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PART I - FINANCIAL INFORMATION

ITEM 1. FINANCIAL STATEMENTS

VOXX International Corporation and Subsidiaries

Consolidated Balance Sheets
(In thousands, except share data)

Assets

Current assets:

Cash and cash equivalents
Accounts receivable, net
Inventory, net

Receivables from vendors

Prepaid expenses and other current assets
Income tax receivable

Deferred income taxes

Total current assets

Investment securities

Equity investments

Property, plant and equipment, net
Goodwill

Intangible assets, net

Deferred income taxes

Other assets

Total assets

Liabilities and Stockholders' Equity
Current liabilities:

Accounts payable

Accrued expenses and other current liabilities
Income taxes payable

Accrued sales incentives

Deferred income taxes

Current portion of long-term debt
Total current liabilities

Long-term debt

Capital lease obligation

Deferred compensation

Other tax liabilities

Deferred tax liabilities

Other long-term liabilities

Total liabilities

Commitments and contingencies
Stockholders' equity:

Preferred stock

Common stock

Paid-in capital

Retained earnings

Accumulated other comprehensive loss

August 31, 2012
(unaudited)

$17,710
136,659
170,562
1,936
11,473
5,293
343,633
13,392
16,382
62,526
158,340
194,962
801
8,797
$798,833

$67,286
52,791
1,989
18,967
325
25,719
167,077
148,458
5,913
3,818
2,944
39,120
11,438
378,768

249
285,547
161,696
(9,058

February 29, 2012

$13,606
142,585
129,514
4,011
13,549
698
3,149
307,112
13,102
14,893
31,779
87,366
175,349
796
3,782
$634,179

$43,755
52,679
5,432
18,154
515
3,592
124,127
34,860
5,196
3,196
2,943
34,220
7,840
212,382

250
281,213
162,676

) (3,973
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Treasury stock
Total stockholders' equity
Total liabilities and stockholders' equity

See accompanying notes to consolidated financial statements.

VOXX International Corporation and Subsidiaries

(18,369
420,065
$798,833

Consolidated Statements of Operations and Comprehensive Income (Loss)

(In thousands, except share and per share data)
(unaudited)

Net sales

Cost of sales

Gross profit

Operating expenses:

Selling

General and administrative

Engineering and technical support
Acquisition-related costs

Total operating expenses

Operating income

Other (expense) income:

Interest and bank charges

Equity in income of equity investees

Other, net

Total other (expense) income, net

Income (loss) before income taxes

Income tax expense (benefit)

Net income (loss)

Other comprehensive income (loss):

Foreign currency translation adjustments
Derivatives designated for hedging

Reclassificaton adjustment of other-than-temporary
impairment loss on available-for-sale investment into net
income

Unrealized holding gain (loss) on available-for-sale
investment securities arising during the period, net of tax
Other comprehensive income (loss), net of tax
Comprehensive income (loss)

Net income (loss) per common share (basic)

Net income (loss) per common share (diluted)
Weighted-average common shares outstanding (basic)
Weighted-average common shares outstanding (diluted)

See accompanying notes to consolidated financial statements.

VOXX International Corporation and Subsidiaries
Consolidated Statements of Cash Flows

Three Months Ended
August 31,

2012 2011
$191,715 $158,337
137,029 114,475
54,686 43,862
11,507 11,199
29,591 20,765
6,693 4,007

55 239
47,846 36,210
6,840 7,652
(1,693 ) (1,392
1,193 890

(343 ) (1,227
(843 ) (1,729
5,997 5,923
2,277 2,484
$3,720 $3,439
(568 ) (616
(196 ) (21

— 877

6 7

(758 ) 247
$2,962 $3,686
$0.16 $0.15
$0.16 $0.15
23,397,769 23,073,959
23,599,929 23,254,296

) (18,369
421,797
$634,179

Six Months Ended
August 31,

2012 2011
$385,751 $323,662
280,569 236,112
105,182 87,550
24,712 23,103
54,816 43,418
14,104 7,818
1,651 1,583
95,283 75,922
9,899 11,628
(3,937 ) (2,875
2,550 2,019
(9,999 ) (746
(11,386 ) (1,602
(1,487 ) 10,026
(507 ) 4,101
$(980 ) $5,925
(5,190 ) 712

100 (725

— 1,177

6 A3
(5,084 ) 1,161
$(6,064 ) $7,086
$(0.04 ) $0.26
$(0.04 ) $0.25
23,349,617 23,073,959
23,349,617 23,268,241
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(In thousands)

(unaudited)

Six Months Ended

August 31,

2012 2011
Cash flows from operating activities:
Net (loss) income $(980 ) $5,925
Adjustments to reconcile net (loss) income to net cash provided by operating activities:
Depreciation and amortization 8,149 5,056
Amortization of deferred financing costs 605 340
Bad debt expense 508 551
Equity in income of equity investees (2,550 ) (2,019
Distribution of income from equity investees 1,061 843
Deferred income tax expense (2,456 ) 359
Non-cash compensation adjustment (1 ) 577
Non-cash stock based compensation expense 127 376
(Gain) loss on sale of property, plant and equipment (15 ) 7
Impairment loss on marketable securities — 1,177
Changes in operating assets and liabilities (net of assets and liabilities acquired):
Accounts receivable 28,390 19,563
Inventory (23,213 ) (6,473
Receivables from vendors 2,168 1,650
Prepaid expenses and other (156 ) 1,323
Investment securities-trading 41 429
Accounts payable, accrued expenses, accrued sales incentives and other current liabilities 49 8,954
Income taxes payable (4,628 ) 787
Net cash provided by operating activities 7,099 39,425
Cash flows from investing activities:
Purchases of property, plant and equipment (10,511 ) (982
Purchase of long-term investments (260 ) —
Decrease in notes receivable 34 116
Purchase of acquired business (net of cash acquired) (105,151 ) (167,253
Net cash used in investing activities (115,888 ) (168,119
Cash flows from financing activities:
Repayment of short-term debt 27 ) (536
Principal payments on capital lease obligation 157 ) (43
Repayment of bank obligations (30,331 ) (40,324
Borrowings on bank obligations 147,500 88,520
Deferred financing costs (3,445 ) (3,283
Proceeds from exercise of stock options 1,539 —
Net cash provided by financing activities 115,079 44,334
Effect of exchange rate changes on cash (2,186 ) 69
Net increase (decrease) in cash and cash equivalents 4,104 (84,291
Cash and cash equivalents at beginning of period 13,606 98,630
Cash and cash equivalents at end of period $17,710 $14,339

See accompanying notes to consolidated financial statements.
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VOXX International Corporation and Subsidiaries
Notes to Consolidated Financial Statements
(Amounts in thousands, except share and per share data)

(1) Basis of Presentation

The accompanying unaudited interim consolidated financial statements of VOXX International Corporation and
subsidiaries (“Voxx” or the “Company”) have been prepared pursuant to the rules and regulations of the Securities and
Exchange Commission and in accordance with accounting principles generally accepted in the United States of
America and include all adjustments (consisting of normal recurring adjustments), which, in the opinion of
management, are necessary to present fairly the consolidated financial position, results of operations and cash flows
for all periods presented. The results of operations are not necessarily indicative of the results to be expected for the
full fiscal year or any interim period. These consolidated financial statements do not include all disclosures associated
with consolidated financial statements prepared in accordance with accounting principles generally accepted in the
United States of America. Accordingly, these statements should be read in conjunction with the Company's audited
consolidated financial statements and notes thereto contained in the Company's Form 10-K for the fiscal year ended
February 29, 2012.

We have determined that we operate in one reportable segment, the Electronics Group, based on review of ASC 280
“Segment Reporting”.

(2) Acquisitions
Hirschmann

On March 14, 2012 (the "Closing Date"), Voxx, through its wholly-owned subsidiary VOXX International (Germany)
GmbH ("Voxx Germany"), purchased the stock of Car Communication Holding GmbH ("Hirschmann"), a recognized
tier-1 supplier of communications and infotainment solutions, primarily to the automotive industry, pursuant to the
Sale and Purchase Agreement for €87,571 ($114,397 based upon the rate of exchange as of the close of business on the
Closing Date) subject to an adjustment for working capital plus related transaction fees and expenses.

On the Closing Date, the Company, certain of its directly and indirectly wholly-owned domestic subsidiaries, and

Voxx Germany (collectively, the “Borrowers”) entered into an Amended and Restated Credit Agreement (the “Amended
Facility”’) with Wells Fargo Bank, National Association (“Wells Fargo”), as Agent, and the other lenders party thereto.
The Company borrowed $148 million under the Amended Facility on the Closing Date and used a portion of the
proceeds from such borrowing to fund Voxx Germany's acquisition of Hirschmann. On the Closing Date, the

Company also repaid and terminated its existing asset-based loan facility with Wells Fargo Capital Finance, LLC.

In order to hedge the fluctuation in the exchange rate before closing, the Company entered into two forward contracts
totaling $63,750, both due in March 2012. The forward contracts were not designated for hedging, and as such, were
marked to market at February 29, 2012 and when they were settled in the first quarter of Fiscal 2013. A foreign
currency gain of $1,581 was recorded in the fourth quarter of Fiscal 2012 when the contracts were marked to market
at year-end and a foreign currency loss of $2,670 was recorded during the three months ended May 31, 2012, when
the contracts were settled, reflecting the loss on settlement.

As the Hirschmann acquisition occurred on March 14, 2012, the consolidated financial statements presented for the
three and six months ended August 31, 2012 include the operations of Hirschmann beginning on the Closing Date.
The Company is currently in the process of performing a formal valuation of the assets and liabilities acquired to
determine appropriate fair values. Management has estimated the fair value of tangible assets acquired and liabilities



Edgar Filing: VOXX International Corp - Form 10-Q

assumed based on preliminary estimates and assumptions. These preliminary estimates and assumptions could change
during the purchase price measurement period as the Company finalizes the valuations of the net tangible and

intangible assets.
The following table summarizes the preliminary fair values of the assets acquired and liabilities assumed, as of the

Closing Date, and the estimated amounts assigned to goodwill and intangible asset classifications:

4
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VOXX International Corporation and Subsidiaries
Notes to Consolidated Financial Statements, continued
(Dollars in thousands, except share and per share data)

As of March 14, 2012

Cash $6,769
Accounts receivable 25,921
Inventory 20,178
Prepaid expenses and other current assets 2,054
Property, plant and equipment 18,659
Goodwill 70,974
Intangible assets 22,433
Other assets 939
Total assets acquired 167,927
Accounts payable and accrued expenses 26,953
Income taxes payable 2,848
Deferred taxes, net 5,521
Bank obligations 11,430
Capital lease obligations 911
Pension and deferred compensation 5,867
Net tangible and intangible assets acquired $114,397

The preliminary amounts assigned to goodwill and intangible assets for the acquisition are as follows:

March 14, 2012 Amortization Period (Years)
Goodwill (non-deductible) $70,974 N/A
Tradenames (non-deductible) 6,761 Indefinite
Customer relationships 9,376 10
Patents 6,296 10
$93,407

Acquisition related costs relating to this acquisition of $1,131, $55 and $1,651 were expensed as incurred during the
latter half of the year ended February 29, 2012 and during the three and six months ended August 31, 2012,
respectively, and are included in acquisition-related costs for these respective periods in the consolidated statements of
operations and comprehensive income (loss).

Hirschmann has an employer financed defined benefit pension plan, which covers eligible Hirschmann regular
full-time employees. The plan provides for retirement and disability benefits for participating employees, and are only
granted if the participating employee is at least 25 years of age and has subsequently completed ten years of service.
The retirement age as it pertains to the defined pension plan is 65. Benefits available under the pension plan are
generally determined by years of service and the levels of compensation during those years. In October 1994, the
benefits under Hirschmann's defined benefit pension plan were closed to new participants, and as of the Closing Date,
pension benefits continue to accrue only for previously existing plan members still employed by Hirschmann. Based
on actuarial data provided as of the Closing Date, the Hirschmann defined benefit pension plan was under-funded by
approximately $5,300, which is included as a liability in the March 14, 2012 opening balance sheet. The under-funded
status of the plan at August 31, 2012 is $5,133 and is included in other liabilities in the accompanying consolidated
balance sheet.

Pro Forma Information

The following unaudited pro forma information illustrates the effect on net sales and net income for the six-months
ended August 31, 2012 and August 31, 2011, assuming that the acquisition had taken place on March 1, 2011.

10
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VOXX International Corporation and Subsidiaries
Notes to Consolidated Financial Statements, continued
(Dollars in thousands, except share and per share data)

Six Months Ended August 31,

2012 2011
Net sales:
As reported $385,751 $323,662
Pro forma 393,265 416,561
Net (loss) income:
As reported $(980 $5,925
Pro forma 3,018 7,786
Basic (loss) income per share:
As reported $(0.04 $0.26
Pro forma 0.13 0.34
Diluted (loss) income per share:
As reported $(0.04 $0.25
Pro forma 0.13 0.33
Average shares - basic 23,349,617 23,073,959
Average shares - diluted 23,621,801 23,268,241

The above pro-forma results include certain adjustments for the periods presented to adjust the financial results and
give consideration to the assumption that the acquisition occurred on the first day of Fiscal 2012. These adjustments
include costs such as an estimate for amortization associated with intangible assets acquired, additional interest and
financing costs as a result of the acquisition, and the movement of expenses specific to the acquisition from Fiscal
2013 to Fiscal 2012. These pro-forma results of operations have been estimated for comparative purposes only and
may not reflect the actual results of operations that would have been achieved had the transaction occurred on the date
presented or be indicative of results to be achieved in the future.

(3) Net Income Per Common Share
Basic net income per common share is based upon the weighted-average common shares outstanding during the
period. Diluted net income per common share reflects the potential dilution that would occur if common stock

equivalent securities or other contracts to issue common stock were exercised or converted into common stock.

There are no reconciling items which impact the numerator of basic and diluted net income per common share. A
reconciliation between the denominator of basic and diluted net income per common share is as follows:

Three Months Ended Six Months Ended
August 31, August 31,
2012 2011 2012 2011

Weighted-average common shares outstanding 23,397,769 23,073,959 23,349,617 23,073,959
Effect of dilutive securities:

Stock options, warrants and restricted stock 202,160 180,337 — 194,282
Welghted—avergge common shares and potential common 23.599.029 23254296 23349.617 23268241
shares outstanding

Stock options and warrants totaling 0 and 288,750 for the three months ended August 31, 2012 and 2011, respectively,
and 874,859 and 151,678 for the six months ended August 31, 2012 and 2011, respectively, were not included in the
net income per diluted share calculation because the exercise price of these options and warrants was greater than the
average market price of the Company’s common stock during these periods or their inclusion would have been

12
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VOXX International Corporation and Subsidiaries
Notes to Consolidated Financial Statements, continued
(Dollars in thousands, except share and per share data)

(4) Fair Value Measurements and Derivatives

The Company applies the authoritative guidance on “Fair Value Measurements,” which among other things, requires
enhanced disclosures about investments that are measured and reported at fair value. This guidance establishes a
hierarchal disclosure framework that prioritizes and ranks the level of market price observability used in measuring
investments at fair value. Market price observability is impacted by a number of factors, including the type of
investment and the characteristics specific to the investment. Investments with readily available active quoted prices,
or for which fair value can be measured from actively quoted prices, generally will have a higher degree of market
price observability and a lesser degree of judgment used in measuring fair value.

Investments measured and reported at fair value are classified and disclosed in one of the following categories:
Level 1 - Quoted market prices in active markets for identical assets or liabilities.

Level 2 - Inputs other than Level 1 inputs that are either directly or indirectly observable.

Level 3 - Unobservable inputs developed using the Company's estimates and assumptions, which reflect those that
market participants would use.

The following table presents assets measured at fair value on a recurring basis at August 31, 2012:

Fair Value Measurements at Reporting

Date Using

Level 1 Level 2
Cash and cash equivalents:
Cash and money market funds $17,710 $17,710 $—
Derivatives
Designated for hedging $(15 ) $— $(15 )
Not designated 181 — 181
Total derivatives $166 $— $166
Long-term investment securities:
Trading securities $3,406 $3,406 $—
Available-for-sale securities 9 9 —
Other investments at amortized cost (a) 9,977 — —
Total long-term investment securities $13,392 $3,415 $—

The following table presents assets measured at fair value on a recurring basis at February 29, 2012:

Fair Value Measurements at

Reporting Date Using
Level 1 Level 2
Cash and cash equivalents:
Cash and money market funds $13,606 $13,606 $—
Derivatives
Designated for hedging $(103 ) $— $(103 )
Not designated 1,581 — 1,581
Total derivatives $1,478 $— $1,478
Long-term investment securities:
Trading securities $3,447 $3,447 $—
Available-for-sale securities 3 3 —

14
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Other investments at amortized cost (a) 9,652 —
Total long-term investment securities $13,102 $3,450
7

15



Edgar Filing: VOXX International Corp - Form 10-Q

VOXX International Corporation and Subsidiaries
Notes to Consolidated Financial Statements, continued
(Dollars in thousands, except share and per share data)

@ There were no events or changes in circumstances that occurred to indicate a significant adverse effect on the cost
of these investments.

The carrying amount of the Company's accounts receivable, short-term debt, accounts payable, accrued expenses,

bank obligations and long-term debt approximates fair value because of (i) the short-term nature of the financial

instrument; (ii) the interest rate on the financial instrument being reset every quarter to reflect current market rates,

and (iii) the stated or implicit interest rate approximates the current market rates or are not materially different than

market rates.

Derivative Instruments

The Company's derivative instruments include forward foreign currency contracts utilized to hedge a portion of its

foreign currency inventory purchases as well as its general economic exposure to foreign currency fluctuations created

in the normal course of business. The derivatives qualifying for hedge accounting are designated as cash flow hedges

and valued using observable forward rates for the same or similar instruments (Level 2). Forward foreign currency

contracts not designated under hedged transactions were valued at spot rates for the same or similar instruments

(Level 2). The duration of open forward foreign currency contracts range from 1 - 3 months and are classified in the

balance sheet according to their terms.

It is the Company's policy to enter into derivative instrument contracts with terms that coincide with the underlying

exposure being hedged. As such, the Company's derivative instruments are expected to be highly effective. Hedge

ineffectiveness, if any, is recognized as incurred through other income (expense) in the Company's Consolidated

Statements of Operations and Comprehensive Income (Loss) and amounted to $(27) and $152 for the three and six

months ended August 31, 2012, respectively, and $9 and $(81) for the three and six months ended August 31, 2011,

respectively.

Financial Statement Classification

The Company holds derivative instruments that are designated as hedging instruments and has held certain

instruments not so designated. The following table discloses the fair value as of August 31, 2012 and February 29,

2012 for both types of derivative instruments:

Derivative Assets and Liabilities

Fair Value

Account August 31, 2012 February 29, 2012
Designated derivative
instruments

. Accrued expenses and other current

Foreign currency contracts liabilities $(15 ) $(103 )
Derivatives not designated
Foreign currency contracts Prepaid expenses and other current 181 1,581

assets
Total derivatives $166 $1,478

In March 2012, the Company settled two foreign currency contracts for derivatives not designated in a hedged
transaction. In connection with the acquisition of Hirschmann on March 14, 2012, the Company acquired 36 foreign
currency contracts which were unable to qualify for hedge accounting for the quarters ended May 31 and August 31,
2012. There were 18 contracts of this nature outstanding at August 31, 2012, with a current notional value of
approximately $4,500. 10 and 18 of these contracts settled during the three and six months ended August 31, 2012,
respectively, for gains of $38 and $59, respectively. There were no current contracts of this nature outstanding at

16
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VOXX International Corporation and Subsidiaries
Notes to Consolidated Financial Statements, continued
(Dollars in thousands, except share and per share data)

In August 2012, the Company entered into forward foreign currency contracts, which have a current outstanding
notional value of $3,200 and are designated as cash flow hedges. For cash flow hedges, the effective portion of the
gain or loss is reported as a component of other comprehensive income (loss) and reclassified into earnings in the
same period or periods during which the hedged transaction affects earnings.

Activity related to cash flow hedges recorded during the three and six months ended August 31, 2012 was as follows:

For the three months ended For the six months ended
August 31, 2012 August 31, 2012
Gain (Lpss) ' Gain (Loss) Gain (Loss) Gain (Lpss) Gain (Loss) Gain (Loss)
Recognized in . for Recognized .~ 4 fOr
Reclassified ) ) Reclassified )
Other . Ineffectiveness in Other ) Ineffectiveness
) into Cost of . .into Cost of .
Comprehensive in Other Comprehenswse in Other
Sales ales
Income Income Income Income
Cash flow hedges
Foreign currency contracts$ (46 ) $157 $ (27 ) $429 $328 $ 152
For the three months ended For the six months ended
August 31, 2011 August 31, 2011
Gain (L.oss) ‘ Gain (Loss) Gain (Loss)  Gain (Lf)ss) Gain (Loss) Gain (Loss)
Recognized in . for Recognized . o for
Reclassified ) ] Reclassified )
Other ) Ineffectiveness in Other ) Ineffectiveness
. into Cost of . . into Cost of .
Comprehensive in Other Comprehenswse in Other
Sales ales
Income Income Income Income
Cash flow hedges
Foreign currency contracts$ (162 ) $(142 ) $9 $(868 ) $(134 ) $ (81 )

The net loss recognized in other comprehensive income for foreign currency contracts is expected to be recognized in
cost of sales within the next six months. No amounts were excluded from the assessment of hedge effectiveness
during the respective periods. As of August 31, 2012, no contracts originally designated for hedge accounting were
de-designated or terminated.

(5) Investment Securities
In accordance with the Company's investment policy, all long and short-term investment securities are invested in

"investment grade" rated securities. As of August 31, 2012 and February 29, 2012, the Company had the following
investments:

18
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VOXX International Corporation and Subsidiaries
Notes to Consolidated Financial Statements, continued
(Dollars in thousands, except share and per share data)

August 31, 2012 February 29, 2012
Cost Unre‘alized Fair Cost Unre.alized Fair
Basis ho.ldlng Value Basis ho.ldlng Value
gain/(loss) gain/(loss)
Long-Term Investments
Marketable Securities
Trading
Deferred Compensation $3,406 $— $3.,406 $3,447 $— $3,447
Available-for-sale
Cellstar — 9 9 — 3 3
Bliss-tel — — — — — —
Held-to-maturity Investment 7,602 — 7,602 7,545 — 7,545
Total Marketable Securities 11,008 9 11,017 10,992 3 10,995
Other Long-Term Investment 2,375 — 2,375 2,107 — 2,107
Total Long-Term Investments ~ $13,383 $9 $13,392 $13,099 $3 $13,102

Long-Term Investments
Trading Securities

The Company’s trading securities consist of mutual funds, which are held in connection with the Company’s deferred
compensation plan. Unrealized holding gains and losses on trading securities offset those associated with the
corresponding deferred compensation liability.

Available-For-Sale Securities

The Company’s available-for-sale marketable securities include a less than 20% equity ownership in CLST Holdings,
Inc. (“Cellstar”) and Bliss-tel Public Company Limited (“Bliss-tel”).

Unrealized holding gains and losses, net of the related tax effect (if applicable), on available-for-sale securities are
reported as a component of accumulated other comprehensive income (loss) until realized. Realized gains and losses
from the sale of available-for-sale securities are determined on a specific identification basis.

A decline in the market value of any available-for-sale security below cost that is deemed other-than-temporary results
in a reduction in carrying amount to fair value. The impairment is charged to earnings and a new cost basis for the
security is established. The Company considers numerous factors, on a case-by-case basis, in evaluating whether the
decline in market value of an available-for-sale security below cost is other-than-temporary. Such factors include, but
are not limited to, (i) the length of time and the extent to which the market value has been less than cost; (ii) the
financial condition and the near-term prospects of the issuer of the investment; and (iii) whether the Company's intent
to retain the investment for the period of time is sufficient to allow for any anticipated recovery in market value.
During Fiscal 2010, Fiscal 2011 and Fiscal 2012, the Company monitored the performance of its Bliss-tel investment
and determined that its investment in the company was other than temporarily impaired based on factors, such as its
market price (which has consistently remained below cost in excess of twelve months), Bliss-tel's continued losses, its
deteriorating financial position, and conditions in the local and global economy, as well as the political environment in
Thailand. During Fiscal 2010 and Fiscal 2011, the Company recorded other than temporary impairment losses of
$1,000 and $1,600, respectively. During Fiscal 2012, Bliss-tel stopped trading on the Thai stock exchange and has
remained suspended from trading through August 31, 2012. As a result of this suspension, and the continued presence
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of the factors discussed above, management estimated the value of the investment to be $0 at February 29, 2012 and
recorded total impairment charges of $1,225 for the fiscal year ended February 29, 2012. As of August 31, 2012, the
Company owns 36,250,000 shares in Bliss-tel. 22,500,000 warrants expired unexercised in July 2012. As all of the
above factors remain present and the company remains suspended from trading, management's estimate of the value of
this investment remains $0 at August 31, 2012.

Held-to-Maturity Investment

10
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VOXX International Corporation and Subsidiaries
Notes to Consolidated Financial Statements, continued
(Dollars in thousands, except share and per share data)

Long-term investments include an investment in U.S. dollar-denominated bonds issued by the Venezuelan
government, which is classified as held-to-maturity and accounted for under the amortized cost method.
Other Long-Term Investments

Other long-term investments include an investment in a non-controlled corporation of $2,375 accounted for by the
cost method. During the six months ended August 31, 2012, Voxx loaned an additional $250 in the company and as of
August 31, 2012, the Company held approximately 16% of the outstanding shares of this company.

(6) Accumulated Other Comprehensive Income

The Company’s accumulated other comprehensive losses consist of the following:

August 31, 2012 February 29, 2012
Accumulated other comprehensive loss:
Foreign exchange losses $(9,250 ) $(4,059 )
Unrealized losses on investments, net of tax (15 ) (21 )
Derivatives designated in hedging relationship 207 107
Total accumulated other comprehensive loss $(9,058 ) $(3,973 )

(7)  Supplemental Cash Flow Information

The following is supplemental information relating to the consolidated statements of cash flows:

Six Months Ended
August 31,
2012 2011
Non-cash investing activities:
Capital expenditures funded by mortgage notes $7,810 $—
Cash paid during the period:
Interest (excluding bank charges) $2.912 $1,793
Income taxes (net of refunds) $4,833 $464

(8) Accounting for Stock-Based Compensation

The Company has various stock-based compensation plans, which are more fully described in Note 1 of the
Company’s Form 10-K for the fiscal year ended February 29, 2012.

The Company granted 246,250 options during May of 2011, which vested on February 29, 2012, expire two years
from date of vesting (February 28, 2014), have an exercise price equal to $7.75, $0.25 above the sales price of the
Company’s stock on the day prior to the date of grant, have a contractual term of 2.75 years and a grant date fair value
of $3.08 per share determined based upon a Black-Scholes valuation model.

In addition, the Company issued 22,500 warrants during May of 2011 to purchase the Company’s common stock with
the same terms as those of the options above as consideration for future legal and professional services. These
warrants are included in the outstanding options and warrant table below and considered exercisable at August 31,
2012.
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As of August 31, 2012, all outstanding options were fully vested and the Company had no unrecognized compensation
costs related to stock options.

11
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VOXX International Corporation and Subsidiaries
Notes to Consolidated Financial Statements, continued
(Dollars in thousands, except share and per share data)

Information regarding the Company's stock options and warrants is summarized below:

Weighted Weighted
Average
Number of  Average o
; Remaining
Shares Exercise
Price Contractual
Life
Outstanding and exercisable at February 29, 2012 1,070,625 $6.72
Granted — —
Exercised 241,927 6.37
Forfeited/expired — —
Outstanding and exercisable at August 31, 2012 828,698 $6.81 1.00

In May of 2011, the Company granted 100,000 shares of restricted stock. A restricted stock award is an award of
common stock that is subject to certain restrictions during a specified period. Restricted stock awards are independent
of option grants and are subject to forfeiture if employment terminates prior to the release of the restrictions. Shares
under the above grant will not be issued to the grantee before they vest. The grantee cannot transfer the rights to
receive shares before the restricted shares vest. One-third of the restricted stock awards vested on February 29, 2012,
one-third will vest on February 28, 2013 and one-third will vest on February 28, 2014. The Company expenses the
cost of the restricted stock awards on a straight-line basis over the period during which the restrictions lapse. For these
purposes, the fair market value of the restricted stock, $7.60, was determined based on the closing price of the
Company's common stock on the grant date.

The following table presents a summary of the Company's restricted stock activity for the six months ended
August 31, 2012:

Number of shares (in Weighted Average

thousands) Grant Date Fair Value
Balance at February 29, 2012 66,667 $7.60
Granted — —
Vested — —
Forfeited — —
Balance at August 31, 2012 66,667 $7.60

During the three and six months ended August 31, 2012, the Company recorded $64 and $127, respectively, in
stock-based compensation related to restricted stock awards. As of August 31, 2012, there was $380 of unrecognized
stock-based compensation expense related to unvested restricted stock awards. This expense is expected to be fully
recognized by February 28, 2014.

(9) Research and Development

Expenditures for research and development are charged to expense as incurred. Such expenditures amount to $4,984
and $72 for the three months ended August 31, 2012 and 2011, respectively and $9,642 and $96 for the six months
ended August 31, 2012 and 2011, respectively.

(10) Goodwill and Intangible Assets
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The change in goodwill is as follows:

12
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VOXX International Corporation and Subsidiaries
Notes to Consolidated Financial Statements, continued
(Dollars in thousands, except share and per share data)

Balance at February 29, 2012 $87,366
Goodwill related to Hirschmann acquisition 70,974
Balance at August 31, 2012 $158,340

At August 31, 2012, intangible assets consisted of the following:

Gross Total Net
. Accumulated

Carrying Amortization Book

Value Value
Finite-lived intangible assets:
Customer relationships (5-20 years) $59,490 $9,581 $49,909
Trademarks/Tradenames (3-12 years) 1,237 766 471
Patents (5-10 years) 9,238 1,401 7,837
License (5 years) 1,400 1,400 —
Contract (5 years) 1,556 1,337 219
Total finite-lived intangible assets $72.921 $14,485 58,436
Indefinite-lived intangible assets
Trademarks 136,526
Total net intangible assets $194,962
At February 29, 2012, intangible assets consisted of the following:

Gross' Accumulated Total Net

Carrying Amortization Book

Value Value
Finite-lived intangible assets:
Customer relationships (5-20 years) $50,113 $7,432 $42.681
Trademarks/Tradenames (3-12 years) 1,237 722 515
Patents (5-10 years) 2,942 1,005 1,937
License (5 years) 1,400 1,213 187
Contract (5 years) 1,556 1,292 264
Total finite-lived intangible assets $57,248 $11,664 45,584
Indefinite-lived intangible assets
Trademarks 129,765
Total net intangible assets $175,349

The Company recorded amortization expense of $1,432 and $996 for the three months ended August 31, 2012 and
2011, respectively, and $2,768 and $2,041 for the six months ended August 31, 2012 and 2011, respectively. The
estimated aggregate amortization expense for the cumulative five years ending August 31, 2017 amounts to $26,644.

We evaluate the carrying value of long-lived assets, including intangible assets subject to amortization, when events
and circumstances warrant such a review. The carrying value of long-lived assets is considered impaired when the
estimated undiscounted cash flows from such assets are less than their carrying value. In that event, a loss is
recognized equal to the amount by which the carrying value exceeds the fair value of the long-lived assets. Fair value
is determined by primarily using a discounted cash flow methodology that requires considerable management
judgment and long-term assumptions. There were no impairment triggering events during the three and six months
ended August 31, 2012, therefore, management believes the current carrying value of its intangible assets is not
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impaired. Our estimate of net future cash flows is based on historical experience and assumptions of future trends,
which may be different from actual results. We periodically review the appropriateness of the estimated useful lives of
our long-lived assets.
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VOXX International Corporation and Subsidiaries
Notes to Consolidated Financial Statements, continued
(Dollars in thousands, except share and per share data)

(11) Equity Investments

As of August 31, 2012 and February 29, 2012, the Company had a 50% non-controlling ownership interest in ASA
Electronics, LLC (“ASA”) which acts as a distributor of televisions and other automotive sound, security and accessory
products for specialized vehicles, such as RV’s and van conversions.

The following presents summary financial information for ASA. Such summary financial information has been
provided herein based upon the individual significance of ASA to the consolidated financial information of the

Company.

August 31,  February 29,

2012 2012
Current assets $32.434 $28,934
Non-current assets 5,028 5,068
Current liabilities 4,698 4,216
Members' equity 32,764 29,786

Six Months Ended August 31,

2012 2011
Net sales $45,663 $38,969
Gross profit 12,917 11,440
Operating income 5,080 4,024
Net income 5,100 4,037

The Company's share of income from ASA was $1,193 and $890 for the three months ended August 31, 2012 and
2011, respectively and $2,550 and $2,019 for the six months ended August 31, 2012 and 2011, respectively.

(12) Income Taxes

The Company’s provision for income taxes consists of U.S. and foreign taxes in amounts necessary to align the
Company’s year-to-date provision for income taxes with the effective tax rate that the Company expects to achieve for
the full year. The Company’s annual effective tax rate for Fiscal 2013 excluding discrete items is estimated to be
38.5% (which includes U.S., state and local and foreign taxes) based upon the Company’s anticipated earnings both in
the U.S. and in its foreign subsidiaries.

For the three months ended August 31, 2012 the Company recorded a provision for income taxes of $2,277, which
consisted of U.S., state and local and foreign taxes, including discrete items related to the accrual of interest for
uncertain tax positions under ASC 740 and a change in the tax rates. For the three months ended August 31, 2011, the
Company recorded a provision for income taxes of $2,484 which consisted of tax benefits related to discrete items
including recently enacted state tax legislation impacting the recognition of certain tax positions under ASC 740 and
the tax effects of certain foreign tax matters, offset by a tax provision related to U.S., state and local and foreign taxes.

In connection with the Hirschmann business combination, the Company recorded a net credit to deferred taxes of
approximately $6,700 related to the basis difference between the financial reporting value and the tax value of
Hirschmann's assets and liabilities.

(12) Inventory
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Inventories by major category are as follows:
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VOXX International Corporation and Subsidiaries
Notes to Consolidated Financial Statements, continued
(Dollars in thousands, except share and per share data)

August 31,  February 29,

2012 2012

Raw materials $30,111 $18,495
Work in process 5,192 1,888
Finished goods 135,259 109,131
Inventory, net $170,562 $129,514
(14) Accrued Sales Incentives
A summary of the activity with respect to sales incentives is provided below:

Three Months Ended Six Months Ended

August 31, August 31,

2012 2011 2012 2011
Opening balance $18,075 $18,295 $18,154 $11,981
Liabilities acquired during acquisition — — — 7,149
Accruals 8,704 9,431 16,317 17,967
Payments and credits (7,485 ) (9,387 ) (14,818 ) (17,857 )
Reversals for unearned sales incentives (282 ) (19 ) (602 ) (44 )
Reversals for unclaimed sales incentives (45 ) (444 ) (84 ) (1,320 )
Ending balance $18,967 $17,876 $18,967 $17,876

(15) Product Warranties and Product Repair Costs

The following table provides a summary of the activity with respect to product warranties and product repair costs.
Liabilities for product warranties and product repair costs are included within accrued expenses and other current
liabilities on the consolidated balance sheets.

Three Months Ended Six Months Ended

August 31, August 31,

2012 2011 2012 2011
Opening balance $10,445 $9,509 $8,795 $9,051
Liabilities acquired during acquisitions — — 1,799 1,480
Liabilities accrued for warranties issued during the period 2,718 3,446 5,085 4,608
Warranty claims paid during the period (2,774 ) (3,212 ) (5,290 ) (5,396 )
Ending balance $10,389 $9,743 $10,389 $9,743

(16)  Financing Arrangements

The Company has the following financing arrangements:
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VOXX International Corporation and Subsidiaries
Notes to Consolidated Financial Statements, continued
(Dollars in thousands, except share and per share data)

August 31,  February 29,

2012 2012
Debt
Domestic bank obligations (a) $161,135 $31,510
Foreign bank obligations (b) 1,275 1,818
Euro term loan agreement (c) 1,259 2,024
Other (d) 10,508 3,100
Total debt 174,177 38,452
Less: current portion of long-term debt 25,719 3,592

$148,458 $34,860
(a) Domestic Bank Obligations

From March 1, 2012 through March 13, 2012, we had a revolving credit facility (the "Credit Facility"). Funds from
the Credit Facility were used to complete the acquisition of Klipsch in March 2011, as well as to fund the temporary
short-term working capital needs of the Company. The Credit Facility had an aggregated committed availability of up
to $175 million, which could be increased at the option of the Company up to a maximum of $200 million. The Credit
Facility included a $25 million sublimit for issuances of letters of credit and a $20 million sublimit for Swing Loans.
The Credit Agreement contained covenants that limited the ability of certain entities of the Company to, among other
things: (i) incur additional indebtedness: (ii) incur liens; (iii) merge, consolidate or exit a substantial portion of their
business; (iv) transfer or dispose of assets; (v) change their names, organizational identification number, state or
province of organization or organizational identity; (vi) make any material change in their nature of business; (vii)
prepay or otherwise acquire indebtedness; (viii) cause any Change of Control; (ix) make any Restricted Junior
Payment; (x) change their fiscal year or method of accounting; (xi) make advances, loans or investments; (Xii) enter
into or permit any transactions with an Affiliate of certain entities of the Company; (xiii) use proceeds for certain
items; (xiv) issue or sell any of their stock; and/or (xv) consign or sell any of their inventory on certain terms.

As a result of the addition of the Credit Facility, the Company incurred debt financing costs of approximately $3.3
million which are recorded as deferred financing costs and are included in other assets and amortized through interest
and bank charges over the term of the Credit Facility.

On March 14, 2012, the Company amended and restated its $175 million Credit Facility (the "Amended Facility").
The Amended Facility provides for senior secured credit facilities in an aggregate principal amount of $205 million,
consisting of a U.S. revolving credit facility of $80 million; a $50 million multicurrency revolving facility, of which
up to the equivalent of $50 million is available only to VOXX International (Germany) GmbH in euros and the euro
equivalent of $15 million available to domestic borrowers; and a five year term loan facility in the aggregate principal
amount of $75 million. The Amended Facility includes a $25 million sublimit for issuers of letters of credit for
domestic borrowings and a $10 million sublimit for Swing Loans.

$60 million of the U. S. revolving credit facility is available on a revolving basis for five years from the closing date.
An additional $20 million is available during the three month periods from September 1, 2012 through November 30,
2012 and from September 1, 2013 through November 30, 2013.

Generally, the Company may designate specific borrowings under the Amended Facility as either Alternate Base Rate
Loans or LIBOR Rate Loans, except that Swing Loans may only be designated as Alternate Base Rate Loans. VOXX
International (Germany) GmbH may only borrow euros, and only as LIBOR rate loans. Loans designated as LIBOR
Rate Loans shall bear interes