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LEAR CORPORATION
PART I — FINANCIAL INFORMATION
ITEM 1 — CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
INTRODUCTION TO THE CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

We have prepared the condensed consolidated financial statements of Lear Corporation and subsidiaries,
without audit, pursuant to the rules and regulations of the Securities and Exchange Commission. Certain
information and footnote disclosures normally included in financial statements prepared in accordance with
accounting principles generally accepted in the United States have been condensed or omitted pursuant to
such rules and regulations. We believe that the disclosures are adequate to make the information presented not
misleading when read in conjunction with the financial statements and the notes thereto included in our
Annual Report on Form 10-K, as filed with the Securities and Exchange Commission, for the year ended
December 31,2006.

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




LEAR CORPORATION AND SUBSIDIARIES

CONDENSED CONSOLIDATED BALANCE SHEETS

(In millions, except share data)

ASSETS
CURRENT ASSETS:
Cash and cash equivalents
Accounts receivable
Inventories
Current assets of business held for sale
Other

Total current assets
LONG-TERM ASSETS:
Property, plant and equipment, net
Goodwill, net

Other

Total long-term assets

LIABILITIES AND STOCKHOLDERS’ EQUITY

CURRENT LIABILITIES::
Short-term borrowings
Accounts payable and drafts
Accrued liabilities

Current liabilities of business held for sale

Current portion of long-term debt
Total current liabilities

LONG-TERM LIABILITIES:
Long-term debt

Long-term liabilities of business held for sale

Other
Total long-term liabilities

STOCKHOLDERS’ EQUITY:

Common stock, $0.01 par value, 150,000,000 shares authorized;
82,194,081 shares and 81,984,306 shares issued as of June 30,2007 and

December 31,2006, respectively
Additional paid-in capital

Common stock held in treasury, 5,493,523 shares as of June 30,2007 and
5,732,316 shares as of December 31, 2006, at cost

Retained deficit
Accumulated other comprehensive loss

Total stockholders’ equity

The accompanying notes are an integral part of these condensed consolidated balance sheets.

June 30, December 31,
2007 2006
(Unaudited)
$ 5652 $ 502.7
2,537.2 2,006.9
564.7 581.5
— 427.8
321.0 371.4
3,988.1 3,890.3
1,370.6 1,471.7
2,011.9 1,996.7
551.2 491.8
3,933.7 3,960.2
$7,921.8 $7,850.5
$ 9.9 $ 393
2,623.2 23174
1,182.9 1,099.3
— 405.7
100.3 25.6
3916.3 3,887.3
23524 2,434.5
— 48.5
819.5 878.2
3,171.9 3,361.2
0.8 0.7
1,363.8 1,338.1
(201.4) (210.2)
(184.5) (362.5)
(145.1) (164.1)
833.6 602.0
$7,921.8 $7,850.5




LEAR CORPORATION AND SUBSIDIARIES

CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS
(Unaudited; in millions, except per share data)

Three Months Ended Six Months Ended
June 30, July 1, June 30, July 1,

2007 2006 2007 2006
Net sales $4,1553 $428102 $8,5614 $9488.7
Cost of sales 38177  4,526.1 7,912.9 8,985.4
Selling, general and administrative expenses 142.8 170.9 269.3 3359
Goodwill impairment charge — 29 — 29
Divestiture of Interior business 0.7) — 249 —
Interest expense 51.3 532 102.8 100.9
Other expense, net 0.3 25.6 253 17.3

Income before provision for income taxes and cumulative

effect of a change in accounting principle 1439 31.5 226.2 46.3
Provision for income taxes 20.3 379 52.7 37.7

Income (loss) before cumulative effect of a change in
accounting principle 123.6 6.4) 173.5 8.6

Cumulative effect of a change in accounting principle — — 29
Net income (loss) $ 1236 $ 64)$ 1735 $§ 115
Basic net income (loss) per share:
Income (loss) before cumulative effect of a change in
accounting principle $ 161 $§ (01008 227 $ 0.13
Cumulative effect of a change in accounting principle — — — 0.04
Basic net income (loss) per share $ 161 $§ (01008 227 $ 0.17
Diluted net income (loss) per share:
Income (loss) before cumulative effect of a change in
accounting principle $ 158 § (01008 222 § 0.13
Cumulative effect of a change in accounting principle — — — 0.04
Diluted net income (loss) per share $ 158 § (01008 222 $ 0.17

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

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

(Unaudited; in millions)

Cash Flows from Operating Activities:
Net income
Adjustments to reconcile net income to net cash provided by operating
activities:
Cumulative effect of a change in accounting principle
Divestiture of Interior business
Depreciation and amortization
Net change in recoverable customer engineering and tooling
Net change in working capital items
Net change in sold accounts receivable
Other, net

Net cash provided by operating activities

Cash Flows from Investing Activities:
Additions to property, plant and equipment
Divestiture of Interior business

Change in restricted cash

Other, net

Net cash used in investing activities

Cash Flows from Financing Activities:

Primary credit facility borrowings (repayments), net
Repayment of senior notes

Other long-term debt repayments, net

Short-term debt repayments, net

Dividends paid

Proceeds from exercise of stock options

Decrease in drafts

Net cash provided by (used in) financing activities

Effect of foreign currency translation

Net Change in Cash and Cash Equivalents
Cash and Cash Equivalents as of Beginning of Period

Cash and Cash Equivalents as of End of Period
Changes in Working Capital Items:
Accounts receivable
Inventories
Accounts payable
Accrued liabilities and other
Net change in working capital items
Supplementary Disclosure:

Cash paid for interest

Cash paid for income taxes

Six Months Ended

June 30, July 1,

2007 2006
$ 1735 $§ 115
— (2.9)
249 —
150.2 201.3
223 104.0
(113.2) (216.0)
7.3 20.0
(17.5) 3.7)
247.5 114.2
(68.3) (184.7)
(55.9) —
— (68.6)
(30.1) 352
(154.3) (218.1)
(3.0) 600.0
— (447.6)
(7.6) (16.6)
(13.0) 4.9)
— (16.8)
6.7 —
(10.5) (4.8)
(274) 109.3
(33) 37.6
62.5 43.0
502.7 207.6
$ 5652 $ 250.6
$ (577.2) $ (386.8)
10.7 (1.6)
3394 36.2
1139 136.2
$ (113.2) $ (216.0)
$ 1052 $ 1012
$ 624 $ 592

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

The condensed consolidated financial statements include the accounts of Lear Corporation (“Lear” or the
“Parent”), a Delaware corporation and the wholly owned and less than wholly owned subsidiaries controlled by
Lear (collectively, the “Company”). In addition, Lear consolidates variable interest entities in which it bears a
majority of the risk ofthe entities’ potential losses or stands to gain from a majority of the entities’ expected
returns. Investments in affiliates in which Lear does not have control, but does have the ability to exercise
significant influence over operating and financial policies, are accounted for under the equity method.

The Company and its affiliates design and manufacture complete automotive seat systems, electrical
distribution systems and select electronic products. Through the first quarter of2007, the Company also
supplied automotive interior systems and components, including instrument panels and cockpit systems,
headliners and overhead systems, door panels and flooring and acoustic systems (Note 3, “Divestiture of
Interior Business”). The Company’s main customers are automotive original equipment manufacturers. The
Company operates facilities worldwide.

Certain amounts in the prior period’s condensed consolidated financial statements have been reclassified to
conform to the presentation used in the quarter ended June 30,2007.

(2) Merger Agreement

On February 9, 2007, the Company entered into an Agreement and Plan of Merger, as amended (the “Merger
Agreement”), with AREP Car Holdings Corp., a Delaware corporation (“AREP Car Holdings”), and AREP Car
Acquisition Corp., a Delaware corporation and a wholly owned subsidiary of AREP Car Holdings (“Merger
Sub”). Under the terms of the Merger Agreement, Merger Sub would have merged with and into the Company,
and as a result, the Company would have continued as the surviving corporation and a wholly owned
subsidiary of AREP Car Holdings. AREP Car Holdings and Merger Sub are affiliates of Carl C. Icahn.

Pursuant to the Merger Agreement, as of the effective time of the merger, each issued and outstanding share of
common stock of the Company, other than shares (i) owned by AREP Car Holdings, Merger Sub or any
subsidiary of AREP Car Holdings and (ii) owned by any shareholders who are entitled to and who have
properly exercised appraisal rights under Delaware law, would have been canceled and automatically
converted into the right to receive $37.25 in cash, without interest.

On July 16,2007, the Company held its 2007 Annual Meeting of Stockholders, at which the proposal to
approve the Merger Agreement did not receive the affirmative vote of the holders of a majority of the
outstanding shares ofthe Company’s common stock. As a result, the Merger Agreement terminated in
accordance with its terms. Upon termination of the Merger Agreement, the Company was obligated to (1) pay
AREP Car Holdings $12.5 million, (2) issue to AREP Car Holdings 335,570 shares of its common stock valued
at approximately $12.5 million, based on the closing price of the Company’s common stock on July 16,2007,
and (3) increase from 24% to 27% the share ownership limitation under the limited waiver of Section 203 of
the Delaware General Corporation Law granted by the Company to affiliates of and funds managed by Carl C.
Icahn in October 2006 (collectively, the “Termination Consideration”). Any payment of the Termination
Consideration to AREP Car Holdings shall be credited against the break-up fee that would otherwise be
payable by the Company to AREP Car Holdings in the event that the Company enters into a definitive
agreement with respect to an alternative acquisition proposal within twelve months after the termination of the
Merger Agreement. Costs of approximately $25 million associated with the Termination Consideration will be
recognized in selling, general and administrative expense in the third quarter of2007. In addition, the
Company incurred $11.7 million in costs related to the Merger Agreement in the first half o£2007.

For further information regarding the Merger Agreement, please refer to the Merger Agreement and certain
related documents, which are incorporated by reference as exhibits to this Report.

(3) Divestiture of Interior Business

On March 31,2007, the Company completed the transfer of substantially all of the assets of its North American
interior business (as well as its interests in two China joint ventures) to International Automotive Components
Group North America, Inc. (“IAC”) (the “IAC North America Transaction”). The IAC North America
Transaction was completed pursuant to the terms of an Asset Purchase Agreement (the “Purchase Agreement”)
dated as of November 30, 2006, by and among the Company, IAC, WL Ross & Co. LLC (“WL Ross”), Franklin
Mutual Advisers, LLC (“Franklin”) and International Automotive Components Group North America, LLC
(“IACNA”), as amended by Amendment No. 1 to the Purchase Agreement dated as of March 31,2007. The
legal transfer of certain assets included in the IAC North America Transaction is subject to the satisfaction of
certain post-closing conditions. In connection with the IAC North America Transaction, IAC assumed the
ordinary course liabilities of the Company’s North American interior
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LEAR CORPORATION AND SUBSIDIARIES

NOTES TO THE CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(Continued)

business, and the Company retained certain pre-closing liabilities, including pension and postretirement
healthcare liabilities incurred through the closing date of the transaction.

Also on March 31,2007, a wholly owned subsidiary of the Company and certain affiliates of WL Ross and
Franklin, entered into the Limited Liability Company Agreement (the “LLC Agreement”) of IACNA. Pursuant
to the terms of the LLC Agreement, a wholly owned subsidiary of the Company contributed approximately
$27.4 million in cash to JACNA in exchange fora 25% equity interest in IACNA and warrants for an additional
7% of the current outstanding common equity of IACNA. Certain affiliates of WL Ross and Franklin made
aggregate capital contributions of approximately $81.2 million to IACNA in exchange for the remaining
equity and extended a $50 million term loan to IAC. The Company has agreed to fund up to an additional

$40 million, and WL Ross and Franklin have agreed to fund up to an additional $45 million, in the event that
IAC does not meet certain financial targets in 2007.

The Company recorded a loss on divestiture of Interior business of $627.6 million, of which $20.7 million was
recognized in the first six months 0f2007 and $606.9 million was recognized in the fourth quarter of2006.
The Company also recognized additional costs related to the IAC North America Transaction of $10.0 million,
of which $7.5 million are recorded in cost of sales and $2.5 million are recorded in selling, general and
administrative expenses in the consolidated statement of operations for the six months ended June 30, 2007.
Approximately $22.5 million of the 2007 charges represent cash costs. A summary of the major classes of the
assets and liabilities of the Company’s North American interior business that are classified as held for sale in
the Company’s condensed consolidated balance sheet as of December 31,2006, is shown below (in millions):

December 31,
2006

Cash and cash equivalents $ 192
Accounts receivable 284.5
Inventories 69.2
Other current assets 54.9

Current assets of business held for sale $ 4278
Accounts payable and drafts $§ 3237
Accrued liabilities 79.8
Current portion of long-term debt 2.2

Current liabilities of business held for sale 405.7
Long-term debt 19.6
Other long-term liabilities 28.9

Long-term liabilities of business held for

sale 48.5

Total liabilities of business held forsale $§ 454.2

The Company did not account for the divestiture of its North American interior business as a discontinued
operation due to its continuing involvement with IACNA. The Company’s investment in IACNA is accounted
for under the equity method of accounting.

The closing of the IAC North America Transaction substantially completed the disposition of the Company’s
interior business. On October 16,2006, the Company completed the contribution of substantially all of its
European interior business to International Automotive Components Group, LLC (“IAC Europe”), a separate
joint venture with affiliates of WL Ross and Franklin, in exchange for a one-third equity interest in IAC
Europe. In connection with this transaction, the Company recorded a loss on divestiture of Interior business of
$32.9 million, of which $3.8 million was recognized in the first six months 0f2007 and $29.1 million was
recognized in 2006.

(4) Stock-Based Compensation

On January 1,2006, the Company adopted the provisions of Statement of Financial Accounting Standards
(“SFAS”) No. 123(R), “Share-Based Payment,” using the modified prospective transition method and
recognized income of $2.9 million as a cumulative effect of a change in accounting principle related to a



change in accounting for forfeitures. There was no income tax effect resulting from this adoption. SFAS No.
123(R) requires the estimation of expected forfeitures at the grant date and the recognition of compensation
cost only for those awards expected to vest. Previously, the Company accounted for forfeitures as they
occurred. In the first half 02007 and 2006, there were no outstanding unvested awards for which no
compensation cost was recognized as the




LEAR CORPORATION AND SUBSIDIARIES

NOTES TO THE CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(Continued)

Company adopted the fair value recognition provisions of SFAS No. 123, “Accounting for Stock-Based
Compensation,” for all employee awards granted after January 1,2003.

(5) Restructuring

In order to address unfavorable industry conditions, the Company began to implement consolidation and
census actions in the second quarter of 2005. These actions are part of a comprehensive restructuring strategy
intended to (i) better align the Company’s manufacturing capacity with the changing needs of'its customers,
(ii) eliminate excess capacity and lower the operating costs of the Company and (iii) streamline the Company’s
organizational structure and reposition its business for improved long-term profitability.

The Company currently expects to incur pretax costs of approximately $300 million in connection with the
restructuring actions through 2007, although all aspects of the restructuring actions have not been finalized.
Such costs include employee termination benefits, asset impairment charges and contract termination costs, as
well as other incremental costs resulting from the restructuring actions. These incremental costs principally
include equipment and personnel relocation costs. The Company also expects to incur incremental
manufacturing inefficiency costs at the operating locations impacted by the restructuring actions during the
related restructuring implementation period. Restructuring costs are recognized in the Company’s consolidated
financial statements in accordance with accounting principles generally accepted in the United States.
Generally, charges are recorded as elements of the restructuring strategy are finalized. Actual costs recorded in
the Company’s consolidated financial statements may vary from current estimates.

In connection with the Company’s restructuring actions, the Company recorded charges of $45.9 million in the
first six months 0f 2007, including $38.0 million recorded as cost of sales and $7.9 million recorded as selling,
general and administrative expenses. The 2007 charges consist of employee termination benefits of $42.5
million, asset impairment charges of $6.8 million, net contract termination costs of $(7.3) million and other
costs 0f $3.9 million. Employee termination benefits were recorded based on existing union and employee
contracts, statutory requirements and completed negotiations. Asset impairment charges relate to the disposal
of machinery and equipment with carrying values of $6.8 million in excess of related estimated fair values.
Contract termination costs include lease cancellation costs, the repayment of various government-sponsored
grants and a net pension and other postretirement benefit plan curtailment gain of $12.2 million.

A summary of 2007 restructuring charges, excluding the net pension and other postretirement benefit plan
curtailment gain of $12.2 million, is shown below (in millions):

2007
Accrual as of Utilization
December 31, 2007 - Accrual as of
2006 Charges Cash Non-cash June 30, 2007
Employee termination benefits $36.4 $425 $¢562) § — $ 227
Asset impairments — 6.8 — (6.8) —
Contract termination costs 34 4.9 (2.0) — 6.3
Other related costs — 39 3.9 — —
Total $39.8 $ 581 $(62.1) $(6.8) $ 29.0

(6) Inventories

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

June 30, December 31,
2007 2006
Raw materials $436.3 $ 4399
Work-in-process 34.6 35.6
Finished goods 93.8 106.0
Inventories $564.7 $ 5815




LEAR CORPORATION AND SUBSIDIARIES

NOTES TO THE CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(Continued)

(7) Property, Plant and Equipment
Property, plant and equipment is stated at cost. Depreciable property is depreciated over the estimated useful

lives of the assets, principally using the straight-line method. A summary of property, plant and equipment is
shown below (in millions):

June 30, December 31,
2007 2006

Land $ 1325 § 1335
Buildings and improvements 594.0 559.1
Machinery and equipment 1,938.5 2,081.3
Construction in progress 5.1 12.0
Total property, plant and equipment 2,670.1 2,785.9
Less — accumulated depreciation (1,299.5) (1,314.2)
Net property, plant and equipment $ 13706 $ 14717

Depreciation expense was $74.5 million and $102.3 million in the three months ended June 30,2007 and July
1,2006, respectively, and $147.7 million and $198.9 million in the six months ended June 30,2007 and July
1,2006, respectively.

Costs associated with the repair and maintenance of the Company’s property, plant and equipment are
expensed as incurred. Costs associated with improvements which extend the life, increase the capacity or
improve the efficiency or safety ofthe Company’s property, plant and equipment are capitalized and
depreciated over the remaining life of the related asset.

The Company monitors its long-lived assets for impairment indicators on an ongoing basis in accordance with
SFAS No. 144, “Accounting for the Impairment or Disposal of Long-Lived Assets.” If impairment indicators
exist, the Company performs the required analysis and records impairment charges in accordance with SFAS
No. 144. In conducting its analysis, the Company compares undiscounted cash flows expected to be generated
from the long-lived assets to the related net book values. If assets are impaired, the amount of the impairment
loss is measured by comparing the net book value and the fair value of long-lived assets. Fair value is
estimated based upon either discounted cash flow analyses or estimated salvage values. Cash flows are
estimated using internal budgets and management’s assessment of the overall commercial outlook, as well as
recent sales data, automotive production volume estimates and other relevant factors, including assumptions
regarding raw material pricing and discount rates. Changes in these factors and assumptions could materially
impact the assessment of the recoverability of long-lived assets.

In the second quarter of 2006, the Company evaluated the carrying value of the fixed assets of certain
operating locations within its interior segment and recorded impairment charges of $7.2 million. The
impairment charges are included in cost of sales in the condensed consolidated statements of operations for the
three and six months ended July 1,2006.

In the first six months 0f2007 and 2006, the Company recorded impairment charges of $6.8 million and $2.7
million, respectively, related to certain facility consolidations (Note 5, “Restructuring”).

(8) Goodwill

A summary of the changes in the carrying amount of goodwill, by reportable operating segment, for the six
months ended June 30,2007, is shown below (in millions):

Electrical and

Seating Electronic Total
Balance as of January 1,2007 $1,060.7 $936.0 $1,996.7
Foreign currency translation and
other 11.1 4.1 15.2
Balance as of June 30,2007 $1,071.8 $940.1 $2,011.9

During the second quarter of 2006, the Company recorded a purchase price adjustment as a result of an
indemnification related to the Company’s acquisition of UT Automotive, Inc. (“UT Automotive”) from United
Technologies Corporation (“UTC”) in May 1999. The purchase price adjustment resulted in an increase in
goodwill of $18.9 million, which was allocated to the Company’s electrical and electronic and interior
segments. As a result of the significant decline in the fair value of the interior segment, a goodwill impairment



charge 0f'$2.9 million related to the purchase price adjustment allocated to the interior segment was recorded
and is included in condensed consolidated statements of operations for the three and six months ended July 1,
2006.
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LEAR CORPORATION AND SUBSIDIARIES

NOTES TO THE CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(Continued)

(9) Long-Term Debt

A summary of long-term debt and the related weighted average interest rates, including the effect of hedging
activities described in Note 19, “Financial Instruments,” is shown below (in millions):

June 30, 2007 December 31, 2006
Weighted Weighted
Long-Term Average Long-Term Average
Debt Interest Rate Debt Interest Rate
Primary Credit Facility $ 994.0 746% $§ 997.0 7.49%
8.50% Senior Notes, due 2013 300.0 8.50% 300.0 8.50%
8.75% Senior Notes, due 2016 600.0 8.75% 600.0 8.75%
5.75% Senior Notes, due 2014 3994 5.635% 399.3 5.635%
8.125% Euro-denominated Senior Notes, due
2008 74.8 8.125% 73.3 8.125%
8.11% Senior Notes, due 2009 414 8.11% 41.4 8.11%
Zero-coupon Convertible Senior Notes, due
2022 0.7 4.75% 3.6 4.75%
Other 42.4 7.32% 45.5 7.06%
2,452.7 2,460.1
Current portion (100.3) (25.6)
Long-term debt $2,352.4 $2,434.5
Primary Credit Facility

The Company’s primary credit facility consists of an amended and restated credit and guarantee agreement,
which provides for maximum revolving borrowing commitments of $1.7 billion and a term loan facility of $1.0
billion. As of June 30,2007 and December 31, 2006, the Company had $994.0 million and $997.0 million,
respectively, in borrowings outstanding under the primary credit facility, all of which were outstanding under
the term loan facility. There were no revolving borrowings outstanding.

The Company’s obligations under the primary credit facility are secured by a pledge of all or a portion of the
capital stock of certain of'its subsidiaries, including substantially all of'its first-tier subsidiaries, and are
partially secured by a security interest in the Company’s assets and the assets of certain of its domestic
subsidiaries. In addition, the Company’s obligations under the primary credit facility are guaranteed, on a joint
and several basis, by certain of its subsidiaries, which are primarily domestic subsidiaries and all of which are
directly or indirectly 100% owned by the Company.

The primary credit facility contains certain affirmative and negative covenants, including (i) limitations on
fundamental changes involving the Company or its subsidiaries, asset sales and restricted payments, (ii) a
limitation on indebtedness with a maturity shorter than the term loan facility, (iii) a limitation on aggregate
subsidiary indebtedness to an amount which is no more than 4% of consolidated total assets, (iv) a limitation
on aggregate secured indebtedness to an amount which is no more than $100 million and (v) requirements that
the Company maintain a leverage ratio of not more than 3.75 to 1, as of June 30, 2007, with decreases over
time and an interest coverage ratio of not less than 2.50 to 1 with increases over time.

The leverage and interest coverage ratios, as well as the related components of their computation, are defined
in the primary credit facility. The leverage ratio is calculated as the ratio of consolidated indebtedness to
consolidated operating profit. For the purpose of the covenant calculation, (i) consolidated indebtedness is
generally defined as reported debt, net of cash and excludes transactions related to the Company’s asset-
backed securitization and factoring facilities and (ii) consolidated operating profit is generally defined as net
income excluding income taxes, interest expense, depreciation and amortization expense, other income and
expense, minority interests in income of subsidiaries in excess of net equity earnings in affiliates, certain
restructuring and other non-recurring charges, extraordinary gains and losses and other specified non-cash
items. Consolidated operating profit is a non-GAAP financial measure that is presented not as a measure of
operating results, but rather as a measure used to determine covenant compliance under the Company’s primary
credit facility. The interest coverage ratio is calculated as the ratio of consolidated operating profit to
consolidated interest expense. For the purpose of the covenant calculation, consolidated interest expense is
generally defined as interest expense plus any discounts or expenses related to the Company’s asset-backed
securitization facility less amortization of deferred finance fees and interest income. As of June 30,2007, the
Company was in compliance with all covenants set forth in the primary credit facility. The Company’s
leverage and interest coverage ratios were 1.9 to 1 and 5.0 to 1, respectively.
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LEAR CORPORATION AND SUBSIDIARIES

NOTES TO THE CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(Continued)

Reconciliations of (i) consolidated indebtedness to reported debt, (ii) consolidated operating profit to income
before provision for income taxes and cumulative effect of a change in accounting principle and (iii)
consolidated interest expense to reported interest expense are shown below (in millions):

June 30,
2007
Consolidated indebtedness $ 18974
Cash and cash equivalents 565.2

Reported debt $ 2,462.6

Three Months Six Months
Ended Ended
June 30, 2007 June 30, 2007

Consolidated operating profit $ 3207 $ 5873
Depreciation and amortization (75.7) (150.2)
Consolidated interest expense (46.6) 91.9)
Costs related to divestiture of Interior business (1.1) (34.9)
Other expense, net (excluding certain amounts related to asset-

backed securitization facility) 0.1) (26.4)
Restructuring charges (34.8) (50.6)
Other excluded items 2.4) 24.6
Other non-cash items (16.1) (31.7)

Income before provision for income taxes and cumulative effect ofa
change in accounting principle $ 1439 $ 2262

Consolidated interest expense $ 466 $ 919
Certain amounts related to asset-backed securitization facility 0.2) 1.1
Amortization of deferred financing fees 23 4.6
Bank facility and other fees 2.6 52

Reported interest expense $ 513 $ 102.8

The primary credit facility also contains customary events of default, including an event of default triggered by
a change of control of the Company. The senior notes due 2013 and 2016 (having an aggregate principal
amount outstanding of $900 million as of June 30,2007) provide holders of the notes the right to require the
Company to repurchase all or any part of their notes at a purchase price equal to 101% of the principal amount,
plus accrued and unpaid interest, upon a “change of control” (as defined in the indenture governing the notes).
The indentures governing the Company’s other senior notes do not contain a change of control repurchase
obligation.

All ofthe Company’s senior notes are guaranteed by the same subsidiaries that guarantee the primary credit
facility. In the event that any such subsidiary ceases to be a guarantor under the primary credit facility, such
subsidiary will be released as a guarantor of the senior notes. The Company’s obligations under the senior
notes are not secured by the pledge of the assets or capital stock of any of'its subsidiaries.

The Company’s senior notes also contain covenants restricting the ability of the Company and its subsidiaries
to incur liens and to enter into sale and leaseback transactions. As of June 30, 2007, the Company was in
compliance with all covenants and other requirements set forth in its senior notes.
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(10) Pension and Other Postretirement Benefit Plans
Net Periodic Benefit Cost

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

Service cost

Pension

Other Postretirement

Three Months Ended

Three Months Ended

June 30, July 1,
2007 2006

June 30, July 1,
2007 2006

$ 57 $ 123

$ 26 $ 34

Interest cost 7.4 10.6 3.7 3.8
Expected return on plan assets (7.5) 9.6) — —
Amortization of actuarial loss 0.7 1.8 1.2 1.5
Amortization of transition (asset) obligation (0.1) — 0.3 0.3
Amortization of prior service cost (credit) 1.1 1.3 0.9) 0.9)
Special termination benefits 0.9 0.1 —
Curtailment loss 0.8 — 0.2 —

Net periodic benefit cost

Service cost

$ 9.0 $ 164

$ 72 $ 8.1

Pension

Other Postretirement

Six Months Ended

Six Months Ended

June 30, July 1,
2007 2006

June 30, July 1,
2007 2006

$ 138 $ 249

$§ 55 $ 66

Interest cost 17.8 214 7.4 7.5
Expected return on plan assets (17.7) (19.3) — —
Amortization of actuarial loss L5 3.6 23 29
Amortization of transition (asset) obligation 0.1) — 0.5 0.5
Amortization of prior service cost (credit) 22 2.6 (1.8) (1.8)
Special termination benefits 4.8 0.1 0.9 0.1
Curtailment gain (32.7) — (13.2) —

Net periodic benefit cost $ (10.4) $ 333 $ 1.6 $ 158

In the first quarter of 2007, the Company recorded a pension plan curtailment gain of $36.4 million and an
other postretirement benefit plan curtailment gain of $14.7 million. The pension plan curtailment gain resulted
from the suspension of the accrual of defined benefits related to the Company’s U.S. salaried defined benefit
pension plan as the Company elected to freeze its U.S. salaried defined benefit plan effective December 31,
2006. The other postretirement benefit plan curtailment gain resulted from employee terminations associated
with a facility closure in 2006. As both curtailment gains were incurred subsequent to the Company’s defined
benefit plan measurement date of September 30, 2006, they were recorded in the first quarter of 2007. In the six
months ended June 30,2007, the Company recognized additional net pension and other postretirement benefit
costs of $8.4 million and $1.6 million, respectively, related to other restructuring actions and the divestiture of
the Company’s North American interior business.

Contributions

Employer contributions to the Company’s domestic and foreign pension plans for the three and six months
ended June 30,2007, were approximately $13.5 million and $23.0 million, in aggregate, respectively. The
Company expects to contribute a minimum of an additional $35 million to $40 million, in aggregate, to its
domestic and foreign pension plans in 2007.

In conjunction with the freeze of'its U.S. salaried defined benefit pension plan described above, the Company
established a defined contribution retirement plan for its salaried employees effective January 1, 2007.
Contributions to this plan are determined as a percentage of each covered employee’s salary and are expected
to be approximately $17 million in 2007. No contributions were made to this plan during the first half of2007.
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(11) Cost of Sales and Selling, General and Administrative Expenses

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

(12) Other Expense, Net

Other expense includes state and local non-income taxes, foreign exchange gains and losses, fees associated
with the Company’s asset-backed securitization and factoring facilities, minority interests in consolidated
subsidiaries, equity in net income of affiliates, gains and losses on the sales of assets and other miscellaneous
income and expense. A summary of other expense, net is shown below (in millions):

Three Months Ended Six Months Ended
June 30, July 1, June 30, July 1,
2007 2006 2007 2006
Other expense $ 199 $ 28.6 $ 436 $ 470
Other income (19.6) (3.0) (18.3) (29.7)
Other expense, net $ 03 $ 256 $ 253 $ 173

For the three and six months ended June 30,2007, other income includes equity in net income of affiliates of
$13.4 million and $14.7 million, respectively. For the six months ended June 30,2007, other expense includes
aloss of $3.9 million related to the acquisition of the minority interest in an affiliate. For the three and six
months ended July 1,2006, other income includes gains of $1.0 million and $26.9 million, respectively,
related to the sales of the Company’s interests in two affiliates.

(13) Provision for Income Taxes

The provision for income taxes was $20.3 million and $37.9 million in the three months ended June 30,2007
and July 1,2006, respectively, and $52.7 million and $37.7 million in the six months ended June 30,2007 and
July 1,2006, respectively. The effective tax rate was 14.1% and 120.3% for the three months ended June 30,
2007 and July 1, 2006, respectively, and 23.3% and 81.4% for the six months ended June 30,2007 and July 1,
2006. The provision for income taxes in the first six months 0f 2007 was impacted by costs of $34.9 million
related to the divestiture of the Company’s interior business, a significant portion of which provided no tax
benefit as it was incurred in the United States. The provision was also impacted by a portion of the Company’s
restructuring charges and costs related to the Merger Agreement, for which no tax benefit was provided as the
charges were incurred in certain countries for which no tax benefit is likely to be realized due to a history of
operating losses in those countries. This was offset by the impact of the U.S. salaried pension plan curtailment
gain of $36.4 million, for which no tax expense was provided as it was incurred in the United States, and the
impact of a one-time tax benefit of $12.5 million related to a reversal of a valuation allowance in a European
subsidiary. Excluding these items, the effective tax rate in the first six months 0of 2007 approximated the U.S.
federal statutory income tax rate of 35% adjusted for income taxes on foreign eamnings, losses and remittances,
foreign valuation allowances, the U.S. valuation allowance, tax credits, income tax incentives and other
permanent items. Further, the Company’s current and future provision for income taxes is significantly
impacted by the recognition of valuation allowances in certain countries, particularly the United States. The
Company intends to maintain these allowances until it is more likely than not that the deferred tax assets will
be realized. The Company’s future income tax expense will include no tax benefit with respect to U.S. losses
and no tax expense with respect to U.S. income until the allowance is eliminated. Accordingly, income taxes
are impacted by the U.S. valuation allowance and the mix of earnings among jurisdictions. The provision for
income taxes in the first six months 0f 2006 includes a one-time tax benefit of $5.4 million resulting from a tax
audit resolution, court rulings in certain jurisdictions, the merger of two foreign entities and changes in tax
laws in certain jurisdictions. The provision was also impacted by gains on the sales of the Company’s interest
in two affiliates, for which no tax expense was recognized, and a portion of the Company’s restructuring and
impairment charges, for which no tax benefit was provided as the charges were incurred in certain countries for
which no tax benefit is likely to be realized due to a history of operating losses in those countries.

On January 1,2007, the Company adopted the provisions of Interpretation (“FIN”) No. 48, “Accounting for
Uncertainty in Income Taxes — an Interpretation of FASB Statement No. 109.” FIN 48 clarifies the accounting
for uncertainty in income taxes by establishing minimum standards for the recognition and measurement of tax
positions taken or expected to be taken in a tax return. Under the requirements of FIN 48, the Company must
review all of'its tax positions and make a determination as to whether its
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position is more-likely-than-not to be sustained upon examination by regulatory authorities. If a tax position
meets the more-likely-than-not standard, then the related tax benefit is measured based on a cumulative
probability analysis of the amount that is more-likely-than-not to be realized upon ultimate settlement or
disposition of the underlying issue.

The Company recognized the cumulative impact of adopting FIN 48 as a $4.5 million decrease to its liability
for unrecognized tax benefits with a corresponding decrease to the Company’s retained deficit balance as of
January 1,2007. As of January 1,2007, the Company’s gross unrecognized tax benefits were $148.6 million
(including interest and penalties), of which $114.9 million, if recognized, would affect the Company’s
effective tax rate. The gross unrecognized tax benefits differ from the amount that would affect the Company’s
effective tax rate due primarily to the impact of the valuation allowance.

The Company continues to recognize both interest and penalties with respect to unrecognized tax benefits as
income tax expense. As of January 1,2007, the Company had recorded reserves for the payment of interest and
penalties in the amount of $28.6 million. During the three and six months ended June 30,2007, the Company
recognized an increase in liability for gross interest and penalties of approximately $3.3 million and $7.7
million, respectively.

The Company operates in multiple jurisdictions throughout the world, and its tax returns are periodically
audited or subject to review by both domestic and foreign tax authorities. It is reasonably possible that as a
result of audit settlements, the conclusion of current examinations or the expiration of the statute of limitations
in several jurisdictions, the Company’s unrecognized tax benefits may significantly change during the next
twelve months. However, as a result of tax audits that are currently in process, at this time, it is not possible to
estimate the impact of the amount of such change, if any, on the total amount of unrecognized tax benefits. It is
not anticipated that any such change would have a material impact on our results of operations, financial
position or cash flows.

The Company considers its significant tax jurisdictions to include Canada, Germany, Hungary, Mexico,
Poland, Spain and the United States. The Company or its subsidiaries remain subject to income tax
examination in certain U.S. state and local jurisdictions for years after 1998, in Germany, Mexico and Poland
for years after 2000, in Spain for years after 2001 and in the U.S. federal jurisdiction, Canada and Hungary for
years after 2002.

(14) Net Income (Loss) Per Share

Basic net income (loss) per share is computed using the weighted average common shares outstanding during
the period. Diluted net income (loss) per share includes the dilutive effect of common stock equivalents using
the average share price during the period, as well as shares issuable upon conversion of the Company’s
outstanding zero-coupon convertible senior notes. A summary of shares outstanding is shown below:

Three Months Ended Six Months Ended
June 30, July 1, June 30, July 1,

2007 2006 2007 2006
Weighted average common shares
outstanding 76,681,355 67,336,528 76,546,667 67,276,760
Dilutive effect of common stock
equivalents 1,489,202 — 1,544,737 729,682
Diluted shares outstanding 78,170,557 67,336,528 78,091,404 68,006,442

The effect of certain common stock equivalents, including options, restricted stock units, performance units
and stock appreciation rights, were excluded from the computation of diluted shares outstanding for the three
and six months ended June 30,2007 and July 1, 2006, as inclusion would have resulted in antidilution. A
summary of these options and their exercise prices, as well as these restricted stock units, performance units and
stock appreciation rights, is shown below:

Three Months Ended Six Months Ended
June 30, July 1, June 30, July 1,
2007 2006 2007 2006
Options
Antidilutive options 1,691,705 2,886,405 1,691,705 2,680,130
Exercise price $37.00-$5533 $22.12-8§5533 $37.00-9$5533 $27.25-$5533
Restricted stock units — 2,065,355 — 536,630

Performance units — 216,448 — 46,348



Stock appreciation
rights 642,285 1,124,044 642,285 1,124,044

15




LEAR CORPORATION AND SUBSIDIARIES

NOTES TO THE CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(Continued)

(15) Comprehensive Income

Comprehensive income is defined as all changes in a Company’s net assets except changes resulting from
transactions with stockholders. It differs from net income (loss) in that certain items currently recorded in
equity are included in comprehensive income. A summary of comprehensive income is shown below (in
millions):

Three Months Ended Six Months Ended
June 30, July 1, June 30, July 1,
2007 2006 2007 2006
Net income (loss) $ 1236 $ (64) $ 1735 § 115
Other comprehensive income:
Derivative instruments and hedging activities 7.2 5.9) 22 (11.7)
Defined benefit plan adjustments 54 — 54 —
Foreign currency translation adjustment 2.2) 433 114 58.9
Other comprehensive income 10.4 374 19.0 472
Comprehensive income $ 1340 $ 310 $ 1925 § 587

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

The Company incurs pre-production engineering, research and development (“ER&D”) and tooling costs
related to the products produced for its customers under long-term supply agreements. The Company expenses
all pre-production ER&D costs for which reimbursement is not contractually guaranteed by the customer. In
addition, the Company expenses all pre-production tooling costs related to customer-owned tools for which
reimbursement is not contractually guaranteed by the customer or for which the customer has not provided a
non-cancelable right to use the tooling. During the first six months 0f2007 and 2006, the Company
capitalized $43.4 million and $59.8 million, respectively, of pre-production ER&D costs for which
reimbursement is contractually guaranteed by the customer. In addition, during the first six months of 2007
and 2006, the Company capitalized $80.8 million and $280.2 million, respectively, of pre-production tooling
costs related to customer-owned tools for which reimbursement is contractually guaranteed by the customer or
for which the customer has provided a non-cancelable right to use the tooling. These amounts are included in
other current and long-term assets in the condensed consolidated balance sheets. During the six months ended
June 30,2007 and July 1,2006, the Company collected $147.2 million and $408.3 million, respectively, of
cash related to ER&D and tooling costs.

During the first six months 0f2007, the Company did not capitalize any Company-owned tooling. During the
first six months 0f 2006, the Company capitalized $7.0 million of Company-owned tooling. These amounts are
included in property, plant and equipment, net in the condensed consolidated balance sheets.

The classification of recoverable customer engineering and tooling is shown below (in millions):

June 30, December 31,

2007 2006
Current $ 648 $ 877
Long-term 115.6 116.2
Recoverable customer engineering and tooling $180.4 $ 2039

Gains and losses related to ER&D and tooling projects are reviewed on an aggregated program basis. Net gains
on projects are deferred and recognized over the life of the long-term supply agreement. Net losses on projects
are recognized as costs are incurred.

(17) Legal and Other Contingencies

As of June 30,2007 and December 31,2006, the Company had recorded reserves for pending legal disputes,
including commercial disputes and other matters, of $33.2 million and $18.0 million, respectively. Such
reserves reflect amounts recognized in accordance with accounting principles generally accepted in the United
States and typically exclude the cost of legal representation. Product warranty liabilities are recorded
separately from legal liabilities, as described below.
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Commercial Disputes

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

On January 26,2004, the Company filed a patent infringement lawsuit against Johnson Controls Inc. and
Johnson Controls Interiors LLC (together, “JCI”) in the U.S. District Court for the Eastern District of Michigan
alleging that JCI’s garage door opener products infringed certain of the Company’s radio frequency transmitter
patents. JCI counterclaimed seeking a declaratory judgment that the subject patents are invalid and
unenforceable, and that JCI is not infringing these patents. JCI also has filed motions for summary judgment
asserting that its garage door opener products do not infringe the Company’s patents and that one of the
Company’s patents is invalid and unenforceable. The Company is pursuing its claims against JCI. A trial date
has not been scheduled.

After the Company filed its patent infringement action against JCI, affiliates of JCI sued one of the Company’s
vendors and certain of the vendor’s employees in Ottawa County, Michigan Circuit Court on July 8,2004,
alleging misappropriation of trade secrets and disclosure of confidential information. The suit alleges that the
defendants misappropriated and shared with the Company trade secrets involving JCI’s universal garage door
opener product. JCI seeks to enjoin the defendants from selling or attempting to sell a competing product, as
well as compensatory damages and attorney fees. The Company is not a defendant in this lawsuit; however, the
agreements between the Company and the defendants contain customary indemnification provisions. The
Company does not believe that its garage door opener product benefited from any allegedly misappropriated
trade secrets or technology. However, JCI has sought discovery of certain information which the Company
believes is confidential and proprietary, and the Company has intervened in the case as a non-party for the
limited purpose of protecting its rights with respect to JCI’s discovery efforts. The trial has been rescheduled to
November 2007.

On June 13,2005, The Chamberlain Group (“Chamberlain”) filed a lawsuit against the Company and Ford
Motor Company (“Ford”) in the Northern District of Illinois alleging patent infringement. Two counts were
asserted against the Company and Ford based upon two Chamberlain rolling-code garage door opener system
patents. Two additional counts were asserted against Ford only (not the Company) based upon different
Chamberlain patents. The Chamberlain lawsuit was filed in connection with the marketing ofthe Company’s
universal garage door opener system, which competes with a product offered by JCI. JCI obtained technology
from Chamberlain to operate its product. In October 2005, JCI joined the lawsuit as a plaintiff along with
Chamberlain. In October 2006, Ford was dismissed from the suit. JCI and Chamberlain have filed a motion fora
preliminary injunction, and on March 30, 2007, the Court issued a decision granting plaintiffs’ motion for a
preliminary injunction but did not enter an injunction at that time. In response, the Company filed a motion
seeking to stay the effectiveness of any injunction that may be entered and General Motors Corporation
(“GM”) moved to intervene. On April 25,2007, the court granted GM’s motion to intervene, entered a
preliminary injunction order that exempts the Company’s existing GM programs and denied the Company’s
motion to stay the effectiveness of the preliminary injunction order pending appeal. On April 27,2007, the
Company filed its notice of appeal from the granting of the preliminary injunction and the denial of'its motion
to stay its effectiveness. On May 7, 2007, the Company filed a motion for stay with the Federal Circuit Court of
Appeals, which the court denied on June 6,2007. The appeal is currently pending before the Federal Circuit
Court of Appeals. No trial date has been set by the district court.

Product Liability Matters

In the event that use of the Company’s products results in, or is alleged to result in, bodily injury and/or
property damage or other losses, the Company may be subject to product liability lawsuits and other claims. In
addition, the Company is a party to warranty-sharing and other agreements with its customers relating to its
products. These customers may pursue claims against the Company for contribution of all or a portion of the
amounts sought in connection with product liability and warranty claims. The Company can provide no
assurances that it will not experience material claims in the future or that it will not incur significant costs to
defend such claims. In addition, if any of the Company’s products are, or are alleged to be, defective, the
Company may be required or requested by its customers to participate in a recall or other corrective action
involving such products. Certain of the Company’s customers have asserted claims against the Company for
costs related to recalls or other corrective actions involving its products. In certain instances, the allegedly
defective products were supplied by tier Il suppliers against whom the Company has sought or will seek
contribution. The Company carries insurance for certain legal matters, including product liability claims, but
such coverage may be limited. The Company does not maintain insurance for product warranty or recall
matters.

17




LEAR CORPORATION AND SUBSIDIARIES

NOTES TO THE CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(Continued)

The Company records product warranty liabilities based on its individual customer agreements. Product
warranty liabilities are recorded for known warranty issues when amounts related to such issues are probable
and reasonably estimable. In certain product liability and warranty matters, the Company may seek recovery
from its suppliers that supply materials or services included within the Company’s products that are associated
with the related claims.

A summary of the changes in product warranty liabilities for the six months ended June 30,2007 is shown
below (in millions):

Balance as of January 1,2007 $ 409
Expense 4.7
Income related to favorable settlements 2.7)
Settlements (10.4)
Foreign currency translation and other 0.8)

Balance as of June 30,2007 $ 31.7

Environmental Matters

The Company is subject to local, state, federal and foreign laws, regulations and ordinances which govern
activities or operations that may have adverse environmental effects and which impose liability for clean-up
costs resulting from past spills, disposals or other releases of hazardous wastes and environmental compliance.
The Company’s policy is to comply with all applicable environmental laws and to maintain an environmental
management program based on ISO 14001 to ensure compliance. However, the Company currently is, has been
and in the future may become the subject of formal or informal enforcement actions or procedures.

The Company has been named as a potentially responsible party at several third-party landfill sites and is
engaged in the cleanup of hazardous waste at certain sites owned, leased or operated by the Company,
including several properties acquired in its 1999 acquisition of UT Automotive. Certain present and former
properties of UT Automotive are subject to environmental liabilities which may be significant. The Company
obtained agreements and indemnities with respect to certain environmental liabilities from UTC in connection
with its acquisition of UT Automotive. UTC manages and directly funds these environmental liabilities
pursuant to its agreements and indemnities with the Company.

As of June 30,2007 and December 31,2006, the Company had recorded reserves for environmental matters of
$2.8 million and $3.2 million, respectively. While the Company does not believe that the environmental
liabilities associated with its current and former properties will have a material adverse effect on its business,
consolidated financial position, results of operations or cash flows, no assurances can be given in this regard.

One of the Company’s subsidiaries and certain predecessor companies were named as defendants in an action
filed by three plaintiffs in August 2001 in the Circuit Court of Lowndes County, Mississippi, asserting claims
stemming from alleged environmental contamination caused by an automobile parts manufacturing plant
located in Columbus, Mississippi. The plant was acquired by the Company as part of its acquisition of UT
Automotive in May 1999 and sold almost immediately thereafter, in June 1999, to Johnson Electric Holdings
Limited (“Johnson Electric”). In December 2002, 61 additional cases were filed by approximately 1,000
plaintiffs in the same court against the Company and other defendants relating to similar claims. In September
2003, the Company was dismissed as a party to these cases. In the first half of 2004, the Company was named
again as a defendant in these same 61 additional cases and was also named in five new actions filed by
approximately 150 individual plaintiffs related to alleged environmental contamination from the same facility.
The plaintiffs in these actions are persons who allegedly were either residents and/or owned property near the
facility or worked at the facility. In November 2004, two additional lawsuits were filed by 28 plaintiffs
(individuals and organizations), alleging property damage as a result of the alleged contamination. Each of
these complaints seeks compensatory and punitive damages.

All of the plaintiffs subsequently dismissed their claims for health effects and personal injury damages and the
cases proceeded with approximately 280 plaintiffs alleging property damage claims only. In March 2005, the
venue for these lawsuits was transferred from Lowndes County, Mississippi, to Lafayette County, Mississippi.
In April 2005, certain plaintiffs filed an amended complaint alleging negligence, nuisance, intentional tort and
conspiracy claims and seeking compensatory and punitive damages.

In the first quarter of 2006, co-defendant UTC entered into a settlement agreement with the plaintiffs. During
the third quarter of 2006, the Company and co-defendant Johnson Electric entered into a settlement
memorandum with the plaintiffs’ counsel outlining the terms of a global settlement, including establishing the
requisite percentage of executed settlement agreements and releases that
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were required to be obtained from the individual plaintiffs for a final settlement to proceed. Since November
2006, the Company has reached a final settlement with respect to approximately 85% of the plaintiffs
involving aggregate payments of $875,000 and is in the process of attempting to resolve the remaining claims.

UTC, the former owner of UT Automotive, and Johnson Electric have each sought indemnification for losses
associated with the Mississippi claims from the Company under the respective acquisition agreements, and the
Company has claimed indemnification from them under the same agreements. In the first quarter of 2006, UTC
filed a lawsuit against the Company in the State of Connecticut Superior Court, District of Hartford, seeking
declaratory relief and indemnification from the Company for the settlement amount, attorney fees, costs and
expenses UTC paid in settling and defending the Columbus, Mississippi lawsuits. In the second quarter of
2006, the Company filed a motion to dismiss this matter and filed a separate action against UTC and Johnson
Electric in the State of Michigan, Circuit Court for the County of Oakland, seeking declaratory reliefand
indemnification from UTC or Johnson Electric for the settlement amount, attorney fees, costs and expenses the
Company has paid, or will pay, in settling and defending the Columbus, Mississippi lawsuits. During the
fourth quarter of 2006, UTC agreed to dismiss the lawsuit filed in the State of Connecticut Superior Court,
District of Hartford and agreed to proceed with the lawsuit filed in the State of Michigan, Circuit Court for the
County of Oakland. During the first quarter of 2007, Johnson Electric and UTC each filed counter-claims
against the Company seeking declaratory relief and indemnification from the Company for the settlement
amount, attorney fees, costs and expenses each has paid or will pay in settling and defending the Columbus,
Mississippi lawsuits. All three of the parties to this action have filed motions for summary judgment. On June
14,2007, UTC’s motion for summary disposition was granted holding that the Company is obligated to
indemnify UTC with respect to the Mississippi lawsuits. Judgment for UTC was entered on July 18,2007, in
the amount of $2.8 million plus interest. The full amount of the judgment has been recorded in the Company’s
condensed consolidated financial statements for the three and six months ended June 30,2007. The Company
and Johnson Electric’s motions for summary disposition remain pending and discovery is ongoing. A trial date
has been scheduled in November 2007. The Company intends to vigorously pursue its claims against UTC and
Johnson Electric and believes that it is entitled to indemnification from either UTC or Johnson Electric for its
losses. However, the ultimate outcome of these matters is unknown.

Other Matters

In January 2004, the Securities and Exchange Commission (the “SEC”) commenced an informal inquiry into
the Company’s September 2002 amendment of its 2001 Form 10-K. The amendment was filed to report the
Company’s employment of relatives of certain of its directors and officers and certain related party
transactions. The SEC’s inquiry does not relate to the Company’s consolidated financial statements. In
February 2005, the staff of the SEC informed the Company that it proposed to recommend to the SEC that it
issue an administrative “cease and desist” order as a result of the Company’s failure to disclose the related
party transactions in question prior to the amendment of its 2001 Form 10-K. The Company expects to consent
to the entry of the order as part of a settlement of this matter.

In April 2006, a former employee of the Company filed a purported class action lawsuit in the U.S. District
Court for the Eastern District of Michigan against the Company, members of its Board of Directors, members of
its Employee Benefits Committee (the “EBC”) and certain members of its human resources personnel alleging
violations of the Employment Retirement Income Security Act (‘ERISA”) with respect to the Company’s
retirement savings plans for salaried and hourly employees. In the second quarter of 2006, the Company was
served with three additional purported class action ERISA lawsuits, each of which contained similar
allegations against the Company, members of its Board of Directors, members of its EBC and certain members
of its senior management and its human resources personnel. At the end of the second quarter 02006, the court
entered an order consolidating these four lawsuits as In re: Lear Corp. ERISA Litigation. During the third
quarter of 2006, plaintiffs filed their consolidated complaint, which alleges breaches of fiduciary duties
substantially similar to those alleged in the four individually filed lawsuits. The consolidated complaint
continues to name certain current and former members of the Board of Directors and the EBC and certain
members of senior management and adds certain other current and former members of the EBC. The
consolidated complaint generally alleges that the defendants breached their fiduciary duties to plan
participants in connection with the administration of the Company’s retirement savings plans for salaried and
hourly employees. The fiduciary duty claims are largely based on allegations of breaches of the fiduciary
duties of prudence and loyalty and of over-concentration of plan assets in the Company’s common stock. The
plaintiffs purport to bring these claims on behalf of the plans and all persons who were participants in or
beneficiaries of the plans from October 21,2004, to the present and seek to 