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Item 1: Financial Statements

Current assets:

Cash and cash equivalents
Accounts receivable, net
Inventories

Prepaid expenses and other current assets

Total current assets

Long-term assets:
Property, plant and equipment
Less accumulated depreciation

Net property, plant and equipment
Deferred income taxes

Goodwill, net

Other intangibles, net

Other assets
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PART 1. FINANCIAL INFORMATION

Technitrol, Inc. and Subsidiaries
Consolidated Balance Sheets

In thousands

Assets

Liabilities and Shareholders’ Equity

Current liabilities:
Current installments of long-term debt
Accounts payable

Accrued expenses and other current liabilities

Total current liabilities

Long-term liabilities:

Long-term debt, excluding current installments

Deferred income taxes
Other long-term liabilities

Minority interest

September 26, December 28,
2008 2007
(unaudited)
$ 41,333 $ 116,289
187,369 164,859
151,873 122,115
52,574 24,864
433,149 428,127
350,959 261,171
174,095 163,404
176,864 97,767
27,997 22,753
513,571 224,656
25,930 34,794
13,651 13,256
$ 1,191,162 $ 821,353
$ 14,972 $ =
109,782 104,214
113,656 92,096
238,410 196,310
341,500 10,467
11,215 12,528
32,285 31,022
10,546 9,947
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Shareholders’ equity:

Common stock and additional paid-in capital 224,647 222,593
Retained earnings 297,863 289,048
Other comprehensive income 34,696 49,438
Total shareholders’ equity 557,206 561,079

$ 1,191,162 $ 821,353

See accompanying Notes to Unaudited Consolidated Financial Statements.



Net sales
Cost of sales

Gross profit

Selling, general and
administrative expenses
Severance, impairment and
other associated costs

Operating profit

Other expense:
Interest expense, net

Other (expense) income, net

Total other expense

Earnings from continuing
operations before income
taxes and minority interest

Income taxes

Minority interest

Net earnings from continuing
operations

Loss from discontinued
operation, net of income taxes

Net earnings

Basic and diluted net earnings
per share from continuing
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Technitrol, Inc. and Subsidiaries
Consolidated Statements of Operations

(Unaudited)
In thousands, except per share data

Three Months Ended Nine Months Ended
September 26, September 28, September 26, September 28,
2008 2007 2008 2007
$ 293,198 $ 257,093 $ 884,364 $ 770,037
230,620 196,708 703,851 597,630
62,578 60,385 180,513 172,407
44,827 35,668 136,231 106,142
4,860 1,858 9,497 13,081
12,891 22,859 34,785 53,184
(4,583) (638) (11,627) (2,876)
(1,899) 912) 19 357
(6,482) (1,550) (11,608) (2,519)
6,409 21,309 23,177 50,665
539 2,055 1,933 5,473
(204) (69) (598) (354)
5,666 19,185 20,646 44,838
(315) — (1,082)
$ 5351 $ 19,185 $ 19,564 $ 44,838
$ 0.14 $ 0.47 $ 0.51 $ 1.10
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operations

Basic and diluted net loss per
share from discontinued
operation (0.01) — (0.03)

Basic and diluted net earnings
per share $ 0.13 $ 0.47 $ 0.48

See accompanying Notes to Unaudited Consolidated Financial Statements.
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Technitrol, Inc. and Subsidiaries
Consolidated Statements of Cash Flows

(Unaudited)
In thousands

Cash flows from operating activities - continuing operations:

Net earnings

Adjustments to reconcile net earnings to net cash provided by operating
activities:

Loss from discontinued operation, net of taxes

Depreciation and amortization

Forward contract settlements

Stock incentive plan expense

Minority interest in net earnings of consolidated subsidiary

Changes in assets and liabilities, net of effect of acquisitions:

Accounts receivable

Inventories

Prepaid expenses and other current assets

Accounts payable and accrued expenses

Severance, impairment and other associated costs, net of cash payments
Other, net

Net cash provided by operating activities

Cash flows from investing activities - continuing operations:
Acquisitions, net of cash acquired of $6,556

Forward contract settlements

Capital expenditures

Purchases of grantor trust investments available for sale
Proceeds from sale of property, plant and equipment
Foreign currency impact on intercompany lending

Net cash used in investing activities

Cash flows from financing activities - continuing operations:
Long-term borrowings

Principal payments of long-term debt

Dividends paid

Exercise of stock options

Nine Months Ended
September 26, September 28,
2008 2007
$ 19,564 44,838
1,082 —
37,146 24,755
6,959 —
2,310 2,820
598 354
5,006 (9,563)
(3,915) (6,752)
(5,594 815
(14,941) 429
(696) 7,977
(285) (3,072)
47,234 62,601
(425,999) —
(6,959) —
(23,634) (14,875)
(368) —
6,620 7,300
(8,039) (249)
(458,379) (7,824)
414,000 —
(67,943) (36,668)
(10,741) (10,716)
52 643
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Net cash provided by (used in) financing activities 335,368 (46,741)

Net effect of exchange rate changes on cash 8,165 4,364

Cash flows used in discontinued operation:

Net cash used in operating activities (5,627) —
Net cash used in investing activities (1,717) —
Net decrease in cash and cash equivalents from discontinued operation (7,344) —
Net (decrease) increase in cash and cash equivalents (74,956) 12,400
Cash and cash equivalents at beginning of period 116,289 87,195
Cash and cash equivalents at end of period $ 41,333 $ 99,595

See accompanying Notes to Unaudited Consolidated Financial Statements.



Balance at December 28, 2007
Stock options, awards and related
compensation

Dividends declared ($0.2625 per
share)

Net earnings

Currency translation adjustments
Unrealized holding losses on
securities

Comprehensive income

Balance at September 26, 2008
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Technitrol, Inc. and Subsidiaries
Consolidated Statements of Changes in Shareholders’ Equity

Nine Months Ended September 26, 2008

(Unaudited)
In thousands, except per share data

Common stock and

aid-in capital Accumulated
P P other
Retained comprehensive Comprehensive
Shares Amount earnings income income
40,901 $ 222,593 $ 289,048 $ 49,438
97 2,054 — —
— —  (10,749) —
— — 19,564 — $ 19,564
— — — (13,933) (13,933)
— — — (809) (809)
$ 4822
40,998 $ 224,647 $ 297,863 $ 34,696

See accompanying Notes to Unaudited Consolidated Financial Statements.
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Technitrol, Inc. and Subsidiaries
Notes to Unaudited Consolidated Financial Statements

€8 Accounting policies

For a complete description of the accounting policies of Technitrol, Inc. and its consolidated subsidiaries, refer to Note 1 of Notes to
Consolidated Financial Statements included in Technitrol Inc.’s Form 10-K filed for the year ended December 28, 2007. We sometimes refer to
Technitrol, Inc. as “we” or “our”. We refer to Pulse as the Electronics Components Group or “Electronics” and AMI Doduco as the Electrical Contact
Products Group or “Electrical.”

The results for the nine months ended September 26, 2008 and September 28, 2007 have been prepared by our management without
audit by our independent registered public accountants. In the opinion of management, the consolidated financial statements fairly present in all
material respects, the financial position, results of operations and cash flows for the periods presented. To the best of our knowledge and belief,
all adjustments have been made to properly reflect income and expenses attributable to the periods presented. Except for severance, impairment
and other associated costs, all such adjustments are of a normal recurring nature. Operating results for the nine months ended September 26,
2008 are not necessarily indicative of annual results.

Reclassifications

During the three months ended September 26, 2008, our board of directors approved a plan to divest Electronics’ non-core
microelectromechanical systems microphone business, which we refer to as MEMS. We have reclassified year-to-date 2008 information to
reflect MEMS as a discontinued operation. Refer to Note 9 “Discontinued operation” for further information.

New Accounting Pronouncements

In April 2008, the Financial Accounting Standards Board (“FASB”) issued FASB Staff Position (“FSP”) No. 142-3, Determination of the
Useful Life of Intangible Assets (“FSP 142-3). FSP 142-3 amends the factors an entity should consider in developing renewal or extension
assumptions used in determining the useful life of recognized intangible assets under FASB Statement No. 142, Goodwill and Other Intangible
Assets (“SFAS 142”). FSP 142-3 applies prospectively to intangible assets that are acquired individually or with a group of other assets in business
combinations and asset acquisitions, and is effective for financial statements issued for fiscal years and interim periods beginning after
December 15, 2008. Early adoption of this statement is prohibited. We are currently evaluating the effect that FSP 142-3 will have on our
consolidated financial statements.

In March 2008, FASB issued Statement No. 161, Disclosures about Derivative Instruments and Hedging Activities (“SFAS 1617).
SFAS 161 applies to the disclosure requirements for all derivative instruments and hedged items accounted for under Statement No. 133,
Accounting for Derivative Instruments and Hedging Activities (“SFAS 133”)and its related interpretations. This statement amends and expands the
disclosure requirements of SFAS 133, requiring qualitative disclosures about objectives and strategies for using derivatives, quantitative
disclosures about fair value amounts and gains and losses on derivative instruments, and disclosures about the credit risk related contingent
features in derivative agreements. We are required to adopt this statement starting in 2009. We are currently evaluating the effect that this
statement will have on the disclosures in our consolidated financial statements.

In December 2007, FASB issued Statement No. 160, Noncontrolling Interests in Consolidated Financial Statements, an amendment of
ARB No. 51 (“SFAS 1607). This statement will change the accounting and reporting for minority interests, which will be recharacterized as
noncontrolling interests and classified as a component of equity. This statement is effective for fiscal years beginning after

10
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Technitrol, Inc. and Subsidiaries
Notes to Unaudited Consolidated Financial Statements, continued

€8 Accounting policies, continued

December 15, 2008. We are currently evaluating the effect that SFAS 160 will have on our consolidated financial statements.

In December 2007, FASB issued Statement No. 141 (revised 2007), Business Combinations (“SFAS 141R”). This statement will change
the accounting for business combinations in a number of areas including the treatment of contingent consideration, contingencies, acquisition
costs, in-process research and development costs and restructuring costs. In addition, SFAS 141R changes the measurement period for deferred
tax asset valuation allowances and acquired income tax uncertainties in a business combination. This statement is effective for fiscal years
beginning after December 15, 2008. We are currently evaluating the effect that SFAS 141R will have on our consolidated financial statements.

Recently Adopted Accounting Pronouncements

In October 2008, FASB issued FSP 157-3, Determining Fair Value of a Financial Asset in a Market That Is Not Active (“FSP 157-37).
FSP 157-3 clarifies the application of FASB Statement No. 157, Fair Value Measurements (“SFAS 157”) by demonstrating how the fair value of a
financial asset is determined when the market for that financial asset is inactive. FSP 157-3 was effective upon issuance, including prior periods
for which financial statements had not been issued. We adopted this statement during the third fiscal quarter of 2008, and this adoption has no
impact on our financial statements.

In February 2007, FASB issued Statement No. 159, The Fair Value Option for Financial Assets and Financial Liabilities (“SFAS 159”).
This statement provides the option to report certain financial assets and liabilities at fair value, with the intent to mitigate volatility in financial
reporting that can occur when related assets and liabilities are recorded on different bases. We adopted this statement on December 29, 2007,
and this adoption had no impact on our financial statements.

In September 2006, FASB issued Statement No. 157, SFAS 157, which defines fair value, establishes a framework for measuring fair
value under US GAAP and enhances disclosures about fair value measurements. In February 2008, FASB issued FASB Staff Position No. FAS
157-2, Effective Date of FASB Statement No. 157 (“FSP 157-2”), which deferred the effective date of SFAS 157 for one year for non-financial
assets and liabilities, except on items that are already recognized or disclosed at fair value in the financial statements on a recurring basis. We
adopted SFAS 157 for our financial assets and liabilities as of December 29, 2007. Except for new disclosures, there was no impact to our
consolidated financial statements upon adoption of SFAS 157. The fair values of our grantor trust investments are based on Level 1 inputs and
the fair values of our foreign exchange forward contracts are based on Level 2 inputs, as defined in SFAS 157. We are currently evaluating the
impact that SFAS 157 will have on our non-financial assets and liabilities that are not required or permitted to be measured at fair value on a
recurring basis. See Note 12 for detail regarding the adoption of this standard.

2) Acquisitions

Sonion A/S: On February 28, 2008, we acquired all of the capital stock of Sonion A/S (“Sonion”), headquartered in Roskilde, Denmark
with manufacturing facilities in Denmark, Poland, China and Vietnam. The results of Sonion’s operations have been included in the consolidated
financial statements since February 29, 2008. Sonion produces microacoustic transducers and micromechanical components used in hearing
instruments, medical devices and mobile communications devices. Our total investment was $426.0 million, which included $243.3 million, net
of cash acquired of $6.6 million, for the outstanding capital stock, $177.8 million of acquired debt which was repaid concurrent with the
acquisition and $4.9 million of

11
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Technitrol, Inc. and Subsidiaries
Notes to Unaudited Consolidated Financial Statements, continued

2) Acquisitions, continued

costs directly associated with the acquisition. We financed the acquisition with proceeds from a new multi-currency credit facility and with cash
on hand. The preliminary fair value of the net tangible assets acquired, excluding the assumed debt, approximated $128.7 million. We are
evaluating the fair value of acquired assets and liabilities of Sonion, which includes obtaining third-party valuations of the property, plant and
equipment and intangible assets. Therefore, the allocation of the purchase price is preliminary and subject to adjustment. The excess purchase
price has been recorded as goodwill on the consolidated balance sheet until the valuation is completed. However, we recorded an estimate of
intangible amortization expense on the unallocated premium in the nine months ended September 26, 2008. Also, we have not adjusted our
deferred tax asset or liability balances to reflect the purchase price allocation as of September 26, 2008. For goodwill impairment testing
purposes, Sonion’s mobile communications group will be included in Electronics’ wireless communications group and Sonion’s medical
technology group will be treated as a separate reporting unit.

The following table summarizes the preliminary fair values of the assets acquired and liabilities assumed at the date of acquisition (in
millions):

Current assets $ 786
Property, plant &

equipment 102.3
Goodwill (unallocated

premium) 299.0
Other assets 4.9
Total assets acquired 484.8
Current liabilities 57.1
Debt assumed in

acquisition 177.8
Total liabilities assumed 234.9
Net assets acquired $249.9

Had the acquisition of Sonion occurred on December 30, 2006, unaudited pro forma results would have been as follows (in millions,
except per share amounts):

Nine Months Ended

September 26, September 28,

2008 2007

Net sales $ 9168 $ 8854

Net earnings from continuing operations $ 19.7 $ 36.8
Net earnings from continuing operations per common share:

Basic $ 048 $ 091

Diluted $ 0.48 $ 0.90

The pro forma results reflect adjustments for the increased intangible amortization, interest expense and other ongoing charges
attributable to the acquisition. Additionally, the pro forma results have been adjusted to reflect MEMS as a discontinued operation. The pro
forma results have been prepared for illustrative purposes only and do not include the realization of cost savings from operational efficiencies,

12
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revenue synergies or changes in operating strategies expected to result from the acquisition. Therefore, the pro forma financial information is not
necessarily indicative of the operating results that would have been achieved had the acquisition been effected on December 30, 2006 and should
not be construed as a representation of future operating results.

13
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Technitrol, Inc. and Subsidiaries
Notes to Unaudited Consolidated Financial Statements, continued

3) Inventories

Inventories consisted of the following (in thousands):

September December

26, 28,

2008 2007

Finished goods $ 47,726 $ 48,940
Work in process 36,108 27,748
Raw materials and supplies 68,039 45,427
$151,873 $122,115

(@] Goodwill and other intangibles. net

The changes in the carrying amounts of goodwill for the nine months ended September 26, 2008 were as follows (in thousands):

Balance at December 28, 2007 $224.656

Goodwill and unallocated premium acquired during the

period 299,042
Purchase price allocations and other adjustments 2,405
Currency translation adjustments (12,532)
Balance at September 26, 2008 $513,571

Our goodwill and other intangibles relate to our Electronics segment.

Other intangible assets were as follows (in thousands):

September 26, December 28,
2008 2007

Intangible assets subject to amortization (definite lives):
Technology $ 11,625 $ 11,655
Customer relationships 31,974 32,162
Tradename/trademark 424 427
Other 2,402 2,402
Total $ 46,425 $ 46,646
Accumulated amortization:
Technology $ (11,115) $ (8,516)

Customer relationships (14,657) (8,798)
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Tradename/trademark
Other
Total

Net tangible assets subject to amortization

Intangible assets not subject to amortization (indefinite lives):

Tradename

Other intangibles, net

$

$

$

$

(424)
(957)

(27,153)

19,272

6,658

25,930

(427)
(769)

(18,510)

28,136

6,658

34,794

Amortization expense was $8.5 million and $3.9 million for the nine months ended September 26, 2008 and September 28, 2007,

respectively.

10
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Technitrol, Inc. and Subsidiaries
Notes to Unaudited Consolidated Financial Statements, continued

4) Goodwill and other intangibles. net, continued
Including an estimate for amortization of intangible assets acquired in the Sonion acquisition, estimated annual amortization expense for

each of the next five years is as follows (in thousands):

Year Ending
2009 $ 11,948
2010 $ 11,589
2011 $ 10,034
2012 $ 9,928
2013 $ 9,928

(®)] Income taxes

At September 26, 2008, we have approximately $22.7 million of unrecognized tax benefits, $20.1 million of which are classified as other
long-term liabilities and are not expected to be realized within the next twelve months. These tax benefits would affect our effective tax rate, if
recognized. For the nine months ended September 26, 2008, we have recognized approximately $3.8 million of tax benefits due to the expiration
of statutes of limitations, of which approximately $2.7 million impacted our effective tax rate.

Our practice is to recognize interest and penalties, if any, related to income tax matters as income tax expense. As of September 26, 2008,
we have $0.8 million accrued for interest and/or penalties related to uncertain income tax positions.

We are subject to U.S. federal income tax as well as income tax in multiple state and non-U.S. jurisdictions. Federal and state income tax
returns for all years after 2004 are subject to future examination by the respective tax authorities. With respect to material non-U.S. jurisdictions
where we operate, we have open tax years ranging from 2 to 10 years.

(6) Defined benefit plans
During the nine months ended September 26, 2008, we contributed less than $0.1 million to our principal defined benefit plans and we

expect to contribute approximately $0.3 million for the full fiscal year of 2008. Our net periodic expense was approximately $0.3 million in the
three months ended September 26, 2008 and September 28, 2007 and $0.8 million and $1.0 million in the nine months ended September 26,
2008 and September 28, 2007, respectively. Our net periodic pension expense is expected to be approximately $1.0 million in fiscal 2008.

™ Debt

We entered into a credit agreement on February 28, 2008 providing for a $200.0 million senior term loan facility and a $300.0 million
senior revolving credit facility. The senior revolving credit facility consists of an aggregate U.S. dollar-equivalent revolving line of credit in the
principal amount of up to $300.0 million, and provides for borrowings in U.S. dollars, euros and yen, including individual sub-limits of:

- a multicurrency facility providing for the issuance of letters of credit in an aggregate amount not to exceed the U.S. dollar
equivalent of $25.0 million; and

- a Singapore sub-facility not to exceed the U.S. dollar equivalent of $50.0 million.
11
L]
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Technitrol, Inc. and Subsidiaries
Notes to Unaudited Consolidated Financial Statements, continued

@) Debt, continued
The credit agreement permits us to request one or more increases in the total commitment not to exceed $100.0 million, provided the
minimum increase is $25.0 million, subject to bank approval.

The total amount outstanding under the revolving credit facility may not exceed $300.0 million, provided we do not request an increase in
total commitment as noted above.

Outstanding borrowings are subject to two financial covenants, which are both computed on a rolling twelve-month basis as of the most
recent quarter-end. The first is maximum debt outstanding amounting to three and one-half times our earnings before interest, taxes, depreciation
and amortization (“EBITDA”), as defined by the credit agreement. In each of the next two years, our maximum debt outstanding limit will
decrease by one quarter percent times EBITDA, with the final covenant being three times EBITDA. The second financial covenant is maximum
fixed charges, including principal payments of debt, accrued interest expense and income tax payments, amounting to one and one-half times our
EBITDA, as defined by the credit agreement. In 2012, our maximum fixed charges requirement will decrease by one quarter percent amounting
to one and one-quarter percent times EBITDA. The credit agreement also contains covenants specifying capital expenditure limitations and other
customary and normal provisions. We are in compliance with these covenants as of September 26, 2008.

We pay a commitment fee on the unborrowed portion of the commitment, which ranges from 0.20% to 0.30% of the total commitment,
depending on our debt-to-EBITDA ratio. The interest rate for each currency’s borrowing is a combination of the base rate for that currency plus a
credit margin spread. The base rate is different for each currency. The credit margin spread is the same for each currency and is 0.875% to
1.50%, depending on our debt-to-EBITDA ratio, as defined in the credit agreement. The weighted-average interest rate, including the credit
margin spread, was 3.97% as of September 26, 2008. Multiple subsidiaries, both domestic and international, have guaranteed the obligations
incurred under the credit facility.

As of September 26, 2008, we had outstanding borrowings of $200.0 million under the senior term loan facility and $149.0 million under
the five-year revolving credit agreement, primarily to fund the Sonion acquisition in February 2008. Our total credit available under the credit
agreement, including standby letters of credit, was approximately $150.0 million at September 26, 2008.

We had four standby letters of credit outstanding at September 26, 2008 in the aggregate amount of $1.0 million securing transactions
entered into in the ordinary course of business.

We also have an unsecured term loan agreement in Germany for the borrowing of approximately 5.1 million euros, or approximately $7.5
million, outstanding which is due in August 2009.

8) Accounting for stock-based compensation
We sponsor a restricted stock plan and a stock option plan which are both subject to the provisions of FASB Statement No. 123(R),

Share-Based Payments (“SFAS 123R”).

12
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Technitrol, Inc. and Subsidiaries
Notes to Unaudited Consolidated Financial Statements, continued

8) Accounting for stock-based compensation, continued
The following table presents the amount of stock-based compensation expense included in the Consolidated Statements of Operations

during the three and nine months ended September 26, 2008 and September 28, 2007 (in thousands):

Three Months Ended Nine Months Ended
September 26, September 28, September 26, September 28,
2008 2007 2008 2007
Restricted stock $ 835 $ 746 $ 2,160 $ 2,421
Stock options 50 133 150 399
Total stock-based compensation included in
selling, general and administrative expenses 885 879 2,310 2,820
Income tax benefit (275) (296) (704) (949)
Total after-tax stock-based compensation expense $ 610 $ 583 $ 1,606 $ 1,871

Restricted Stock: The value of restricted stock issued is based on the market price of the stock at the award date. Shares are held by us until the
continued employment requirement has been attained. The market value of the shares at the date of grant is charged to expense on a straight-line
basis over the vesting period. Cash awards, which are intended to assist recipients with their resulting personal tax liability, are based on the
market value of the shares and are expensed over the vesting period. The expense related to the cash award is fixed and is based on the value of
the awarded stock on the grant date if the recipient makes an election under Section 83(b) of the Internal Revenue Code. If the recipient does not
make an election under Section 83(b), the cash award will fluctuate based on the current market value of the shares subject to limitation as set
forth in our restricted stock plan.

A summary of the restricted stock activity is as follows (in thousands, except per share data):
Weighted

Average Stock
Grant Price

Shares (Per Share)
Nonvested at December 28, 2007 219 $ 22.85
Granted 89 % 23.68
Vested 80) $ 18.72
Forfeited 6 $ 20.95
Nonvested at September 26, 2008 222 $ 24.59

As of September 26, 2008, there was approximately $2.9 million of total unrecognized compensation cost related to restricted stock
grants. This unrecognized compensation cost is expected to be recognized over a weighted-average period of approximately 1.9 years.

Stock Options: Stock options were granted at no cost to the employee and were not granted at a price lower than the fair market value at date of
grant. These options expire seven years from the date of grant and vest equally over four years. There have been no options granted since 2004.
We value our stock options according to the fair value method using the Black-Scholes option-pricing model.

13
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Technitrol, Inc. and Subsidiaries
Notes to Unaudited Consolidated Financial Statements, continued

8) Accounting for stock-based compensation, continued
A summary of the stock options activity is as follows (in thousands, except per share data):

Weighted
Average
Option Grant Aggregate
Price Intrinsic
Shares (Per Share) Value
Outstanding as of December 28, 2007 187 % 18.96
Granted — —
Exercised 3 $ 18.83
Forfeited/expired 54) $ 21.08
Outstanding as of September 26, 2008 130 $ 18.09 —

Exercisable at September 26, 2008 — — —

As of September 26, 2008, all compensation cost related to our outstanding option grants has been recognized. During the nine months
ended September 26, 2008, cash received from stock options exercised was less than $0.1 million. The total intrinsic value of stock options
exercised was less than $0.1 million for the nine months ended September 26, 2008 and $0.3 million for the nine months ended September 28,
2007. SFAS 123R requires that tax benefits from deductions in excess of the compensation cost of stock options exercised be classified as a cash
inflow from financing. However, there was no effect on the current year statement of cash flows due to the minimal amount of stock options
exercised during the nine months ended September 26, 2008. No amounts of stock-based compensation cost have been capitalized into inventory
or other assets during the nine months ended September 26, 2008.

©)] Discontinued Operation
During the three months ended September 26, 2008, our board of directors approved a plan to divest Electronics’ non-core MEMS business

located in Denmark and Vietnam. The transaction is expected to be completed no later than the third fiscal quarter of 2009. We have reflected
the results of MEMS as a discontinued operation on the consolidated statements of operations for all periods presented. A summary of MEMS’
results of operations are as follows (in thousands):

Three Months Ended Nine Months Ended
September 26, September 28, September 26, September 28,
2008 2007 2008 2007
Net sales $ 2,857 $ — $ 6,039 $ —
Loss before income tax (425) — (1,462) —

MEMS was acquired with Sonion. In conjunction with our purchase price allocation for Sonion, we are also in the process of evaluating
the fair value of acquired assets and liabilities of MEMS, which includes obtaining third-party valuations of their property, plant and equipment.
The assets and liabilities of MEMS are considered held for sale and are included in current assets and current liabilities, respectively, on the
consolidated balance sheet as of September 26, 2008. These values are preliminary and subject to adjustment.
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Technitrol, Inc. and Subsidiaries
Notes to Unaudited Consolidated Financial Statements, continued

(10) Earnings per share
Basic earnings per share are calculated by dividing net earnings by the weighted average number of common shares outstanding

(excluding restricted shares) during the period. For calculating diluted earnings per share, common share equivalents are added to the weighted
average number of common shares outstanding. Common share equivalents are computed based on the number of outstanding options to
purchase common stock and restricted shares as calculated using the treasury stock method. However, in periods when we have a net loss or the
exercise price of granted stock options are greater than the actual stock price as of the end of the period, those common share equivalents are
excluded from the calculation of diluted earnings per share. For the three months ended September 26, 2008 and September 28, 2007, there were
approximately 52,000 and 185,000 common share equivalents, respectively. For the nine months ended September 26, 2008 and September 28,
2007 there were approximately 92,000 and 173,000 common share equivalents, respectively. There were approximately 130,000 and
208,000stock options outstanding as of September 26, 2008 and September 28, 2007, respectively. Unvested restricted shares outstanding were
approximately 222,000 and 219,000 as of September 26, 2008 and September 28, 2007, respectively.

Earnings per share calculations are as follows (in thousands, except per share amounts):

Three Months Ended Nine Months Ended
September 26, September 28, September 26, September 28,
2008 2007 2008 2007

Net earnings from continuing operations $ 5,666 $ 19,185 $ 20,646 $ 44,838
Net loss from discontinued operation (315) — (1,082) —
Net earnings $ 5,351 $ 19,185 $ 19,564 $ 44838
Basic earnings (loss) per share:
Shares 40,774 40,653 40,734 40,587
Continuing operations $ 0.14 $ 0.47 $ 0.51 $ 1.10
Discontinued operation 0.01) — (0.03) —
Per share amount $ 0.13 $ 0.47 $ 0.48 $ 1.10
Diluted earnings (loss) per share:
Shares 40,826 40,838 40,826 40,760
Continuing operations $ 0.14 $ 0.47 $ 0.51 $ 1.10
Discontinued operation (0.01) — (0.03) —
Per share amount $ 0.13 $ 0.47 $ 0.48 $ 1.10

(11) Severance. impairment and other associated costs
In the nine months ended September 26, 2008, we accrued $5.9 million for a number of cost reduction actions primarily at Electronics.

These accruals include severance and related payments resulting from the termination of manufacturing and support personnel primarily in Asia
and other costs resulting from the transfer of manufacturing operations from Europe and North Africa to Asia. The majority of these accruals are
expected to be paid by December 26, 2008. Additionally, during the three months ended September 26, 2008, we recorded a fixed asset
impairment of $3.6 million at Electronics.

20



Edgar Filing: TECHNITROL INC - Form 10-Q

15

21



Edgar Filing: TECHNITROL INC - Form 10-Q

Technitrol, Inc. and Subsidiaries
Notes to Unaudited Consolidated Financial Statements, continued

(11) Severance. impairment and other associated costs, continued
The change in our accrual related to severance and other associated costs is summarized on a year-to-date basis for 2008 as follows (in

millions):

Electrical Electronics Total
Balance accrued at December 28, 2007 $ o0l $ 1038 $ 109
Expensed during the nine months ended September 26, 2008 0.2 9.3 9.5
Severance and other cash payments 0.2) (10.0) (10.2)
Non-cash charges 0.1) 3.8) 3.9)
Estimated acquisition accruals — 15.2 15.2
Balance accrued at September 26, 2008 $ 00 $ 215 $ 215

(12) Financial instruments

We utilize derivative financial instruments, primarily forward exchange contracts, to manage foreign currency risk. While these hedging
instruments are subject to fluctuations in value, such fluctuations are generally offset by the value of the underlying exposure being hedged.
During 2008, we utilized two forward contracts in order to hedge our purchase price and the related debt of Sonion. Each of these forward
contracts were settled on the Sonion acquisition date, resulting in a $6.0 million net foreign exchange gain. During the nine months ended
September 26, 2008, we also utilized forward contracts to sell forward Danish krone to receive Polish zloty, to sell forward U.S. dollar to receive
Danish krone and to sell forward euro to receive Chinese renminbi. These contracts are used to mitigate the risk of currency fluctuations at our
Polish, Danish and Chinese operations. At September 26, 2008, we had twelve foreign exchange forward contracts outstanding to sell forward
approximately $12.0 million U.S. dollars to receive Danish krone and eight foreign exchange forward contracts outstanding to sell forward
approximately 8.0 million euro, or approximately $11.7 million, to receive Chinese renminbi. These forward contracts were entered into on
September 26, 2008, the last day of our fiscal quarter.

We adopted SFAS 157 for our financial assets and liabilities as of December 29, 2007. SFAS 157 defines fair value, establishes a
framework for measuring fair value under GAAP and enhances disclosures about fair value measurements. Other than new disclosure, there was
no impact to our consolidated financial statements upon adoption of SFAS 157. In accordance with SFAS 157, we have categorized our financial
assets and liabilities into a three-level fair value hierarchy based on inputs used for valuation. All recurring financial assets and liabilities
recorded on our consolidated balance sheet are categorized using the following three-level fair value hierarchy:

Level 1 — Financial assets and liabilities whose values are based on quoted prices for identical assets or liabilities in an active public
market.

Level 2 — Financial assets and liabilities whose values are based on quoted prices in markets that are not active or a valuation using
model inputs that are observable for substantially the full term of the asset or liability.

Level 3 — Financial assets and liabilities whose values are based on prices or valuation techniques that require inputs that are both
unobservable and significant to the overall fair value measurement. These inputs reflect management’s assumptions when pricing the
asset or liability.
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Technitrol, Inc. and Subsidiaries
Notes to Unaudited Consolidated Financial Statements, continued

(12) Financial instruments, continued
The following table presents our fair value hierarchy for those financial assets and liabilities measured at fair value on a recurring basis in
our consolidated balance sheets as of September 26, 2008 (in millions):

Quoted Prices Significant

In Active Other Significant

Markets for Observable Unobservable

September 26, Identical Assets Inputs Inputs

2008 (Level 1) (Level 2) (Level 3)

Assets

Auvailable-for-sale securities (1) $ 7.8 $ 78 $ — $ —
Other (2) 0.1 — 0.1 —
Total $ 79 $ 78 $ 0.1 $ —

(1) Amounts include grantor trust investments in our consolidated balance sheet.
(2) Amounts include forward contracts outstanding in our consolidated balance sheet.
We do not currently have non-financial assets and non-financial liabilities that are required to be measured at fair value on a recurring
basis. Management believes that there is no material risk of loss from changes in inherent market rates or prices in our financial instruments due
to the materiality of our financial instruments in relation to our balance sheet.

(13) Business segment information
For the three and nine months ended September 26, 2008 and September 28, 2007, there were immaterial amounts of intersegment

revenues eliminated in consolidation. Electronics’ acquisition of Sonion was the only material change in segment assets and was also the only
material change in the basis for determining segment financial information from December 28, 2007 to September 26, 2008. Specific segment
data are as follows (in thousands):

Three Months Ended Nine Months Ended
September 26, September 28, September 26, September 28,
2008 2007 2008 2007

Net sales:
Electronics $ 195,908 $ 171,231 $ 573,102 $ 501,420
Electrical 97,290 85,862 311,262 268,617
Total $ 293,198 $ 257,093 $ 884,364 $ 770,037
Earnings from continuing operations before
income taxes and minority interest:
Electronics $ 9,112 $ 17,045 $ 18,607 $ 36,009

Electrical 3,779 5,814 16,178 17,175
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Operating profit 12,891 22,859 34,785 53,184
Other expense, net (6,482) (1,550) (11,608) (2,519)

Earnings from continuing operations before
income taxes and minority interest: $ 6,409 $ 21,309 $ 23,177 $ 50,665
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Item 2: Management’s Discussion and Analysis of Financial Condition and Results of Operations
Introduction

This discussion and analysis of our financial condition and results of operations as well as other sections of this report contain certain
“forward-looking statements” within the meaning of the Private Securities Litigation Reform Act of 1995 and involve a number of risks and
uncertainties. Actual results may differ materially from those anticipated in these forward-looking statements for many reasons, including the
risks faced by us described in the “Risk Factors” section of this report on pages 31 through 39.

Critical Accounting Policies

The preparation of financial statements and related disclosures in conformity with U.S. generally accepted accounting principles requires
us to make judgments, assumptions and estimates that affect the amounts reported in the consolidated financial statements and accompanying
notes. Note 1 to the consolidated financial statements in our Annual Report on Form 10-K for the period ended December 28, 2007 describes the
significant accounting policies and methods used in the preparation of the consolidated financial statements. Actual results could differ from
these estimates.

The following critical accounting policies are significantly impacted by judgments, assumptions and estimates and were used in the
preparation of the consolidated financial statements:

o Inventory valuation;

. Impairment of goodwill and other intangibles;

. Defined benefit plans;

. Severance, impairment and other associated costs;
. Income taxes; and

. Contingency accruals.

Please see information concerning our critical accounting policies in Item 7 — Management’s Discussion and Analysis of Financial
Condition and Results of Operations in our Annual Report on Form 10-K for the period ended December 28, 2007.

Overview

We are a global producer of precision-engineered electronic components and modules and electrical contact products and materials. We
believe we are a leading global producer of these products and materials in the primary markets we serve based on our estimates of the annual
revenues of our primary markets and our share of those markets relative to our competitors.

We operate our business in two segments:

. our Electronic Components Group, which we refer to as Electronics and is known as Pulse in its markets, and

. our Electrical Contact Products Group, which we refer to as Electrical and is known as AMI Doduco in its markets.
General. We define net sales as gross sales less returns and allowances. We sometimes refer to net sales as revenue.

Historically, the gross margin at Electronics has been significantly higher than at Electrical. As a result, the mix of net sales generated by
Electronics and Electrical during a period affects our consolidated gross margin. Our gross margin is also affected by acquisitions, product mix
within each segment and capacity utilization, particularly in Electrical and certain divisions of Electronics’ wireless, medical
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technology and power groups. Electrical’s gross margin is also affected by prices of precious and non-precious metals, which are passed through
to customers at varying margins. Electronics’ markets are characterized by relatively short product life cycles compared to those of our Electrical
segment. As a result, significant product turnover occurs each year in Electronics. Electrical has a relatively long-lived and mature product line

that has less turnover and less frequent variation in the prices of products sold relative to Electronics. Many of Electrical’s products are sold
under annual (or longer) purchase contracts. Therefore, Electrical’s revenues historically have not been subject to significant price fluctuations.
However, changes in unit volume and unit prices will affect our net sales and gross margin from period to period. Additionally, due to the

constantly changing quantity of part numbers we offer and frequent changes in our average selling prices, we cannot quantify the impact of

changes in unit volume and unit prices on our net sales and gross margin in any given period. Also, changes in foreign exchange rates, especially

the U.S. dollar to the euro, the U.S. dollar to the Chinese renminbi and the U.S. dollar to the Danish krone, affect U.S. dollar reported sales.

We believe our focus on acquisitions, technology and cost reduction programs provide us opportunities for future growth in net sales and
operating profit. However, unfavorable economic and market conditions may result in a reduction in demand for our products, thus negatively
impacting our financial performance.

Acquisitions. Acquisitions have been an important part of our growth strategy. In many cases, our moves into new product lines and
extensions of our existing product lines or markets have been facilitated by acquisitions. Our acquisitions continually change the mix of our net
sales. We have made numerous acquisitions in recent years which have increased our penetration into our primary markets and expanded our
presence into new markets. For example, Sonion was acquired in February 2008. Sonion was headquartered in Roskilde, Denmark and produces
microacoustic transducers and micromechanical components used in hearing instruments, medical devices and mobile communication devices.
Also, we purchased the assets of Larsen in December 2006. Larsen was headquartered in Vancouver, Washington and manufactures advanced
antenna systems for non-cellular wireless and automotive applications. We may pursue additional acquisition opportunities in the future.

Technology. Our products must change along with changes in technology, availability and price of raw materials, design and preferences
of the end users of our products. Regulatory requirements also impact the design and functionality of our products. We address these conditions
by continuing to invest in new product development and by maintaining a diverse product portfolio which contains both mature and emerging
technologies in order to meet customer demands.

Management Focus. Our executives focus on a number of important factors in evaluating our financial condition and operating
performance. For example, we use revenue growth, gross profit as a percentage of revenue, operating profit as a percent of revenue and
economic profit as performance measures. We define economic profit as after-tax operating profit less our cost of capital. Operating leverage or
incremental operating profit as a percentage of incremental sales is also reviewed, as this is believed to reflect the benefit of absorbing fixed
overhead and oper