Edgar Filing: TITAN INTERNATIONAL INC - Form 10-Q

TITAN INTERNATIONAL INC
Form 10-Q
October 24, 2012

UNITED STATES
SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549
FORM 10-Q
QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT
b OF 1934
For Quarterly Period Ended: September 30, 2012
or
TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT
OF 1934

Commission file number 1-12936

TITAN INTERNATIONAL, INC.

(Exact name of registrant as specified in its charter)

Illinois 36-3228472

(State of Incorporation) (I.R.S. Employer Identification No.)
2701 Spruce Street, Quincy, IL 62301

(Address of principal executive offices, including Zip Code)

(217) 228-6011
(Registrant’s telephone number, including area code)

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the
Securities Exchange Act of 1934 during the preceding 12 months (or such shorter period that the registrant was

required to file such reports) and (2) has been subject to such filing requirements for the past 90 days. Yes p No o
Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if

any, every Interactive Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T during

the preceding 12 months (or for such shorter period that the registrant was required to submit and post such

files). Yesp Noo

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, or a non-accelerated

filer, or a smaller reporting company. See definitions of “large accelerated filer,” “accelerated filer” and “smaller reporting
company” in Rule 12b-2 of the Exchange Act.

Large accelerated filer p Accelerated filer ~
Non-accelerated filer o (Do not check if a smaller reporting .

Smaller reporting company o
company)

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Act). Yeso No p

Indicate the number of shares outstanding of each of the issuer's classes of common stock, as of the latest practicable
date.

Shares Outstanding at
Class October 22, 2012

Common stock, no par value per share 47,741,083



Edgar Filing: TITAN INTERNATIONAL INC - Form 10-Q




Edgar Filing: TITAN INTERNATIONAL INC - Form 10-Q

TITAN INTERNATIONAL, INC.

TABLE OF CONTENTS
Page
Part 1. Financial Information
Item 1. Financial Statements (Unaudited)
Consolidated Condensed Statements of Operations for the Three and Nine Months 1
Ended September 30, 2012 and 2011 =
Consolidated Condensed Statements of Comprehensive Income for the Three and 5
Nine Months Ended September 30. 2012 and 2011 =
Consolidated Condensed Balance Sheets as of September 30, 2012. and December 3
31.2011 =
Consolidated Condensed Statement of Changes in Equity for the Nine Months 4
Ended September 30, 2012 -
Consolidated Condensed Statements of Cash Flows for the Nine Months Ended 5
September 30. 2012 and 2011 =
Notes to Consolidated Condensed Financial Statements 6
Ttem 2 Management's Discussion and Analysis of 33
= Financial Condition and Results of Operations =
Item 3. Quantitative and Qualitative Disclosures About Market Risk 49
Item 4. Controls and Procedures 49
Part I1. Other Information
Item 1. Legal Proceedings 50
Item 1A. Risk Factors 50
Item 6. Exhibits 50

Signatures 50




Edgar Filing: TITAN INTERNATIONAL INC - Form 10-Q

PART I. FINANCIAL INFORMATION

Item 1. Financial Statements
TITAN INTERNATIONAL, INC.

CONSOLIDATED CONDENSED STATEMENTS OF OPERATIONS (UNAUDITED)

(All amounts in thousands, except per share data)

Net sales

Cost of sales

Gross profit

Selling, general and administrative expenses
Research and development expenses
Royalty expense

Supply agreement termination income
Income from operations

Interest expense

Noncash convertible debt conversion charge
Other income (expense)

Income before income taxes

Provision for income taxes

Net income

Net income (loss) attributable to noncontrolling
interests

Net income attributable to Titan

Earnings per common share:

Basic

Diluted

Average common shares and equivalents
outstanding:

Basic

Diluted

Dividends declared per common share:

Three months ended

September 30,
2012
$404,719
337,558
67,161
25,497
1,759
3,739
36,166
(6,187
2,439
32,418
13,589
18,829

(750
$19,579

$.46
$.39

42,180
53,326

$.005

See accompanying Notes to Consolidated Financial Statements.

2011
$398,805
345,811
52,994
8,548
796
2,263
41,387
(6,616
(556
34,215
12,690
21,525

362
$21,163

42,028
53,061

$.005

Nine months ended

September 30,

2012
$1,327,040
1,084,430
242,610
79,742
4,456
8,740
(26,134
175,806
(18,699
6,163
163,270
64,722
98,548

(506
$99,054

$2.35
$1.92

42,148
53,315

$.015

2011
$1,084,081
910,481
173,600
50,414
2,993
7,530
112,663
(19,045
(16,135
1,907
79,390
35,345
44,045

354
$43,691

$1.05
$.89

41,512
52,970

$.015
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TITAN INTERNATIONAL, INC.

CONSOLIDATED CONDENSED STATEMENTS OF COMPREHENSIVE INCOME (UNAUDITED)

(All amounts in thousands)

Net income

Unrealized loss on investments, net of tax of $208 and $6,166, respectively
Currency translation adjustment, net

Pension liability adjustments, net of tax of $491 and $363, respectively
Comprehensive income (loss)

Net comprehensive income (loss) attributable to noncontrolling interests
Comprehensive income (loss) attributable to Titan

Net income

Unrealized gain (loss) on investments, net of tax of $9 and $1,195, respectively
Currency translation adjustment, net

Pension liability adjustments, net of tax of $1,473 and $1,090, respectively
Comprehensive income

Net comprehensive income (loss) attributable to noncontrolling interests
Comprehensive income attributable to Titan

See accompanying Notes to Consolidated Financial Statements.

Three months ended

September 30,

2012 2011
$18,829 $21,525
(353 ) (11,433
(1,247 ) (12,861
836 594
18,065 (2,175
(750 ) 362
$18,815 $(2,537
Nine months ended
September 30,

2012 2011
$98,548 $44,045
(16 ) 2,219
(5,816 ) (9,929
2,508 1,779
95,224 38,114
(506 ) 354
$95,730 $37,760
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TITAN INTERNATIONAL, INC.
CONSOLIDATED CONDENSED BALANCE SHEETS (UNAUDITED)
(All amounts in thousands, except share data)

September 30, December 31,

Assets 2012 2011
Current assets
Cash and cash equivalents $134,890 $129,170

Accounts receivable, net 228,375 189,527
Inventories 247,778 190,872
Deferred income taxes 32,706 26,775
Prepaid and other current assets 45,256 28,249
Total current assets 689,005 564,593
Property, plant and equipment, net 336,769 334,742
Other assets 132,356 110,951
Total assets $1,158,130 $1,010,286
Liabilities and Equity
Current liabilities
Short-term debt $7,517 $11,723
Accounts payable 106,670 76,574
Other current liabilities 81,298 87,469
Total current liabilities 195,485 175,766
Long-term debt 313,897 317,881
Deferred income taxes 53,001 38,691
Other long-term liabilities 73,499 81,069
Total liabilities 635,882 613,407
Equity:
Titan stockholder's equity

Common stock (no par, 120,000,000 shares authorized, 44,092,997 issued) 37 37
Additional paid-in capital 383,998 380,295
Retained earnings 165,473 67,053

Treasury stock (at cost, 1,796,015 and 1,887,316 shares, respectively) (16,519 ) (17,338
Treasury stock reserved for deferred compensation (1,233 ) (1,233
Accumulated other comprehensive loss (36,899 ) (33,575
Total Titan stockholders’ equity 494,857 395,239
Noncontrolling interests 27,391 1,640
Total equity 522,248 396,879
Total liabilities and equity $1,158,130 $1,010,286

See accompanying Notes to Consolidated Financial Statements.
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TITAN INTERNATIONAL, INC.
CONSOLIDATED CONDENSED STATEMENT OF CHANGES IN EQUITY (UNAUDITED)
(All amounts in thousands, except share data)

Treasury Accumulated

Number . stock
Additional . other Total .

of Commaon . Retained Treasury reserved . Noncontrollaigl
paid-in . comprehendiitan . .

common  Stock . earnings  stock for . . interest  Equity
capital come  Equity

shares contractua

obligation 0ss)

Balance

January 1, 42,205,681 $37 $380,295 $67,053  $(17,338) $(1,233) $(33,575) $395,239 $1,640 $396,879
2012

Net income 99,054 99,054 (506 ) 98,548
Currency

translation (5,816 ) (5,816 ) (5,816
adjustment
Pension
liability
adjustments,
net of tax
Unrealized
loss on
investment,
net of tax
Dividends on
common stock
Exercise of 5, 31 285 640 925 925
stock options

Acquisitions — 26,341 26,341
ansolidated o (84 ) (84
joint venture
Stock-based
compensation
Tax benefit
related to
stock-based
compensation
Issuance of
treasury stock
under 401(k)
plan

Balance
September 30,42,296,982 $37 $383,998 $165,473 $(16,519) $(1,233) $(36,899) $494,857 $27,391 $522,248
2012

2,508 2,508 2,508

(16 ) (16 ) (16

(634 ) (634 ) (634

2,959 2,959 2,959

185 185 185

19,991 274 179 453 453

10
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See accompanying Notes to Consolidated Financial Statements.
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TITAN INTERNATIONAL, INC.
CONSOLIDATED CONDENSED STATEMENTS OF CASH FLOWS (UNAUDITED)
(All amounts in thousands)
Nine months ended September 30,
Cash flows from operating activities: 2012 2011
Net income $98.,548 $44,045
Adjustments to reconcile net income to net cash
provided by (used for) operating activities:

Depreciation and amortization 35,865 32,753

Deferred income tax provision 6,906 8,038

Noncash convertible debt conversion charge — 16,135

Supply agreement termination income (26,134 ) —

Stock-based compensation 2,959 1,748

Excess tax benefit from stock options exercised (185 ) —

Issuance of treasury stock under 401 (k) plan 453 411

Gain on acquisition — 919 )
(Increase) decrease in assets:

Accounts receivable (24,099 ) (132,294 )
Inventories (36,921 ) (47,366 )
Prepaid and other current assets (17,619 ) (9,456 )
Other assets 3,699 2,870

Increase (decrease) in liabilities:

Accounts payable 25,893 69,540

Other current liabilities 4,786 10,224

Other liabilities 10,937 (7,412 )
Net cash provided by (used for) operating activities 85,088 (11,683 )
Cash flows from investing activities:

Capital expenditures (36,319 ) (17,901 )
Acquisitions, net of cash acquired (32,760 ) (99,118 )
Purchases of marketable securities — (30,000 )
Other 636 1,941

Net cash used for investing activities (68,443 ) (145,078 )
Cash flows from financing activities:

Repurchase of senior unsecured notes — (1,064 )
Payment on debt (14,434 ) (629 )
Term loan borrowing 4,378 14,148

Proceeds from exercise of stock options 925 4717

Excess tax benefit from stock options exercised 185 —

Dividends paid (634 ) (598 )
Net cash provided by (used for) financing activities (9,580 ) 12,334

Effect of exchange rate changes on cash (1,345 ) (799 )
Net increase (decrease) in cash and cash equivalents 5,720 (145,226 )
Cash and cash equivalents, beginning of period 129,170 239,500

Cash and cash equivalents, end of period $134,890 $94.274
Supplemental information:

Interest paid $15,306 $25,735

Income taxes paid $63,669 $17,093

12
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See accompanying Notes to Consolidated Financial Statements.
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TITAN INTERNATIONAL, INC.
Notes to Consolidated Condensed Financial Statements
(Unaudited)

1. ACCOUNTING POLICIES

In the opinion of Titan International, Inc. ("Titan" or the "Company"), the accompanying unaudited consolidated
condensed financial statements contain all adjustments, which are normal and recurring in nature and necessary for a
fair statement of the Company's financial position as of September 30, 2012, and the results of operations and cash
flows for the three and nine months ended September 30, 2012 and 2011.

Accounting policies have continued without significant change and are described in the Description of Business and
Significant Accounting Policies contained in the Company's 2011 Annual Report on Form 10-K. These interim
financial statements have been prepared pursuant to the Securities and Exchange Commission's rules for Form 10-Q's
and, therefore, certain information and footnote disclosures normally included in annual financial statements prepared
in accordance with accounting principles generally accepted in the United States of America have been condensed or
omitted. These condensed consolidated financial statements should be read in conjunction with the consolidated
financial statements and notes thereto included in the Company's 2011 Annual Report on Form 10-K.

Sales
Sales and revenues are presented net of sales taxes and other related taxes.

Fair value of financial instruments

The Company records financial instruments, including cash and cash equivalents, accounts receivable, notes
receivable, accounts payable, other accruals and notes payable at cost, which approximates fair value. Investments in
marketable equity securities are recorded at fair value. The 7.875% senior secured notes due 2017 ("senior secured
notes") and 5.625% convertible senior subordinated notes due 2017 ("convertible notes") are carried at cost of $200.0
million and $112.9 million at September 30, 2012, respectively. The fair value of these notes at September 30, 2012,
as obtained through independent pricing sources, was approximately $212.5 million for the senior secured notes and
approximately $217.8 million for the convertible notes. The increase in the fair value of the convertible notes is due
primarily to the increased value of the underlying common stock.

Cash dividends

The Company declared cash dividends of $.005 and $.015 per share of common stock for each of the three and nine
months ended September 30, 2012, and 2011, respectively. The third quarter 2012 cash dividend of $.005 per share of
common stock was paid October 15, 2012, to stockholders of record on September 28, 2012.

Interest paid

Titan paid $3.5 million and $12.3 million for interest for the quarters ended September 30, 2012 and 2011,
respectively, and $15.3 million and $25.7 million for interest for the nine months ended September 30, 2012 and 2011,
respectively.

Income taxes paid

Titan paid $16.7 million and $6.5 million for income taxes for the quarters ended September 30, 2012 and 2011,
respectively, and $63.7 million and $17.1 million for income taxes for the nine months ended September 30, 2012 and
2011, respectively.

Use of estimates

14
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The policies utilized by the Company in the preparation of the financial statements conform to accounting principles
generally accepted in the United States of America and require management to make estimates, assumptions and
judgments that affect the reported amount of assets and liabilities, and disclosure of contingent assets and liabilities, at
the date of the financial statements and the reported amounts of revenues and expenses during the reporting

period. Actual amounts could differ from these estimates and assumptions.

Reclassification
Certain amounts from prior years have been reclassified to conform to the current year's presentation.

Subsequent Events
The Company has evaluated subsequent events and transactions for potential recognition or disclosure in the financial
statements through the date of issuance of the financial statements.

15
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TITAN INTERNATIONAL, INC.
Notes to Consolidated Condensed Financial Statements
(Unaudited)

2. ACQUISITIONS

Acquisition of Planet Corporation Group

On August 2, 2012, Titan purchased a 56% controlling interest in Planet Corporation Group based in Perth, Australia
(Planet) for $22.9 million and payment of $10.5 million for Planet's debt. The fair value of the consideration
transferred and noncontrolling interests exceeded the fair value of the identified assets acquired less liabilities
assumed. Therefore, goodwill of $14.0 million was recorded on the transaction. An initial noncontrolling interest of
$26.3 million was recorded at the acquisition date. The Company continues to evaluate the preliminary purchase price
allocation, primarily the value of certain deferred taxes and goodwill, and may revise the purchase price allocation in
future periods as these estimates are finalized.

Acquisition of Goodyear's Latin American Farm Tire Business

On April 1, 2011, Titan closed on the acquisition of The Goodyear Tire & Rubber Company's ("Goodyear") Latin
American farm tire business for approximately $98.6 million U.S. dollars. The transaction includes Goodyear's Sao
Paulo, Brazil manufacturing plant, property, equipment; inventories; a licensing agreement that allows Titan to sell
Goodyear-brand farm tires in Latin America for seven years; and extends the North American licensing agreement for
seven years.

The purchase price was allocated to the assets acquired and the liabilities assumed based on their fair values.
Inventory was valued using the comparative sales method. Real and personal property was valued at fair value. The
excess of the purchase price of the identifiable assets acquired and liabilities assumed was reflected as goodwill. The
goodwill was allocated to the agricultural segment.

The purchase price allocation of the Latin American farm tire business consisted of the following (in thousands):

Cash $1,018

Inventories 14,562

Deferred income taxes - current asset 2,948

Prepaid & other current assets 4,929

Property, plant & equipment 108,905

Goodwill 14,484

Other assets 39,263

Other current liabilities (21,127 )
Deferred income taxes - noncurrent liability (25,521 )
Other noncurrent liabilities (40,823 )
Net assets acquired $98,638

The purchase price allocation has changed from that reported in the Form 10-K for the year ended December 31,
2011. In the first quarter of 2012, after filing the Form 10-K for the year ended December 31, 2011, Titan became
aware of information related to the classification of the Latin American business for US tax purposes. In the second
quarter of 2012, Titan became aware of additional information related to this acquisition. As a result of this
information, which was available at the time of acquisition, Titan concluded that there were errors in the original
accounting for the acquisition. Titan has concluded that the impact of these errors is immaterial to the consolidated
financial statements for the year ended December 31, 2011 and for the nine months ended September 30, 2012, and
therefore the correction of these errors were recorded as of January 1, 2012. The correction of these errors impacted
the following areas: an increase in current deferred income tax asset of $2.9 million, a decrease in goodwill of $8.4

16
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million, and a decrease in noncurrent deferred income tax liability of $5.5 million. As a result of currency exchange
rate differences, the January 1, 2012 recorded decrease in goodwill was $7.3 million, with a $1.1 million offset in
currency translation adjustment.

Pro forma financial information

The following unaudited pro forma financial information gives effect to the acquisition of Goodyear's Latin American
farm tire business as if the acquisition had taken place on January 1, 2011. The pro forma financial information for the
Sao Paulo, Brazil manufacturing facility was derived from The Goodyear Tire & Rubber Company's historical
accounting records. These amounts have been calculated by adjusting the historical results of the Sao Paulo, Brazil
facility to reflect the additional depreciation and the amortization of the prepaid royalty discount and supply
agreement liability assuming the fair value adjustments had taken place.

7

17



Edgar Filing: TITAN INTERNATIONAL INC - Form 10-Q

TITAN INTERNATIONAL, INC.
Notes to Consolidated Condensed Financial Statements
(Unaudited)

Pro forma financial information is as follows (in thousands, except per share data):
Nine months ended September 30,

2012 (Actual) 2011 (Pro forma)
Net sales $1,327,040 $1,112,481
Net income 98,548 48,175
Net income attributable to Titan 99,054 47,821
Basic earnings per share $2.35 $1.15
Diluted earnings per share 1.92 .95

The pro forma information is presented for illustrative purposes only and may not be indicative of the results that
would have been obtained had the acquisition actually occurred on January 1, 2011, nor is it necessarily indicative of
Titan's future consolidated results of operations or financial position.

3. ACCOUNTS RECEIVABLE

Accounts receivable consisted of the following (amounts in thousands):
September 30, December 31,

2012 2011
Accounts receivable $233,035 $193,731
Allowance for doubtful accounts (4,660 ) (4,204 )
Accounts receivable, net $228,375 $189,527

Accounts receivable are reduced by an allowance for doubtful accounts which is based on historical losses.

4. INVENTORIES

Inventories consisted of the following (amounts in thousands):
September 30, December 31,

2012 2011
Raw material $104,068 $97,257
Work-in-process 43,907 31,141
Finished goods 110,243 75,137
258,218 203,535
Adjustment to LIFO basis (10,440 ) (12,663 )
$247,778 $190,872

At September 30, 2012, approximately 23% of the Company's inventories were valued under the last-in, first-out
(LIFO) method. At December 31, 2011, approximately 30% of the Company's inventories were valued under the
LIFO method. The remaining inventories were valued under the first-in, first-out (FIFO) method or average cost
method. All inventories are valued at lower of cost or market. The LIFO reserve decreased primarily as a result of the
composition of inventory. An overall increase in raw material relative to total inventory resulted in a greater decrease
in the FIFO cost versus the LIFO cost.
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5. PROPERTY, PLANT AND EQUIPMENT

Property, plant and equipment, net consisted of the following (amounts in thousands):
September 30, December 31,

2012 2011
Land and improvements $19,256 $20,330
Buildings and improvements 123,080 121,847
Machinery and equipment 464,461 456,236
Tools, dies and molds 93,041 88,676
Construction-in-process 27,901 14,606
727,739 701,695
Less accumulated depreciation (390,970 ) (366,953 )
$336,769 $334,742

Depreciation on fixed assets for the nine months ended September 30, 2012 and 2011, totaled $34.1 million and $31.4
million, respectively.

6. INVESTMENT IN TITAN EUROPE

Investment in Titan Europe Plc consisted of the following (amounts in thousands):
September 30, December 31,
2012 2011
Investment in Titan Europe Plc $28,972 $28,998

Titan Europe Plc is publicly traded on the AIM market in London, England. The Company’s investment in Titan
Europe represents a 21.8% ownership percentage. The Company has considered the applicable guidance in
Accounting Standards Codification (ASC) 323 Investments — Equity Method and Joint Ventures and has concluded that
the Company’s investment in Titan Europe Plc should be accounted for as an available-for-sale security and recorded
at fair value in accordance with ASC 320 Investments — Debt and Equity Securities as the Company does not have
significant influence over Titan Europe Plc. The investment in Titan Europe Plc is included as a component of other
assets on the Consolidated Condensed Balance Sheets. Titan’s cost basis in Titan Europe is $5.0 million. Titan’s
accumulated other comprehensive income includes a gain on the Titan Europe Plc investment of $15.5 million, which
is net of tax of $8.5 million.

Titan Europe Plc Share Offer and Acceptance

On August 10, 2012, Titan announced a formal offer to Titan Europe Plc shareholders of one share of new Titan
International common stock for every 11 Titan Europe Plc shares held. On October 5, 2012, Titan had received 87.2%
acceptance of the offer including the 21.8% of Titan Europe Plc shares already owned. The value of Titan's previous
21.8% ownership on October 5 was $29.8 million. The offer was declared wholly unconditional on the October 5 date
and the offer remained open until October 19, 2012. On October 19, 2012, Titan had received valid acceptances of the
offer which together with the Titan Europe Plc shares already owned represented a 97.1% ownership percentage.

On October 19, 2012, Titan issued 5,574,160 shares of Titan International common stock to Titan Europe Plc
shareholders with a value of $107.6 million, representing acceptances received as of October 5, 2012. Due to the
timing of this transaction, the acquisition date fair value calculations have not been completed. The Company
recorded $2.8 million of expense related to the acquisition costs through September 30, 2012. These costs were
expensed as general & administrative expenses.
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TITAN INTERNATIONAL, INC.
Notes to Consolidated Condensed Financial Statements
(Unaudited)

7. GOODWILL

Changes in goodwill consisted of the following (amounts in thousands):

2012 2011
Earthmoving/ Earthmoving/
Agricultural Construction Agricultural Construction
Segment Segment Total Segment Segment Total
Goodwill balance, January 1~ $19,841 $— $19,841 $— $— $—
Acquisitions — 13,982 13,982 21,388 — 21,388
Acquisition adjustment (7,289 ) — (7,289 ) — — —
Foreign currency translation (957 ) (193 ) (1,150 ) (2,640 ) — (2,640 )
Goodwill balance. September ¢ 1y 595 13789 $25384  $18748  $— $18,748

30

The Company's agricultural segment goodwill balance is related to the acquisition of Goodyear's Latin American farm
tire business which included the Sao Paulo, Brazil manufacturing facility. The Company's earthmoving/construction
goodwill balance is related to the acquisition of Planet Group in August 2012. Goodwill is included as a component of
other assets in the Consolidated Condensed Balance Sheets. The Company reviews goodwill for impairment during
the fourth quarter of each annual reporting period, and whenever events and circumstances indicate that the carrying
values may not be recoverable. The Company's consumer segment does not have any recorded goodwill.

8. WARRANTY

Changes in the warranty liability consisted of the following (amounts in thousands):

2012 2011
Warranty liability, January 1 $17,659 $12,471
Provision for warranty liabilities 23,036 18,052
Warranty payments made (18,282 ) (14,979 )
Warranty liability, September 30 $22,413 $15,544

The Company provides limited warranties on workmanship on its products in all market segments. The majority of
the Company’s products have a limited warranty that ranges from zero to ten years, with certain products being
prorated after the first year. The Company calculates a provision for warranty expense based on past warranty
experience. Warranty accruals are included as a component of other current liabilities on the Consolidated Condensed
Balance Sheets.

10
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TITAN INTERNATIONAL, INC.
Notes to Consolidated Condensed Financial Statements
(Unaudited)

9. REVOLVING CREDIT FACILITY AND LONG-TERM DEBT

Long-term debt consisted of the following (amounts in thousands):
September 30, December 31,

2012 2011
7.875% senior secured notes due 2017 $200,000 $200,000
5.625% convertible senior subordinated notes due 2017 112,881 112,881
Other debt 8,533 16,723
321,414 329,604
Less amounts due within one year 7,517 11,723
$313,897 $317,881
Aggregate maturities of long-term debt at September 30, 2012, were as follows (amounts in thousands):
September 1 - December 31, 2012 $2,587
2013 5,386
2014 319
2015 178
2016 58
Thereafter 312,886
$321,414

7.875% senior secured notes due 2017

The Company’s 7.875% senior secured notes ("senior secured notes") are due October 2017. These notes are secured
by the land and buildings of the following subsidiaries of the Company: Titan Tire Corporation, Titan Tire
Corporation of Bryan, Titan Tire Corporation of Freeport and Titan Wheel Corporation of Illinois. The Company’s
senior secured notes outstanding balance was $200.0 million at September 30, 2012.

5.625% convertible senior subordinated notes due 2017

The Company’s 5.625% convertible senior subordinated notes ("convertible notes") are due January 2017. The initial
base conversion rate for the convertible notes is 93.0016 shares of Titan common stock per $1,000 principal amount
of convertible notes, equivalent to an initial base conversion price of approximately $10.75 per share of Titan common
stock. If the price of Titan common stock at the time of determination exceeds the base conversion price, the base
conversion rate will be increased by an additional number of shares (up to 9.3002 shares of Titan common stock per
$1,000 principal amount of convertible notes) as determined pursuant to a formula described in the indenture. The
base conversion rate will be subject to adjustment in certain events. The Company’s convertible notes balance was
$112.9 million at September 30, 2012.

Revolving credit facility

The Company’s $100 million revolving credit facility ("credit facility") with agent Bank of America, N.A. has a
January 2014 termination date and is collateralized by the accounts receivable and inventory of Titan and certain of its
domestic subsidiaries. During the nine months ended September 30, 2012 and at September 30, 2012, there were no
borrowings under the credit facility. The credit facility contains certain financial covenants, restrictions and other
customary affirmative and negative covenants. Titan is in compliance with these covenants and restrictions as of
September 30, 2012.
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TITAN INTERNATIONAL, INC.
Notes to Consolidated Condensed Financial Statements
(Unaudited)

Other debt

Brazil Term Loan

In May 2011, the Company entered into a two-year, unsecured $10.0 million Term Loan with Bank of America, N.A.
(BoA Term Loan) to provide working capital for the Sao Paulo, Brazil manufacturing facility. Borrowings under the
BoA Term Loan bear interest at a rate equal to London Interbank Offered Rate (LIBOR) plus 200 basis points. The
BoA Term Loan shall be a minimum of $5.0 million with the option for an additional $5.0 million loan for a
maximum of $10.0 million. The BoA Term Loan is due May 2013. The Company entered into an interest rate swap
agreement and cross currency swap transaction with Bank of America Merrill Lynch Banco Multiplo S.A. that is
designed to convert the outstanding $5.0 million US Dollar based LIBOR loan to a Brazilian Real based Certificate of
Deposit Interbank (CDI) loan. See Note 10 for additional information. As of September 30, 2012, the Company had
$5.0 million outstanding on this loan and the interest rate including the effect of the swap agreement was
approximately 10%.

Brazil Revolving Line of Credit

The Company's wholly-owned Brazilian subsidiary, Titan Pneus Do Brasil Ltda ("Titan Brazil"), has a revolving line
of credit (Brazil line of credit) established with Bank of America Merrill Lynch Banco Multiplo S.A. in May 2011.
Titan Brazil could borrow up to 16.0 million Brazilian Reais, which equates to approximately $7.9 million dollars as
of September 30, 2012, for working capital purposes. Under the terms of the Brazil line of credit, borrowings, if any,
bear interest at a rate of LIBOR plus 247 basis points. At September 30, 2012 there were no borrowings outstanding
on this line of credit.

Brazil Other Debt
Titan Brazil has working capital loans for the Sao Paulo, Brazil manufacturing facility totaling $2.4 million at
September 30, 2012.

Australia Other Debt
Titan National Australia Holdings has capital leases totaling $1.1 million at September 30, 2012.

10. DERIVATIVE FINANCIAL INSTRUMENTS

The Company uses financial derivatives to mitigate its exposure to volatility in the interest rate and foreign currency
exchange rate in Brazil. The Company uses these derivative instruments to hedge exposure in the ordinary course of
business and does not invest in derivative instruments for speculative purposes. In order to reduce interest rate and
foreign currency risk on the BoA Term Loan, the Company entered into an interest rate swap agreement and cross
currency swap transactions with Bank of America Merrill Lynch Banco Multiplo S.A. that are designed to convert the
outstanding $5.0 million US Dollar based LIBOR loan to a Brazilian Real based CDI loan and convert $2.4 million of
US Dollar based LIBOR working capital loans to Brazilian Real based CDI loans. The Company has not designated
these agreements as hedging instruments. Changes in the fair value of the cross currency swap are recorded in other
income (expense) and changes in the fair value of the interest rate swap agreement are recorded as interest expense (or
gain as an offset to interest expense). For the three months ended September 30, 2012, the Company recorded $(0.1)
million of other expense and $0.1 million of interest expense related to these derivatives. For the nine months ended
September 30, 2012, the Company recorded $0.0 million of other expense and $0.3 million of interest expense related
to these derivatives.
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11. LEASE COMMITMENTS

The Company leases certain buildings and equipment under operating leases. Certain lease agreements provide for
renewal options, fair value purchase options, and payment of property taxes, maintenance and insurance by the
Company.

At September 30, 2012, future minimum rental commitments under noncancellable operating leases with initial terms
of at least one year were as follows (amounts in thousands):

October 1 - December 31, 2012 $204
2013 521
2014 419
2015 96
2016 15
Total future minimum lease payments $1,255

12. EMPLOYEE BENEFIT PLANS

The Company has three frozen defined benefit pension plans and one defined benefit plan that previously purchased a
final annuity settlement. The Company also sponsors four 401 (k) retirement savings plans. The Company contributed
approximately $3.7 million and $5.4 million to the frozen defined pension plans during the three and nine months
ended September 30, 2012, respectively, and expects to contribute approximately $0.7 million to the frozen pension
plans during the remainder of 2012.

The components of net periodic pension cost consisted of the following (amounts in thousands):

Three months ended Nine months ended

September 30, September 30,

2012 2011 2012 2011
Interest cost $1,133 $1,272 $3,399 $3.816
Expected return on assets (1,252 ) (1,314 ) (3,756 ) (3,944 )
Amortization of unrecognized prior service cost 34 34 102 102
Amortization of unrecognized deferred taxes — (14 ) — 42 )
Amortization of net unrecognized loss 1,293 937 3,879 2,809

Net periodic pension cost $1,208 $915 $3.624 $2.,741

13. ROYALTY EXPENSE

The Company has a trademark license agreement with Goodyear to manufacture and sell certain tires in North
America and Latin America under the Goodyear name. The North American and Latin American farm tire royalties
were prepaid for seven years as a part of the 2011 Goodyear Latin American farm tire acquisition. In May 2012, the
Company and Goodyear entered into an agreement under which Titan will sell certain non-farm tire products directly
to third party customers and pay a royalty to Goodyear. Royalty expenses recorded were $3.7 million and $2.3 million
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for the quarters ended September 30, 2012 and 2011, respectively. Royalty expenses were $8.7 million and $7.5
million for the nine months ended September 30, 2012 and 2011, respectively.
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14. SUPPLY AGREEMENT TERMINATION INCOME

Supply agreement termination income consisted of the following (amounts in thousands):

Three months ended Nine months ended

September 30, September 30,

2012 2011 2012 2011
Supply agreement termination income $— $— $26,134 $—

The Company's April 2011 acquisition of Goodyear's farm tire business included a three year supply agreement with
Goodyear for certain non-farm tire products. A liability was recorded as the supply agreement was for sales at below
market prices. In May 2012, the Company and Goodyear terminated this supply agreement and entered into an
agreement under which Titan will sell these products directly to third party customers and pay a royalty to Goodyear.
The remaining balance of the supply agreement liability was recorded as income as the Company is no longer
obligated to sell the products at below market prices.

15. OTHER INCOME (EXPENSE)

Other income (expense) consisted of the following (amounts in thousands):

Three months ended Nine months ended
September 30, September 30,
2012 2011 2012 2011
Discount amortization on prepaid royalty $910 $1,041 $2,882 $2.,120
Other income (expense) 474 461 ) 683 (378 )
Gain (loss) related to contractual obligation 492 (1.255 ) 1287 (1111 )
investments
Interest income 372 119 757 357
Building rental income 191 — 554 —
Gain on purchase transaction — — — 919
$2,439 $(556 ) $6,163 $1,907

16. INCOME TAXES

The Company recorded income tax expense of $13.6 million and $64.7 million for the three and nine months ended
September 30, 2012, respectively, as compared to $12.7 million and $35.3 million for the three and nine months ended
September 30, 2011. The Company's effective income tax rate was 40% and 45% for the nine months ended
September 30, 2012 and 2011, respectively.

The Company's 2012 income tax expense and rate differs from the amount of income tax determined by applying the

U.S. Federal income tax rate to pre-tax income primarily as a result of the supply agreement termination income and
related income tax effects and the liability for unrecognized tax benefits recorded.
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The Company's 2011 income tax expense and rate differs from the amount of income tax determined by applying the
U.S. Federal income tax rate to pre-tax income primarily as a result of the $16.1 million noncash charge taken in
connection with the Company's convertible debt. This noncash charge is not fully deductible for income tax purposes.
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ASC 740 provides that a tax benefit from an uncertain tax position may be recognized when it is more likely than not
that the position will be sustained upon examination. The Company's unrecognized tax benefits were $6.4 million and
$0.0 million as of September 30, 2012 and December 31, 2011, respectively. As of September 30, 2012, $4.3 million
would affect income tax expense if recognized. The Company recognizes accrued interest and penalties related to
unrecognized tax benefits as a component of income tax expense. The amount of accrued interest and penalties
included in the unrecognized tax benefits at September 30, 2012 and December 31, 2011 was $0.8 million and $0.0
million, respectively. The increase in unrecognized tax benefits relates to potential nexus exposure in various
jurisdictions where the Company has activities and relates to 2012 and several previous tax years. The three and nine
months ended September 30, 2012, included $1.8 million and $2.3 million, respectively, in income tax expense related
to recording unrecognized tax benefits from previous tax years. Titan concluded that these amounts are immaterial to
the consolidated financial statements for the three and nine months ended September 30, 2012.

17. EARNINGS PER SHARE
Earnings per share (EPS) were as follows (amounts in thousands, except per share data):

Three months ended

September 30, 2012 September 30, 2011
Titan Net Weighted- Per share ~ Titan Net Weighted- Per share
. average . average
income amount income amount
shares shares
Basic earnings per share $19,579 42,180 $0.46 $21,163 42,028 $0.50
Effect of stock options/trusts — 237 — 238
Effect of convertible notes 1,143 10,909 1,091 10,795
Diluted earnings per share $20,722 53,326 $0.39 $22,254 53,061 $0.42
Nine months ended
September 30, 2012 September 30, 2011
Titan Net Weighted- Per share  Titan Net Weighted- Per share
. average . average
income amount income amount
shares shares
Basic earnings per share $99,054 42,148 $2.35 $43,6901 41,512 $1.05
Effect of stock options/trusts — 258 — 287
Effect of convertible notes 3,429 10,909 3,385 11,171
Diluted earnings per share $102,483 53,315 $1.92 $47,076 52,970 $0.89

The weighted-average diluted shares outstanding for the three and nine months ended September 30, 2012, exclude
stock options to purchase approximately 0.5 million shares for both periods, because such options have an exercise
price in excess of the average market price of the Company's common stock during the period.
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18. SEGMENT INFORMATION

The table below presents information about certain revenues and income from operations used by the chief operating
decision maker of the Company for the three and nine months ended September 30, 2012 and 2011 (amounts in

thousands):

Revenues from external customers
Agricultural
Earthmoving/construction
Consumer

Gross profit

Agricultural
Earthmoving/construction
Consumer

Unallocated corporate

Income from operations

Agricultural

Earthmoving/construction

Consumer

Unallocated corporate
Income from operations

Interest expense
Noncash convertible debt conversion charge
Other income (expense), net

Income before income taxes

Three months ended

September 30,
2012

$246,578
103,135
55,006
$404,719

$48,091
18,689
1,016
(635
$67,161

$41,740
13,468
(234
(18,808
36,166

(6,187

2,439
$32,418

Assets by segment were as follows (amounts in thousands):

Total assets

Agricultural
Earthmoving/construction
Consumer

Unallocated corporate

16

)
)

2011

$246,456
81,078
71,271
$398,805

$39,008
8,814
5,812
(640
$52,994

$34,580
7,418
3,615
(4,226
41,387

(6,616

(556
$34,215

Nine months ended

September 30,
2012

$831,376
318,244
177,420
$1,327,040

$173,684
60,598
10,488
(2,160
$242,610

$156,965
51,385
30,284
(62,828
175,806

(18,699
6,163
$163,270

September 30,
2012

$459,307
347,988
146,018
204,817
$1,158,130

2011

$713,721
224,484
145,876
$1,084,081

$133,874
28,227

13,567

(2,068 )
$173,600

$120,248
23,408

9,352

(40,345 )
112,663

(19,045 )
(16,135 )
1,907

$79,390

December 31,
2011

$444.611
193,566
139,161
232,948
$1,010,286
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19. FAIR VALUE MEASUREMENTS

ASC 820 Fair Value Measurements establishes a three-tier fair value hierarchy, which prioritizes the inputs used in
measuring fair value. These tiers are defined as:

Level 1 — Quoted prices in active markets for identical instruments.

Level 2 — Inputs other than quoted prices in active markets that are either directly or indirectly observable.

Level 3 — Unobservable inputs in which little or no market data exists, therefore requiring an entity to develop its own
assumptions.

Assets and liabilities measured at fair value on a recurring basis consisted of the following (amounts in thousands):

September 30, 2012 December 31, 2011

Total Level 1 Level 2 Level 3 Total Level 1 Level 2 Level 3
Investmentin Titan — ¢o0 975 grg97) g $— $28.098  $28998 $— $—
Europe Plc (a)
Contractual obligation |5 co) 3 ¢g; 12,395 12,395
investments
Interest rate swap 1,011 — 1,011 — 634 — 634 —
Preferred stock 250 — — 250 1,000 — — 1,000
Total $43914 $42,653 $1,011 $250 $43,027 $41,393 $634 $1,000

(a) The fair value for all periods presented has been decreased by cumulative translation adjustment of $1.2 million,
which relates to the Company's Titan Europe Plc ownership in 2005 and before.

The following table presents the changes during the periods presented in Titan's Level 3 investments that are measured
at fair value on a recurring basis (amounts in thousands):
Preferred stock

Balance at December 31, 2011 $1,000
Change in preferred stock investment (750 )
Total realized and unrealized gains and losses —

Balance as of September 30, 2012 $250

20. LITIGATION

The Company is a party to routine legal proceedings arising out of the normal course of business. Although it is not
possible to predict with certainty the outcome of these unresolved legal actions or the range of possible loss, the
Company believes at this time that none of these actions, individually or in the aggregate, will have a material adverse
effect on the consolidated financial condition, results of operations or cash flows of the Company. However, due to
the difficult nature of predicting unresolved and future legal claims, the Company cannot anticipate or predict the
material adverse effect on its consolidated financial condition, results of operations or cash flows as a result of efforts
to comply with or its liabilities pertaining to legal judgments.
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