inventory requirements. We have a pack-to-order distribution
system, which permits us to retain slow moving items in a bulk storage state until an order for a specific brand part is
received. This system reduces the volume of a given part in inventory and reduces the labor requirements to package
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and repackage inventory. We also expanded our management system to improve inventory deployment, enhance our
collaboration with customers on forecasts, and further integrate our supply chain both to customers and suppliers.
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We face inventory management issues as a result of warranty and overstock returns. Many of our products carry a
warranty ranging from a 90-day limited warranty to a lifetime limited warranty, which generally covers defects in
materials or workmanship and failure to meet industry published specifications. In addition to warranty returns, we
also permit our customers to return products to us within customer-specific limits (which are generally limited to a
specified percentage of their annual purchases from us) in the event that they have overstocked their inventories. In
addition, the seasonality of our Temperature Control Segment requires that we increase our inventory during the
winter season in preparation of the summer selling season and customers purchasing such inventory have the right to
make returns.

In order to better control warranty returns, we tightened the rules to reduce returns arising from installer error or
misdiagnosis. For example, with respect to our air conditioning compressors, our most significant customer product
warranty returns, we established procedures whereby a warranty will be voided if a customer does not provide
acceptable proof that complete AC system repair was performed.

Our profitability and working capital requirements are seasonal due to our sales mix of Temperature Control products.
Our working capital requirements peak near the end of the second quarter, as the inventory build-up of air
conditioning products is converted to sales and payments on the receivables associated with such sales have yet to be
received. These increased working capital requirements are funded by borrowings from our revolving credit facility.

Suppliers

The principal raw materials purchased by us consist of brass, electronic components, fabricated copper (primarily in
the form of magnet and insulated cable), steel magnets, laminations, tubes and shafts, stamped steel parts, copper wire,
stainless steel coils and rods, aluminum coils, fittings, rods, cast aluminum parts, lead, steel roller bearings, rubber
molding compound, thermo-set and thermo plastic molding powders. Additionally, we use components and cores
(used parts) in our remanufacturing processes for air conditioning compressors.

We purchase materials in the U.S. and foreign open markets and have a limited number of supply agreements on key
components. A number of prime suppliers make these materials available. In the case of cores for air conditioning
compressors, we obtain them either from exchanges with customers who return cores subsequent to purchasing
remanufactured parts or through direct purchases from a network of core brokers. In addition, we acquire certain
materials by purchasing products that are resold into the market, particularly by OEM sources and other domestic and
foreign suppliers.

We believe there is an adequate supply of primary raw materials and cores. In order to ensure a consistent, high
quality and low cost supply of key components for each product line, we continue to develop our own sources through
an internal manufacturing capacity. We are not dependent on any single commodity, however, there can be no
assurance over the long term that increases in commodity prices will not materially affect our business or results of
operations.

Production and Engineering

We engineer, tool and manufacture many of the components used in the assembly of our products. We also perform
our own plastic molding operations, stamping and machining operations, automated electronics assembly and a wide
variety of other processes. In the case of remanufactured components, we conduct our own teardown, diagnostics and
rebuilding for air conditioning compressors. We have found this level of vertical integration provides advantages in
terms of cost, quality and availability. We intend to continue selective efforts toward further vertical integration to
ensure a consistent quality and supply of low cost components. In addition, our strategy includes sourcing an
increasing number of finished goods and component parts from low cost countries such as those in Asia.
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Employees

As of December 31, 2011, we employed approximately 3,400 people, with 2,100 people in the United States and

1,300 people in Mexico, Canada, Europe and Hong Kong. Of the 3,400 people employed, approximately 1,500 are
production employees. We operate primarily in non-union facilities and have binding labor agreements with

employees at other unionized facilities. We have approximately 70 production employees in Edwardsville, Kansas

who are covered by a contract with The International Union, United Automobile, Aerospace and Agricultural
Implement Workers of America (“UAW?”) that expires in April 2015. We also have union relationships in Mexico with
agreements negotiated at various intervals. The current union agreements in Mexico cover 756 employees and expire

in January 2014.

We believe that our facilities are in favorable labor markets with ready access to adequate numbers of skilled and
unskilled workers, and we believe our relations with our union and non-union employees are good.

Insurance

We maintain basic liability coverage up to $2 million for automobile liability, general and product liability and $50
million for umbrella liability coverage. We also maintain environmental insurance of $10 million, covering our
existing U.S. and Canadian facilities. One of our facilities is currently undergoing testing for potential environmental
remediation. The environmental testing and any remediation costs at such facility may be covered by several
insurance policies, although we can give no assurance that our insurance will cover any environmental remediation
claims. Historically, we have not experienced casualty losses in any year in excess of our coverage. However, there
can be no assurances that liability losses in the future will not exceed our coverage.

Available Information

We are a New York corporation founded in 1919. Our principal executive offices are located at 37-18 Northern
Boulevard, Long Island City, New York 11101, and our main telephone number at that location is (718) 392-0200.
Our Internet address is www.smpcorp.com. We provide a link to reports that we have filed with the SEC. However,
for those persons that make a request in writing or by e-mail (financial @ smpcorp.com), we will provide free of charge
our Annual Report on Form 10-K, our Quarterly Reports on Form 10-Q, our Current Reports on Form 8-K and any
amendments to those reports filed or furnished pursuant to Section 13(a) or 15(d) of the Securities Exchange Act of
1934. These reports and other information are also available, free of charge, at www.sec.gov.
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ITEM 1A. RISK FACTORS

You should carefully consider the risks described below. These risks and uncertainties are not the only ones we

face. Additional risks and uncertainties not presently known to us or other factors not perceived by us to present
significant risks to our business at this time also may impair our business and results of operations. If any of the stated
risks actually occur, they could materially and adversely affect our business, financial condition or operating results.

Risks Related to Our Operations

We depend on a limited number of key customers, and the loss of any such customer, or a significant reduction in
purchases by such customer, could have a material adverse effect on our business, financial condition and results of
operations.

Our five largest individual customers, including members of a marketing group, accounted for approximately 63% of
our consolidated net sales in 2011, 60% of our consolidated net sales in 2010, and 55% of our consolidated net sales in
2009. During 2011, three of our customers (NAPA Auto Parts, Advance Auto Parts, Inc. and O’Reilly Automotive,
Inc.) each accounted for more than 10% of our consolidated net sales and, in the aggregate, accounted for
approximately 52% of our consolidated net sales. The loss of one or more of these customers or, a significant
reduction in purchases of our products from any one of them, could have a materially adverse impact on our business,
financial condition and results of operations.

Also, we do not typically enter into long-term agreements with any of our customers. Instead, we enter into a number
of purchase order commitments with our customers, based on their current or projected needs. We have in the past,
and may in the future, lose customers or lose a particular product line of a customer due to the highly competitive
conditions in the automotive aftermarket industry, including pricing pressures. A decision by any significant customer,
whether motivated by competitive conditions, financial difficulties or otherwise, to materially decrease the amount of
products purchased from us, to change their manner of doing business with us, or to stop doing business with us,
including a decision to source products directly from a low cost region such as Asia, could have a material adverse
effect on our business, financial condition and results of operations.

Because our sales are concentrated, and the market in which we operate is very competitive, we are under ongoing
pressure from our customers to offer lower prices, extend payment terms, increase marketing allowances and other
terms more favorable to these customers. These customer demands have put continued pressure on our operating
margins and profitability, resulted in periodic contract renegotiation to provide more favorable prices and terms to
these customers, and significantly increased our working capital needs.

Our industry is highly competitive, and our success depends on our ability to compete with suppliers of automotive
aftermarket products, some of which may have substantially greater financial, marketing and other resources than we
do.

The automotive aftermarket industry is highly competitive, and our success depends on our ability to compete with
suppliers of automotive aftermarket products. In the Engine Management Segment, our competitors include ACDelco,
Delphi Automotive PLC, Denso Corporation, Robert Bosch Corporation, Visteon Corporation, NGK/NTK, General
Cable, Prestolite and United Components, Inc. In the Temperature Control Segment, we compete with ACDelco,
Delphi Automotive PLC, Denso Corporation, Sanden International, Inc., Continental AG, Vista-Pro Automotive, LLC
and several privately-owned companies. In addition, automobile manufacturers supply many of the replacement parts
we sell.
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Some of our competitors may have larger customer bases and significantly greater financial, technical and marketing
resources than we do. These factors may allow our competitors to:

erespond more quickly than we can to new or emerging technologies and changes in customer requirements by
devoting greater resources than we can to the development, promotion and sale of automotive aftermarket products
and services;

o engage in more extensive research and development;
. sell products at a lower price than we do;
. undertake more extensive marketing campaigns; and
. make more attractive offers to existing and potential customers and strategic partners.

We cannot assure you that our competitors will not develop products or services that are equal or superior to our
products or that achieve greater market acceptance than our products or that in the future other companies involved in
the automotive aftermarket industry will not expand their operations into product lines produced and sold by us. We
also cannot assure you that additional entrants will not enter the automotive aftermarket industry or that companies in
the aftermarket industry will not consolidate. Any such competitive pressures could cause us to lose market share or
could result in significant price decreases and could have a material adverse effect upon our business, financial
condition and results of operations.

There is substantial price competition in our industry, and our success and profitability will depend on our ability to
maintain a competitive cost and price structure.

There is substantial price competition in our industry, and our success and profitability will depend on our ability to
maintain a competitive cost and price structure. This is the result of a number of industry trends, including the impact
of offshore suppliers in the marketplace (particularly in China), the consolidated purchasing power of large customers,
and actions taken by some of our competitors in an effort to ‘‘win over’’ new business. We have in the past reduced
prices to remain competitive and may have to do so again in the future. Price reductions have impacted our sales and
profit margins and are expected to do so in the future. In addition, we are implementing ongoing facility integration
efforts to further reduce costs. Our future profitability will depend in part upon the success of our integration plans,
and our ability to respond to changes in product and distribution channel mix, to continue to improve our
manufacturing efficiencies, to generate cost reductions, including reductions in the cost of components purchased
from outside suppliers, and to maintain a cost structure that will enable us to offer competitive prices. Our inability to
maintain a competitive cost structure could have a material adverse effect on our business, financial condition and
results of operations.

Our business is seasonal and is subject to substantial quarterly fluctuations, which impact our quarterly performance
and working capital requirements.

Historically, our operating results have fluctuated by quarter, with the greatest sales occurring in the second and third
quarters of the year and with revenues generally being recognized at the time of shipment. It is in these quarters that
demand for our products is typically the highest, specifically in the Temperature Control Segment of our business. In
addition to this seasonality, the demand for our Temperature Control products during the second and third quarters of
the year may vary significantly with the summer weather and customer inventories. For example, a cool summer may
lessen the demand for our Temperature Control products, while a hot summer may increase such demand. As a result
of this seasonality and variability in demand of our Temperature Control products, our working capital requirements
peak near the end of the second quarter, as the inventory build-up of air conditioning products is converted to sales
and payments on the receivables associated with such sales have yet to be received. During this period, our working
capital requirements are typically funded by borrowing from our revolving credit facility.

23



14

Edgar Filing: STANDARD MOTOR PRODUCTS INC - Form 10-K

24



Edgar Filing: STANDARD MOTOR PRODUCTS INC - Form 10-K

Index

Our operations would be materially and adversely affected if we are unable to purchase raw materials, manufactured
components or equipment from our suppliers.

Because we purchase various types of raw materials, finished goods, equipment, and component parts from suppliers,
we may be materially and adversely affected by the failure of those suppliers to perform as expected. This
non-performance may consist of delivery delays or failures caused by production issues or delivery of non-conforming
products. The risk of non-performance may also result from the insolvency or bankruptcy of one or more of our
suppliers. Our suppliers’ ability to supply products to us is also subject to a number of risks, including availability of
raw materials, destruction of their facilities or work stoppages. In addition, our failure to promptly pay, or order
sufficient quantities of inventory from our suppliers may increase the cost of products we purchase or may lead to
suppliers refusing to sell products to us at all. Our efforts to protect against and to minimize these risks may not
always be effective.

We may incur material losses and significant costs as a result of warranty-related returns by our customers in excess
of anticipated amounts.

Our products are required to meet rigorous standards imposed by our customers and our industry. Many of our
products carry a warranty ranging from a 90-day limited warranty to a lifetime limited warranty, which generally
covers defects in materials or workmanship, failure to meet industry published specifications and/or the result of
installer error. In the event that there are material deficiencies or defects in the design and manufacture of our products
and/or installer error, the affected products may be subject to warranty returns and/or product recalls. Although we
maintain a comprehensive quality control program, we cannot give any assurance that our products will not suffer
from defects or other deficiencies or that we will not experience material warranty returns or product recalls in the
future.

We accrue for warranty returns as a percentage of sales, after giving consideration to recent historical returns. While
we believe that we make reasonable estimates for warranty returns in accordance with our revenue recognition
policies, actual returns may differ from our estimates. We have in the past incurred, and may in the future incur,
material losses and significant costs as a result of our customers returning products to us for warranty-related issues in
excess of anticipated amounts. Deficiencies or defects in our products in the future may result in warranty returns and
product recalls in excess of anticipated amounts and may have a material adverse effect on our business, financial
condition and results of operations.

Our profitability may be materially adversely affected as a result of overstock inventory-related returns by our
customers in excess of anticipated amounts.

We permit overstock returns of inventory that may be either new or non-defective or non-obsolete but that we believe
we can re-sell. Customers are generally limited to returning overstocked inventory according to a specified percentage
of their annual purchases from us. In addition, a customer’s annual allowance cannot be carried forward to the
upcoming year.

We accrue for overstock returns as a percentage of sales, after giving consideration to recent historical returns. While
we believe that we make reasonable estimates for overstock returns in accordance with our revenue recognition
policies, actual returns may differ from our estimates. To the extent that overstocked returns are materially in excess
of our projections, our business, financial condition and results of operations may be materially adversely affected.

We may be materially adversely affected by asbestos claims arising from products sold by our former brake business,
as well as by other product liability claims.
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In 1986, we acquired a brake business, which we subsequently sold in March 1998. When we originally acquired this
brake business, we assumed future liabilities relating to any alleged exposure to asbestos-containing products
manufactured by the seller of the acquired brake business. In accordance with the related purchase agreement, we
agreed to assume the liabilities for all new claims filed after September 2001. Our ultimate exposure will depend upon
the number of claims filed against us on or after September 2001 and the amounts paid for indemnity and defense of
such claims.
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Actuarial consultants with experience in assessing asbestos-related liabilities conducted a study to estimate our
potential claim liability as of August 31, 2011. The updated study has estimated an undiscounted liability for
settlement payments, excluding legal costs and any potential recovery from insurance carriers, ranging from $27.5
million to $66.5 million for the period through 2059. The change from the prior year study was a $1.8 million
increase for the low end of the range and a $0.4 million decrease for the high end of the range. Based on the
information contained in the actuarial study and all other available information considered by us, we concluded that
no amount within the range of settlement payments was more likely than any other and, therefore, recorded the low
end of the range as the liability associated with future settlement payments through 2059 in our consolidated financial
statements. Accordingly, an incremental $1.3 million provision in our discontinued operation was added to the
asbestos accrual in September 2011 increasing the reserve to approximately $27.5 million. According to the updated
study, legal costs, which are expensed as incurred and reported in earnings (loss) from discontinued operation in the
accompanying statement of operations, are estimated to range from $26.2 million to $63 million during the same
period.

At December 31, 2011, approximately 2,080 cases were outstanding for which we may be held responsible for any
related liabilities. In the second quarter of 2011, we increased the number of outstanding cases to unbundle previously
outstanding consolidated cases. Since inception in September 2001 through December 31, 2011, the amounts paid for
settled claims are approximately $12.2 million. A substantial increase in the number of new claims or increased
settlement payments or awards of damages could have a material adverse effect on our business, financial condition
and results of operations.

Given the uncertainties associated with projecting asbestos-related matters into the future and other factors outside our
control, we cannot give any assurance that significant increases in the number of claims filed against us will not occur,
that asbestos-related damages or settlement awards will not exceed the amount we have in reserve, or that additional
provisions will not be required. Management will continue to monitor the circumstances surrounding these potential
liabilities in determining whether additional reserves and provisions may be necessary. We plan on performing a
similar annual actuarial analysis during the third quarter of each year for the foreseeable future.

In addition to asbestos-related claims, our product sales entail the risk of involvement in other product liability
actions. We maintain product liability insurance coverage, but we cannot give any assurance that current or future
policy limits will be sufficient to cover all possible liabilities. Further, we can give no assurance that adequate product
liability insurance will continue to be available to us in the future or that such insurance may be maintained at a
reasonable cost to us. In the event of a successful product liability claim against us, a lack or insufficiency of
insurance coverage could have a material adverse effect on our business, financial condition and results of operations.

Severe weather, natural disasters and other disruptions could adversely impact our operations at our distribution
centers.

Severe weather conditions and natural disasters, such as hurricanes, floods and tornados, could damage our properties
and effect our operations, particularly our major distribution centers in Virginia, Texas, and Kansas. In addition, our
business and operations could be materially adversely affected in the event of other serious disruptions at these
facilities due to fire, electrical blackouts, power losses, telecommunications failures, terrorist attack or similar

events. Any of these occurrences could impair our ability to adequately supply our customers due to all or a
significant portion of our inventory being damaged. We may not be able to effectively shift the delivery of products to
our customers if one or more of our distribution centers are significantly disrupted.
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We may not be able to achieve the cost savings that we expect from the restructuring of our operations.

We are implementing a number of cost savings programs. Although we expect to realize cost savings as a result of
our restructuring plans, we may not be able to achieve the level of benefits that we expect to realize or we may not be
able to realize these benefits within the time frames we currently expect. We are continuing to rationalize certain
manufacturing operations in order to alleviate redundant capacity and reduce our cost structure. This restructuring
will involve moving some U.S. production to Mexico and increasing production in Poland. Our ability to achieve
these cost savings could be affected by a number of factors. Changes in the amount, timing and character of charges
related to restructuring, failure to complete or a substantial delay in completing the restructuring and planned
divestitures, or receipt of lower proceeds from such divestitures than currently is anticipated, could have a material
adverse effect on us. Our cost savings is also predicated upon maintaining our sales levels.

Risks Related to Liquidity
Our significant indebtedness could negatively affect our financial health.

We have a significant amount of indebtedness. As of December 31, 2011, our total outstanding indebtedness was
$73.3 million. We have an existing revolving bank credit facility of $200 million with General Electric Capital
Corporation, as agent, and a syndicate of lenders, which we refer to throughout this Report as our revolving credit
facility. As of December 31, 2011, we had $73 million of outstanding indebtedness and approximately $83 million of
availability under this revolving credit facility. Our significant indebtedness could:

o increase our vulnerability to general adverse economic and industry conditions;
o limit our ability to obtain additional financing or borrow additional funds;
o limit our ability to pay future dividends;

e limit our flexibility in planning for, or reacting to, changes in our business and the industry in which we operate;
erequire that a significant portion of our cash flow from operations be used for the payment of interest on our

indebtedness instead of funding working capital, capital expenditures, acquisitions or other general corporate

purposes; and
eincrease the amount of interest expense that we must pay because some of our borrowings are at variable interest

rates, which, as interest rates increase, would result in a higher interest expense.

In addition, we have granted the lenders under our revolving credit facility a first priority security interest in
substantially all of our currently owned and future acquired personal property, real property and other assets. We have
also pledged shares of stock in our subsidiaries to those lenders. If we default on any of our indebtedness, or if we are
unable to obtain necessary liquidity, our business could be adversely affected.

We may not be able to generate the significant amount of cash needed to service our indebtedness and fund our future
operations.

Our ability either to make payments on or to refinance our indebtedness, or to fund planned capital expenditures and
research and development efforts, will depend on our ability to generate cash in the future. Our ability to generate cash
is in part subject to general economic, financial, competitive, legislative, regulatory and other factors that are beyond
our control. For example, current conditions in the credit markets generally, and those related to the automotive sector
specifically, including the ability of vendors to factor receivables from customers, could result in reduced cash flow,
or increased challenges in obtaining additional financing or refinancing. Also, in operating our business we depend on
the ability of our customers to pay timely the amounts we have billed and any disruption in our customers’ ability to
pay us because of financial difficulty, or otherwise, would have a negative impact on our cash flow.
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Based on our current level of operations, we believe our cash flow from operations, available cash and available
borrowings under our revolving credit facility will be adequate to meet our future liquidity needs for at least the next
twelve months. Significant assumptions underlie this belief, including, among other things, that there will be no
material adverse developments in our business, liquidity or capital requirements. If we are unable to service our
indebtedness, we will be forced to adopt an alternative strategy that may include actions such as:

. deferring, reducing or eliminating future cash dividends;
. reducing or delaying capital expenditures or restructuring activities;
. reducing or delaying research and development efforts;
o selling assets;
. deferring or refraining from pursuing certain strategic initiatives and acquisitions;
o refinancing our indebtedness; and
o seeking additional funding.

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 revolving credit facility in amounts sufficient to enable us to pay the principal and
interest on our indebtedness, or to fund our other liquidity needs. We may need to refinance all or a portion of our
indebtedness on or before maturity. We cannot assure you that we will be able to refinance any of our indebtedness on
commercially reasonable terms or at all.

We are exposed to risks related to our receivables factoring arrangements.

We have entered in to factoring arrangements with financial institutions to sell certain of our customers’ trade accounts
receivable without recourse. If we do not enter into these factoring arrangements, our financial condition, results of
operations and cash flows could be materially and adversely affected by delays or failures in collecting trade accounts
receivables. In addition, if any of the financial institutions with which we have factoring arrangements experience
financial difficulties or otherwise terminate our factoring arrangements, we may experience material and adverse
economic losses due to the loss of such factoring arrangements and the impact of such loss on our liquidity, which
could have a material and adverse effect upon our financial condition, results of operations and cash flows. The utility
of our factoring arrangements also depends upon the LIBOR rate, as it is a component of the discount rate applicable
to each arrangement. If the LIBOR rate increases such that the cost of factoring becomes more than the cost of
servicing our receivables with existing debt, we may not be able to rely on such factoring arrangements, which could
have a material and adverse effect upon our financial condition, results of operations and cash flows.

Risks Related to External Factors

Our results of operations and financial condition may be adversely affected by global economic and financial market
conditions.

Current global economic and financial markets conditions, including severe disruptions in the credit markets, the
potential for a significant and prolonged global economic recession, and a global increase in commodity prices, may
materially and adversely affect our results of operations and financial condition. These conditions may also materially
impact our customers, suppliers and other parties with whom we do business. For example, end users may put off
discretionary repairs or, as a result of increases in average fuel prices, drive less miles thereby resulting in less need
for our products. Economic and financial market conditions that adversely affect our customers may cause them to
terminate existing purchase orders or to reduce the volume of products they purchase from us in the future. In
connection with the sale of products, we normally do not require collateral as security for customer receivables and do
not purchase credit insurance. We may have significant balances owing from customers that operate in cyclical
industries and under leveraged conditions that may impair the collectability of those receivables. Failure to collect a
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significant portion of amounts due on those receivables could have a material adverse effect on our results of
operations and financial condition. Adverse economic and financial market conditions may also cause our suppliers to
be unable to meet their commitments to us or may cause suppliers to make changes in the credit terms they extend to
us, such as shortening the required payment period for outstanding accounts receivable or reducing the maximum
amount of trade credit available to us. Changes of this type could significantly affect our liquidity and could have a
material adverse effect on our results of operations and financial condition. If we are unable to successfully anticipate
changing economic and financial markets conditions, we may be unable to effectively plan for and respond to those
changes, and our business could be negatively affected.
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We conduct our manufacturing and distribution operations on a worldwide basis and are subject to risks associated
with doing business outside the United States.

We have manufacturing and distribution facilities in many countries, including Canada, Poland and Mexico, and
increasing our manufacturing footprint in low cost countries is an important element of our strategy. There are a
number of risks associated with doing business internationally, including: (a) exposure to local economic and political
conditions; (b) social unrest such as risks of terrorism or other hostilities; (c) currency exchange rate fluctuations and
currency controls; (d) export and import restrictions; and (e) the potential for shortages of trained labor. In particular,
there has been social unrest in Mexico and any increased violence in or around our manufacturing facilities in Mexico
could impact our business by disrupting our supply chain, the delivery of products to customers and the reluctance of
our customers to visit our Mexican facilities. In addition, the increased violence in or around our manufacturing
facilities in Mexico could present several risks to our employees who may be directly affected by the violence and
may result in a decision by them to relocate from the area, or make it difficult for us to recruit or retain talented
employees at our Mexican facilities. The likelihood of such occurrences and their potential effect on us is
unpredictable and vary from country to country. Any such occurrences could be harmful to our business and our
financial results.

We may incur liabilities under government regulations and environmental laws, which may have a material adverse
effect on our business, financial condition and results of operations.

Domestic and foreign political developments and government regulations and policies directly affect automotive
consumer products in the United States and abroad. Regulations and policies relating to over-the-highway vehicles
include standards established by the United States Department of Transportation for motor vehicle safety and
emissions. The modification of existing laws, regulations or policies, or the adoption of new laws, regulations or
policies, such as legislation offering incentives to remove older vehicles from the road, could have a material adverse
effect on our business, financial condition and results of operations.

Our operations and properties are subject to a wide variety of increasingly complex and stringent federal, state, local
and international laws and regulations, including those governing the use, storage, handling, generation, treatment,
emission, release, discharge and disposal of materials, substances and wastes, the remediation of contaminated soil
and groundwater and the health and safety of employees. Such environmental laws, including but not limited to those
under the Comprehensive Environmental Response Compensation & Liability Act, may impose joint and several
liability and may apply to conditions at properties presently or formerly owned or operated by an entity or its
predecessors, as well as to conditions at properties at which wastes or other contamination attributable to an entity or
its predecessors have been sent or otherwise come to be located.

The nature of our operations exposes us to the risk of claims with respect to such matters, and we can give no
assurance that violations of such laws have not occurred or will not occur or that material costs or liabilities will not
be incurred in connection with such claims. One of our facilities is currently undergoing testing for potential
environmental remediation, and our reserve balance related to the environmental clean-up at this facility is $1.7
million at December 31, 2011. The testing and any environmental remediation costs at such facility may be covered
by several insurance policies, although we can give no assurance that our insurance will cover any environmental
remediation claims. We also maintain insurance to cover our existing U.S. and Canadian facilities. We can give no
assurance that the future cost of compliance with existing environmental laws and the liability for known
environmental claims pursuant to such environmental laws will not give rise to additional significant expenditures or
liabilities that would be material to us. In addition, future events, such as new information, changes in existing
environmental laws or their interpretation, and more vigorous enforcement policies of federal, state or local regulatory
agencies, may have a material adverse effect on our business, financial condition and results of operations.
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Our futu