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UNITED STATES SECURITIES AND EXCHANGE COMMISSION
Washington D.C. 20549

FORM 10-Q
QUARTERLY REPORT

(Mark One)

b Quarterly Report Pursuant to Section 13 or 15(d) of the Securities Exchange Act of 1934
For the quarterly period ended June 30, 2010

OR

0 Transition Report Pursuant to Section 13 or 15(d) of the Securities Exchange Act of 1934

For the transition period from to
Commission file number: 1-12162
BORGWARNER INC.

(Exact name of registrant as specified in its charter)

Delaware 13-3404508
State or other jurisdiction of (I.R.S. Employer
Incorporation or organization Identification No.)
3850 Hamlin Road, Auburn Hills, Michigan 48326
(Address of principal executive offices) (Zip Code)

Registrant s telephone number, including area code: (248) 754-9200
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 for 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.
YESpNOo
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).
YESpNOo
Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer,
or a smaller reporting company. See definition of large accelerated filer , accelerated filer and smaller reporting
company in Rule 12b-2 of the Exchange Act. (Check one):

Large Accelerated Filer Accelerated Non-Accelerated Filer o Smaller Reporting

b Filer o Company o

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act).
YESoNO b

As of June 30, 2010, the registrant had 114,016,951 shares of voting common stock outstanding.
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PART I. FINANCIAL INFORMATION

BORGWARNER INC. AND CONSOLIDATED SUBSIDIARIES
CONDENSED CONSOLIDATED BALANCE SHEETS (UNAUDITED)

(millions of dollars)

ASSETS

Cash $
Receivables, net

Inventories, net

Deferred income taxes

Prepayments and other current assets

Total current assets

Property, plant and equipment, net
Investments and advances
Goodwill

Other non-current assets

Total assets $

LIABILITIES AND STOCKHOLDERS EQUITY

Notes payable and other short-term debt $
Accounts payable and accrued expenses

Income taxes payable

Total current liabilities

Long-term debt

Other non-current liabilities:
Retirement-related liabilities
Other

Total other non-current liabilities

Common stock

Capital in excess of par value

Retained earnings

Accumulated other comprehensive income (loss)

Treasury stock

Total BorgWarner Inc. stockholders equity
Noncontrolling interest

Total stockholders equity

Table of Contents

June
30,
2010

187.5
977.4
378.8
66.6
92.0

1,702.3
1,405.9
290.0
1,080.7
490.3

4,969.2

185.7
1,161.8
34.8

1,382.3
780.6

449.5
298.7

748.2

1.2
1,045.1
1,341.9

(193.5)
(178.6)

2,016.1
42.0

2,058.1

$

December
31,
2009

3574
732.0
314.3
60.2
87.9

1,551.8
1,490.3
2574
1,061.4
450.5

4,811.4

69.1
977.1
1,046.2
773.2

473.7
295.6

769.3

1.2
1,034.1
1,193.4

14.5
(57.9)

2,185.3
374

2,222.7
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Total liabilities and stockholders equity $ 4,969.2 $ 4,811.4

See accompanying Notes to Condensed Consolidated Financial Statements
3
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BORGWARNER INC. AND CONSOLIDATED SUBSIDIARIES

CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS (UNAUDITED)
(millions of dollars, except share and per share data)

Three Months Ended Six Months Ended
June 30, June 30,
2010 2009 2010 2009
Net sales $ 14217 $ 9162 $ 2,708.5 $ 1,735.7
Cost of sales 1,146.3 800.0 2,194.6 1,539.9
Gross profit 2754 116.2 513.9 195.8
Selling, general and administrative expenses 137.8 1154 268.1 189.5
Restructuring expense 50.3 50.3
Other expense 20.3 21.9
Operating income (loss) 117.3 (49.5) 2239 (44.0)
Equity in affiliates earnings, net of tax (10.0) 4.8) (19.3) (5.0
Interest income (0.6) 0.7 (1.2) (1.2)
Interest expense and finance charges 14.2 9.0 28.4 28.1
Earnings (loss) before income taxes and
noncontrolling interest 113.7 (53.0) 216.0 (65.9)
Provision (benefit) for income taxes 26.0 (19.1) 46.9 (25.7)
Net earnings (loss) 87.7 (33.9) 169.1 (40.2)
Net earnings attributable to the noncontrolling
interest, net of tax 4.9 2.0 10.1 2.7
Net earnings (loss) attributable to BorgWarner
Inc. $ 828 $ (359 $ 159.0 $ (429
Earnings (loss) per share basic $ 072 $ (0.31)%* $ 1.37 $  (0.37)%*
Earnings (loss) per share  diluted $ 0.68% $  (0.31)%* $ 1.31% $  (0.37)%*
Weighted average shares outstanding (thousands):
Basic 115,362 116,564 115,869 116,296
Diluted 129,078%* 116,564%% 129,372% 116,296%*
Dividends declared per share $ $ $ $ 0.12

Table of Contents 6
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*  The Company s
diluted earnings
per share for the
quarter and six
months ended
June 30, 2010
includes the
impact of the
Company s
3.50%
convertible
notes and
associated
warrants. Refer
to Note 18,

Earnings (Loss)
Per Share , for
further
information on
our diluted
earnings
calculation.

**  The Company
had a loss for
the quarter and
six months
ended June 30,
2009. As a
result, diluted
loss per share is
the same as
basic, as any
dilutive
securities would
reduce the loss
per share.
Therefore,
diluted shares
are equal to
basic shares
outstanding for
the three and six
months ended
June 30, 20009.

See accompanying Notes to Condensed Consolidated Financial Statements
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BORGWARNER INC. AND CONSOLIDATED SUBSIDIARIES CONDENSED CONSOLIDATED

STATEMENTS OF CASH FLOWS (UNAUDITED)
(millions of dollars)

OPERATING
Net earnings (loss)

Adjustments to reconcile net earnings (loss) to net cash flows from operations:

Non-cash charges (credits) to operations:
Depreciation and tooling amortization

Amortization of intangible assets and other
Environmental litigation settlement, net of cash paid
Restructuring expense, net of cash paid

Stock based compensation expense

Deferred income tax benefit

Convertible bond premium amortization
BERU-Eichenauer equity investment gain

Equity in affiliates earnings, net of dividends received and other

Net earnings (loss) adjusted for non-cash charges to operations

Changes in assets and liabilities:
Receivables

Inventories

Prepayments and other current assets
Accounts payable and accrued expenses
Income taxes payable

Other non-current assets and liabilities

Net cash provided by operating activities

INVESTING

Capital expenditures, including tooling outlays

Net proceeds from asset disposals

Payments for businesses acquired, net of cash acquired
Proceeds from sale of business

Net cash used in investing activities

FINANCING

Increase (Decrease) in notes payable

Additions to long-term debt

Repayments of long-term debt, including current portion
Payments for noncontrolling interest acquired

Payment for purchase of bond hedge

Proceeds from warrant issuance

Reduction in accounts receivable securitization facility
Payment for purchase of treasury stock

Table of Contents

Six Months Ended
June 30,
2010 2009
$ 169.1 $ (40.2)
114.5 114.1
13.6 11.9
28.0
44.0
10.6 12.5
(15.7) (39.3)
8.9 4.2
(8.0)

(18.7) 36.0
302.3 143.2
(231.0) (19.1)
(51.2) 135.1
(10.6) 4.9
177.5 (45.9)

35.6 (6.1)
(14.3) (38.3)
208.3 173.8

(107.4) (88.3)
3.9 13.7
(164.7) (7.5)
5.0
(263.2) (82.1)
67.8 (87.1)
381.6
(11.2) (158.0)
(14.8)
(56.4)
31.2
(50.0)
(154.8)
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Proceeds from interest rate swap termination 30.0
Proceeds from stock options exercised, including the tax benefit 23.7 2.6
Dividends paid to BorgWarner stockholders (13.8)
Dividends paid to noncontrolling stockholders (7.8) (8.3)
Net cash provided by (used in) financing activities (82.3) 57.0
Effect of exchange rate changes on cash (32.7) 4.8
Net increase (decrease) in cash (169.9) 153.5
Cash at beginning of year 357.4 103.4
Cash at end of period $ 187.5 $ 256.9
SUPPLEMENTAL CASH FLOW INFORMATION
Net cash paid during the period for:
Interest $ 253 $ 440
Income taxes 25.3 18.6
Non-cash financing transactions:
Stock performance plans 3.8 4.1
See accompanying Notes to Condensed Consolidated Financial Statements
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BORGWARNER INC. AND CONSOLIDATED SUBSIDIARIES

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

(UNAUDITED)

(1) Basis of Presentation

The accompanying unaudited condensed consolidated financial statements of BorgWarner Inc. and Consolidated
Subsidiaries (the Company ) have been prepared in accordance with accounting principles generally accepted in the
United States of America ( GAAP ) for interim financial information and with the instructions to Form 10-Q and
Rule 10-01 of Regulation S-X. Accordingly, they do not include all of the information and footnotes necessary for a
comprehensive presentation of financial position, results of operations and cash flow activity required by GAAP for
complete financial statements. In the opinion of management, all normal recurring adjustments necessary for a fair
presentation of results have been included. Operating results for the three and six months ended June 30, 2010 are not
necessarily indicative of the results that may be expected for the year ending December 31, 2010. The balance sheet as
of December 31, 2009 was derived from the audited financial statements as of that date. For further information, refer
to the consolidated financial statements and footnotes thereto included in the Company s Annual Report on Form 10-K
for the year ended December 31, 2009.

We have reclassified certain 2009 amounts to conform to the presentation of our 2010 Condensed Consolidated
Statement of Cash Flows. The financial statements and Management s Discussion and Analysis of Financial Condition
and Results of Operations should be read in conjunction with the Company s Annual Report on Form 10-K for the
fiscal year ended December 31, 2009.

Management makes estimates and assumptions that affect the reported amounts of assets and liabilities and disclosure
of contingent assets and liabilities as of the date of the financial statements and accompanying notes, as well as the
amounts of revenues and expenses reported during the periods covered by those financial statements and
accompanying notes. Actual results could differ from these estimates.

(2) Research and Development

The following table presents the Company s gross and net expenditures on research and development ( R&D ) activities:

Three Months Ended Six Months Ended
June 30, June 30,
(millions) 2010 2009 2010 2009
Gross R&D expenditures $ 56.2 $ 50.8 $108.4 $ 99.3
Customer reimbursements (10.1) (15.0) (20.0) (31.0)
Net R&D expenditures $ 46.1 $ 358 $ 884 $ 68.3

The Company s net R&D expenditures are included in the selling, general and administrative expenses of the
Condensed Consolidated Statements of Operations. Customer reimbursements are netted against gross R&D
expenditures upon billing of services performed. The Company has contracts with several customers at the Company s
various R&D locations. No such contract exceeded $6 million in any of the periods presented.

6
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(3) Other Expense
Items included in other expense consist of:

Three Months Ended Six Months Ended

June 30, June 30,

millions of dollars 2010 2009 2010 2009
Environmental litigation settlement $ 28.0 $ $ 28.0 $
BERU-Eichenauer equity investment gain (8.0) (8.0)
Other 0.3 1.9
Total other expense $ 203 $ $ 219 $

See Notes 15 and 21 to the Consolidated Financial Statements for more information regarding the Company s second
quarter 2010 environmental litigation settlement and BERU-Eichenauer investment gain.
(4) Income Taxes
The Company s provision for income taxes is based upon an estimated annual tax rate for the year applied to federal,
state and foreign income. On a quarterly basis, the annual effective tax rate is adjusted, as appropriate, based upon
changed facts and circumstances, if any, as compared to those forecasted at the beginning of the fiscal year and each
interim period thereafter.
The Company s projected annual effective tax rate for 2010 is estimated to be 21.8% which includes the one-time
impact of the change in tax legislation related to Medicare Part D subsidies, the additional tax expense associated with
the BERU-Eichenauer equity investment gain and the tax benefit associated with the Company s environmental
litigation settlement. This rate differs from the U.S. statutory rate primarily due to foreign rates, which differ from
those in the U.S., the realization of certain business tax credits including foreign tax credits and favorable permanent
differences between book and tax treatment for items, including equity in affiliates earnings. If the impact to the
change in tax treatment for Medicare Part D subsidies, the BERU-Eichenauer equity investment gain and the
Company s environmental litigation settlement is not taken into account, the Company s annual effective tax rate
associated with on-going business operations was estimated to be 22.0%. In the second quarter, the Company
increased its estimated annual effective tax rate for on-going business operations from 18% to 22%, primarily due to
an increase in forecasted global earnings in higher taxed jurisdictions.
In the first quarter of 2010, the Patient Protection and Affordable Care Act (PPACA) was signed into law. In addition,
the Health Care and Education Reconciliation Act of 2010 ( the Reconciliation Act ) was also passed, amending certain
portions of the PPACA. The PPACA contains a provision eliminating tax deductibility of retiree health care costs to
the extent of federal subsidies received by plan sponsors who provide retiree prescription drug benefits equivalent to
Medicare Part D coverage. However, based upon the changes made in the Reconciliation Act, the tax benefit related to
the Medicare Part D subsidies will be extended until December 31, 2012. For all tax years ending after December 31,
2012 there will no longer be a tax benefit for the Medicare Part D subsidies. Therefore, the impact to the Company for
the loss of this future tax benefit (after December 31, 2012) was an additional tax expense of $2.5 million in the first
quarter 2010.
Due to unprecedented depressed global economic conditions in 2009 there was significant uncertainty regarding
industry production volumes. This precluded the Company from making a reliable estimate of the annual effective tax
rate for the full year. Accordingly, the Company made the 2009 income tax provision pursuant to Accounting
Standards Codification ( ASC ) Topic 740, Income Taxes , which provides that tax

7
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(or benefit) in each foreign jurisdiction that is not subject to a valuation allowance be separately computed as ordinary
income/(loss) occurs within the jurisdiction for the quarter. The actual global effective tax rate for the six months of
2009 was calculated to be a benefit of 39%, which resulted in a 36% tax rate (benefit) for the second quarter. This
represented an income tax benefit of ($25.7) million on a loss of ($65.9) million for the first six months of 2009. It
resulted in a ($19.1) million benefit on the loss of ($53.0) million for the second quarter of 2009.

The Company continues to analyze and review all unrecognized tax benefits on a quarterly basis for changes. As of
December 31, 2009, the balance of gross unrecognized tax benefits was $34.8 million. As of June 30, 2010, the
balance of gross unrecognized tax benefits increased to $35.3 million. Included in the balance at June 30, 2010 are
$29.1 million of tax positions that are permanent in nature and, if recognized, would reduce the global effective tax
rate.

The Company is currently litigating disputed issues related to a certain state tax audit, which is not expected to be
resolved by December 31, 2010. The Company is also in the final stages of a non-U.S. audit which may settle before
December 31, 2010. A reasonably estimated amount is accounted for in the balance of the unrecognized tax benefits
as of June 30, 2010. Other possible changes in the unrecognized tax benefits balance related to other examinations
cannot be reasonably estimated within the next 12 months.

The Company recognizes interest and penalties related to unrecognized tax benefits in income tax expense. The
Company had approximately $11.6 million of interest and penalties accrued at December 31, 2009. The Company had
approximately $12.4 million for the payment of interest and penalties accrued at June 30, 2010.

The Company or one of its subsidiaries files income tax returns in the U.S. federal jurisdiction, and various states and
foreign jurisdictions. The Company is no longer subject to income tax examinations by tax authorities in its major tax
jurisdictions as follows:

Years No Longer

Tax Jurisdiction Subject to Audit
U.S. Federal 2006 and prior
Brazil 2003 and prior
France 2006 and prior
Germany 2003 and prior
Hungary 2007 and prior
Italy 2003 and prior
Japan 2008 and prior
South Korea 2004 and prior
United Kingdom 2006 and prior

In certain tax jurisdictions the Company may have more than one taxpayer. The table above reflects the status of the
major taxpayer in each major tax jurisdiction. In Germany the open tax years for BorgWarner BERU Systems GmbH
are from 2002 and forward.
(5) Receivables Securitization
The Company securitizes certain receivables through third party financial institutions without recourse. The amount
can vary each month based on the amount of underlying receivables. The Company continues to administer the
collection of these receivables on behalf of the third party. The maximum size of the facility has been set at
$50 million.

8
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On April 24, 2009 the Company s $50 million accounts receivable securitization facility matured and was repaid. On
December 21, 2009 the Company entered into a new $50 million accounts receivable securitization facility. This
facility matures on December 21, 2012.

The Company was required to adopt amended ASC Topic 860, Accounting for Transfer of Financial Assets , on
January 1, 2010. This adoption required the Company to reflect its receivable securitization facility in its financial
statements in the current year of change. Accounting rules prior to January 1, 2010 allowed qualifying special-purpose
entities off-balance sheet treatment. The 2010 impact of this adoption was an increase in receivables, net of

$50 million and an increase in notes payable and other short-term debt of $50 million in the Company s June 30, 2010
Condensed Consolidated Balance Sheet.

The Company paid servicing fees related to these receivables for the three and six months ended June 30, 2010 and
2009 of $0.3 million and $0.1 million and $0.5 million and $0.4 million, respectively. As they were under prior
accounting rules, these amounts are consistently recorded in interest expense and finance charges in the Condensed
Consolidated Statements of Operations.

(6) Inventories

Inventories are valued at the lower of cost or market. The cost of U.S. inventories is determined by the last-in, first-out
( LIFO ) method, while the operations outside the U.S. use the first-in, first-out ( FIFO ) or average-cost methods.
Inventories consisted of the following:

June December
30, 31,
(millions) 2010 2009
Raw material and supplies $ 223.5 $ 187.3
Work in progress 80.4 69.8
Finished goods 86.7 68.8
FIFO inventories 390.6 3259
LIFO reserve (11.8) (11.6)
Inventories, net $ 378.8 $ 314.3
(7) Property, Plant & Equipment
December
June 30, 31,

(millions) 2010 2009
Land and buildings $ 623.2 $ 626.3
Machinery and equipment 1,793.3 1,866.5
Capital leases 2.2 24
Construction in progress 112.9 126.4
Total property, plant & equipment 2,531.6 2,621.6
Less accumulated depreciation (1,204.2) (1,211.6)

1,327.4 1,410.0
Tooling, net of amortization 78.5 80.3
Property, plant and equipment net $ 1,405.9 $ 1,490.3

Table of Contents 13
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Interest costs capitalized during the six-month periods ended June 30, 2010 and June 30, 2009 were $5.6 million and
$5.4 million, respectively.
As of June 30, 2010 and December 31, 2009, accounts payable of $24.8 million and $28.6 million, respectively, were
related to property, plant and equipment purchases.

9
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As of June 30, 2010 and December 31, 2009, specific assets of $3.1 million and $3.7 million, respectively, were
pledged as collateral under certain of the Company s long-term debt agreements.

(8) Product Warranty

The Company provides warranties on some of its products. The warranty terms are typically from one to three years.
Provisions for estimated expenses related to product warranty are made at the time products are sold. These estimates
are established using historical information about the nature, frequency, and average cost of warranty claims.
Management actively studies trends of warranty claims and takes action to improve product quality and minimize
warranty claims. While management believes that the warranty accrual is appropriate, actual claims incurred could
differ from the original estimates, requiring adjustments to the accrual. The accrual is recorded in both long-term and
short-term liabilities on the balance sheet. The following table summarizes the activity in the warranty accrual
accounts:

Six months ended

June 30,

(millions) 2010 2009
Beginning balance $ 61.7 $ 82.1
Acquisition 3.0
Provision 20.5 15.4
Payments (15.5) (30.0)
Currency translation (5.6) 0.4
Ending balance $ 64.1 $ 679
The product warranty liability is classified in the consolidated balance sheet as follows:

June December

30, 31,

(millions) 2010 2009
Accounts payable and accrued expenses $ 333 $ 325
Other non-current liabilities 30.8 29.2
Total product warranty liability $ 64.1 $ 61.7

10
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(9) Notes Payable and Long-Term Debt
Following is a summary of notes payable and long-term debt, including the current portion. The weighted average
interest rate on all borrowings outstanding as of June 30, 2010 and December 31, 2009 was 6.6% and 6.9%,

respectively.
June 30, 2010

(millions) Current Long-Term
Bank borrowings and other $107.1 $ 27
Term loans due through 2015 (at an average rate of
4.2% in 2010 and 3.9% in 2009) 28.6 6.6
Receivables securitization facility (a) 50.0
3.50% Convertible Notes due 04/15/12 339.2
5.75% Senior Notes due 11/01/16, net of
unamortized discount (b) 149.3
8.00% Senior Notes due 10/01/19, net of
unamortized discount (b) 133.9
7.125% Senior Notes due 02/15/29, net of
unamortized discount 119.3
Carrying amount of notes payable and long-term
debt 185.7 751.0
Impact of derivatives on debt (b) 29.6
Total notes payable and long-term debt $185.7 $780.6
(a) OnJanuary 1,

2010, the

Company

adopted ASC

Topic 860. The
second quarter
2010 impact of
this adoption is
an increase in
receivables, net
of $50 million
and an increase
in notes payable
and other
short-term debt
of $50 million
in the
Company s
June 30, 2010
Condensed
Consolidated
Balance Sheet.
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December 31, 2009
Current Long-Term
$32.5 $ 15

36.6 7.6

330.2

149.3

133.9

119.3

69.1 741.8
314

$69.1 $773.2
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(b)

See Note 20 to
the Condensed
Consolidated
Financial
Statements for
more
information
regarding the
Company s first
quarter 2010
adoption of
ASC Topic 860.

In 2006, the
Company
entered into
several interest
rate swaps that
had the effect of
converting
$325.0 million
of fixed rate
notes to variable
rates. In the first
quarter of 2009,
$100 million in
interest rate
swaps related to
the Company s
2009 fixed rate
debt matured,
and the
Company
terminated

$150 million in
interest rate
swap
agreements
related to the
Company s 2016
fixed rate debt
and $75 million
of interest rate
swap
agreements
related to the
Company s 2019
fixed rate debt.
As aresult of
the first quarter
2009 swap
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terminations, a

$34.5 million

gain remained

in debt and is

being amortized

over the

remaining lives

of the respective

2016 and 2019

debt. As of

June 30, 2010,

the unamortized

portion was

$29.6 million.
On March 31, 2010, the Company replaced its $250 million multi-currency revolving credit facility with a new
$550 million multi-currency revolving credit facility, which includes a feature that allows the Company to increase its
borrowings to $600 million. The new facility provides for borrowings through March 31, 2013, and is guaranteed by
the Company s domestic subsidiaries. The Company has three key financial covenants as part of the credit agreement.
These covenants are a net worth test, a debt compared to EBITDA ( Earnings Before Interest, Taxes, Depreciation and
Amortization ) test, and an interest coverage test. The Company was in compliance with all covenants at June 30, 2010
and expects to remain compliant in future periods. At June 30, 2010 and December 31, 2009 there were no
outstanding borrowings under these facilities.
The Company had outstanding letters of credit at June 30, 2010 and December 31, 2009 of $25.2 million and
$15.2 million, respectively. The letters of credit typically act as a guarantee of payment to certain third parties in
accordance with specified terms and conditions.
On April 9, 2009, the Company issued $373.8 million in convertible senior notes due April 15, 2012. Under ASC
Topic 470, Accounting for Convertible Debt Instruments That May be Settled in Cash Upon Conversion (Including
Partial Cash Settlement) , the Company must account for the convertible senior notes by bifurcating the instruments
between their liability and equity components. The value of the debt component is based on the fair value of issuing a
similar nonconvertible debt security. The equity component of the convertible debt security is calculated by deducting
the value of the liability from the proceeds received at issuance. The Company s June 30, 2010 Consolidated Balance
Sheet includes debt of $339.2 million and capital in excess of par of $36.5 million. Additionally, ASC Topic 470
requires us to accrete the discounted carrying value of the convertible notes to their face value over the term of the
notes.

11
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The Company s interest expense associated with this amortization is based on the effective interest rate of the

convertible senior notes of 9.365%. The total interest expense related to the convertible notes in the Company s
Consolidated Statement of Operations for the three and six months ended June 30, 2010 and 2009 was as follows:

Three Months Ended Six Months Ended
June 30, June 30,
(millions) 2010 2009 2010 2009
Interest expense $7.8 $7.4 $15.4 $7.4
Non-cash portion $4.5 $4.2 $ 8.9 $4.2

The notes will pay interest semi-annually of $6.5 million, which is at a coupon rate of 3.50% per year.
Holders of the notes may convert their notes at their option at any time prior to the close of business on the second
scheduled trading day immediately preceding the maturity date of the notes, in multiples of $1,000 principal amount.
The initial conversion rate for the notes is 30.4706 shares of the Company s common stock per $1,000 principal
amount of notes (representing an initial conversion price of approximately $32.82 per share of common stock). The
conversion price represents a conversion premium of 27.50% over the last reported sale price of the Company s
common stock on the New York Stock Exchange on April 6, 2009, of $25.74 per share. Since the Company s stock
price was above the convertible senior notes conversion price of $32.82 as of June 30, 2010, the if-converted value
was approximately $9.6 million at June 30, 2010. There was no dilutive impact to weighted average shares
outstanding for the year-ended December 31, 2009 due to the convertible senior notes. In conjunction with the note
offering, the Company entered into a bond hedge overlay at a net pre-tax cost of $25.2 million, effectively raising the
conversion premium to 50.0%, or approximately $38.61 per share. Upon conversion, the Company will pay or deliver
cash, shares of our common stock or a combination thereof at our election. The convertible senior notes were issued
under the Company s $750 million universal shelf registration filed with the Securities and Exchange Commission,
leaving approximately $376 million available as of June 30, 2010.
As of June 30, 2010 and December 31, 2009, the estimated fair values of the Company s senior unsecured notes totaled
$883.4 million and $776.0 million, respectively. The estimated fair values were $141.7 million and $43.3 million
higher at June 30, 2010 and December 31, 2009, respectively than their carrying values. Fair market values are
developed by the use of estimates obtained from brokers and other appropriate valuation techniques based on
information available as of quarter-end and year-end. The fair value estimates do not necessarily reflect the values the
Company could realize in the current markets.
(10) Fair Value Measurements
On January 1, 2009, the Company fully adopted as required, ASC Topic 820  Fair Value Measurements which
expands the disclosure of fair value measurements and its impact on the Company s financial statements.

12

Table of Contents 19



Edgar Filing: BORGWARNER INC - Form 10-Q

Table of Contents

ASC Topic 820 emphasizes that fair value is a market-based measurement, not an entity specific measurement.
Therefore, a fair value measurement should be determined based on assumptions that market participants would use in
pricing an asset or liability. As a basis for considering market participant assumptions in fair value measurements,
ASC Topic 820 establishes a fair value hierarchy, which prioritizes the inputs used in measuring fair values as
follows:

Level 1: Observable inputs such as quoted prices in active markets;

Level 2: Inputs, other than quoted prices in active markets, that are observable either directly or indirectly;
and

Level 3: Unobservable inputs in which there is little or no market data, which require the reporting entity to
develop its own assumptions.
Assets and liabilities measured at fair value are based on one or more of the following three valuation techniques
noted in ASC Topic 820:
A. Market approach: Prices and other relevant information generated by market transactions involving
identical or comparable assets or liabilities.

B. Cost approach: Amount that would be required to replace the service capacity of an asset (replacement
cost).

C. Income approach: Techniques to convert future amounts to a single present amount based upon market
expectations (including present value techniques, option-pricing and excess earnings models).

The following table classifies the assets and liabilities measured at fair value on a recurring basis as of June 30, 2010:

Basis of Fair Value Measurements

Quoted
Prices
in Significant
Active Other Significant
Balance Markets
at for Observable  Unobservable
Identical
June 30, Items Inputs Inputs Valuation
(Level
(millions) 2010 1) (Level 2) (Level 3) Technique
Assets:
Commodity contracts $ 4.1 $ $ 4.1 $ A
Foreign exchange contracts 7.6 7.6 A
Net investment hedge contracts 1.0 1.0 A
$ 12.7 $ $ 12.7 $
Liabilities:
Commodity contracts $ 0.2 $ $ 0.2 $ A
Foreign exchange contracts 5.9 5.9 A
Net investment hedge contracts 49.5 49.5 A
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The following table classifies the assets and liabilities measured at fair value on a recurring basis as of December 31,
2009:

Basis of Fair Value Measurements

Quoted
Prices
in Significant
Active Other Significant
Markets
Balance at for Observable  Unobservable
December Identical
31, Items Inputs Inputs Valuation
(Level
(millions) 2009 1) (Level 2) (Level 3) Technique
Assets:
Commodity contracts $ 8.4 $ $ 8.4 $ A
Foreign exchange contracts 3.8 3.8 A
$ 12.2 $ $ 12.2 $
Liabilities:
Commodity contracts $ 0.1 $ $ 0.1 $ A
Foreign exchange contracts 17.5 17.5 A
Net investment hedge contracts 51.2 51.2 A
$ 68.8 $ $ 68.8 $

(11) Financial Instruments

On January 1, 2009, the Company adopted as required, ASC Topic 815, Disclosures about Derivative Instruments
and Hedging Activities which expands the disclosure of financial instruments.

The Company s financial instruments include cash and marketable securities. Due to the short-term nature of these
instruments, their book value approximates their fair value. The Company s financial instruments also include
long-term debt, interest rate and currency swaps, commodity forward contracts, and foreign currency forward
contracts. All derivative contracts are placed with counterparties that have an S&P, or equivalent, investment grade
credit rating at the time of the contracts placement. At June 30, 2010 the Company had no derivative contracts that
contained credit risk related contingent features.

The Company selectively uses cross-currency swaps to hedge the foreign currency exposure associated with our net
investment in certain foreign operations (net investment hedges). Fair values of cross currency swaps are based on
observable inputs, such as interest rate, yield curves, credit risks, currency exchange rates and other external valuation
methodology (Level 2 inputs under ASC Topic 820).

At June 30, 2010 and December 31, 2009 the following cross-currency swaps were outstanding:

Cross-Currency Swaps

Notional Notional
in Local
(millions) in USD Currency Duration
Floating $ to Floating $ 75.0 58.5 Oct - 19
Floating $ to Floating ¥ $150.0 ¥ 17,5815
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The Company uses certain commodity derivative instruments to protect against commodity price changes related to
forecasted raw material and supplies purchases. The Company primarily utilizes forward and option contracts, which
are designated as cash flow hedges.
14
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At June 30, 2010 and December 31, 2009 the following commodity derivative contracts were outstanding:

Commodity Hedges

Volume Volume

Hedged Hedged Units of

June 30,
Commodity 2010 December 31, 2009 Measure Duration
Nickel 300 780 Metric Tons Dec - 10
Copper 374 759 Metric Tons Dec - 10
Aluminum 165 330 Metric Tons Dec - 10
Natural Gas 175,176 392,396 MMBtu Dec - 10

The Company uses foreign exchange forward and option contracts to protect against exchange rate movements for
forecasted cash flows for purchases, operating expenses or sales transactions designated in currencies other than the
functional currency of the operating unit. Foreign currency contracts require the Company, at a future date, to either
buy or sell foreign currency in exchange for the operating units local currency.

At June 30, 2010 and December 31, 2009 the following foreign exchange derivative contracts were outstanding:

Currency Hedges (millions)

Notional in Notional in
Traded Traded
Functional Traded Currency Currency
December 31,
Currency Currency June 30, 2010 2009 Duration
Euro 137.6 84.3 Dec -
British Pound 13
Hungarian Forint 1,281.3 2,562.6 Dec -
Euro 10
Euro British Pound 10.5 Jan - 10
US Dollar 0.4 Feb -
Euro 10
Japanese Yen 16.7 Mar -
Euro 10
US Dollar 4.7 7.4 Dec -
Indian Rupees 11
Euro 45.3 62.3 Dec -
Korean Won 10
Euro 7.5 Dec -
Mexican Peso 10
US Dollar 3.5 Dec -
Mexican Peso 10
Indian Rupee 252.2 372.9 Dec -
US Dollar 11
Euro 4.5 Dec -
US Dollar 10

In 2006, the Company entered into a series of interest rate swaps designated as fair value hedges of a portion of its
senior notes. In the first quarter of 2009 the Company terminated interest rate swaps designated as fair value hedges of
debt. Therefore, the basis adjustments of $34.5 million present at the termination of the hedging relationship are being
amortized over the remaining life of the respective debt maturing in 2016 and 2019. The $30.0 million cash received
related to the termination of these interest rate swaps is included in the Financing section of the Statement of Cash
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Flows. The Company recognized $5.7 million in interest expense in the first quarter of 2009 as a result of the early
termination. As of June 30, 2010, there were no outstanding fixed to floating interest rate swap agreements.
15
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At June 30, 2010 and December 31, 2009 the following amounts were recorded in the Company s balance sheet as
being payable to or receivable from counterparties. The fair values of foreign exchange and commodity forward or

option contracts are based on Level 2 inputs under ASC Topic 820, as observed on recognized exchanges.
Derivatives designated as hedging instruments under Topic 820

Assets Liabilities
June December June December
30, 31, 30, 31,

(millions) Location 2010 2009 Location 2010 2009
Foreign Prepayments and Accounts Payable and
Exchange Other Current Assets Accrued Expenses
Contracts $ 57 $ 3.6 $ 53 $ 14.5

Other Non-Current Other Non-Current

Assets 1.9 0.2 Liabilities 0.6 3.0
Commodity Prepayments and Accounts Payable and
Contracts Other Current Assets 4.1 8.4 Accrued Expenses 0.2 0.1
Net Investment ~ Other Non-Current Other Non-Current
Hedges Assets 1.0 Liabilities 49.5 51.2

Effectiveness for cash flow, fair value and net investment hedges is assessed at the inception of the hedging
relationship and quarterly, thereafter. To the extent that derivative instruments are deemed to be effective as defined
by ASC Topic 815, gains and losses arising from these contracts are deferred in other comprehensive income or loss.
Such gains and losses will be reclassified into income as the underlying operating transactions are realized. Gains and
losses not qualifying for deferral treatment have been credited/charged to income as they are recognized.

The table below shows deferred gains and losses at the end of the period reported in other comprehensive income
(loss) (OCI) and amounts expected to be reclassified to income or loss within the next twelve months. The gain or loss
expected to be reclassified to income or loss in one year or less assumes no change in the current relationship of the
hedged item and June 30, 2010 market rates.

Gain (Loss)
expected to
be reclassified to

(millions) Balance in OCI at income

June

30, December 31,

Contract Type 2010 2009 in one year or less
Foreign
Exchange $ 21 $ (11.4) $ 0.8
Commodity 5.6 7.3 5.6
Net Investment
Hedges (47.5) 47.2)
Total $ (39.8) $ (51.3) $ 6.4

Net investment hedges are derivative contracts entered into to hedge against changes in exchange rates that affect the
overall value of net investments in foreign entities. Gains and losses on net investment hedges are recorded in other
comprehensive income or loss and are used to offset equivalent gains or losses in the value of net investments that are
recorded in translation gains and losses which is also a component of other comprehensive income or loss.

Derivatives Designated as Net Investment Hedges under Topic 820
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Gain (Loss) Gain (Loss)
reclassified recognized
from OCI to
income in income
(effective portion) (ineffective portion)
Three Months
(millions) Ended Three Months Ended
June June
30, June 30, 30, June 30,
Contract Type Location 2010 2009 Location 2010 2009
Cross-Currency Swap Interest Expense $ $ Interest Expense $1.7 $ 6.6
Gain (Loss) Gain (Loss)
reclassified recognized
from OCI to
income in income
(effective portion) (ineffective portion)
(millions) Six Months Ended Six Months Ended
June June
30, June 30, 30, June 30,
Contract Type Location 2010 2009 Location 2010 2009
Cross-Currency Swap Interest Expense $ $ Interest Expense $2.9 $ 09

Cash Flow hedges held during the period resulted in the following gains and losses recorded in income. The effective
portion of gains or losses exactly offset gains or losses in the underlying transaction that they were designated to
hedge, and are recorded on the same line in the income statement. Ineffectiveness resulting from imperfect matches
between changes in value of hedge contracts and changes in value of the underlying transaction are immediately

recognized in income.
16
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Derivatives Designated as Cash Flow Hedging Instruments under Topic 820

(millions)

Contract Type
Foreign Exchange

Foreign Exchange
Foreign Exchange

Commodity

(millions)

Contract Type
Foreign Exchange

Foreign Exchange
Foreign Exchange

Commodity

Location

Sales

Cost of Goods
Sold

SG&A Expense
Cost of Goods
Sold

Location

Sales

Cost of Goods
Sold

SG&A Expense
Cost of Goods
Sold

Gain (Loss) reclassified
from OCI to income
(effective portion)

Three Months Ended
June 30, June 30,
2010 2009

$ 08 $ (1.8
(0.4) 1.3

(0.2) 0.4)
2.1 2.5)

Gain (Loss) reclassified
from OCI to income
(effective portion)

Six Months Ended
June 30, June 30,
2010 2009
$(0.1) $ 8.1
(0.7) 3.2
(0.2) 0.9)

4.0 (7.0)

Location
SG&A Expense

SG&A Expense
SG&A Expense
Cost of Goods
Sold

Location
SG&A Expense

SG&A Expense
SG&A Expense
Cost of Goods
Sold

Gain (Loss)
recognized in income
(ineffective portion)

Three Months Ended
June 30, June 30,
2010 2009
$ 038 $ (1.9

0.5
3.1 1.5
Gain (Loss)

recognized in income
(ineffective portion)

Six Months Ended
June 30, June 30,
2010 2009
$13 $ (1.3)

0.8
(1.0) (1.4)

Fair value derivative contracts are designated to offset losses and gains arising on the revaluation of monetary assets
and liabilities recorded on the Company s balance sheet. Gains and losses on derivatives are matched to the gains and

losses on the underlying balances and are recorded on the same line in the income statement.

Derivatives Designated as Fair Value Hedging Instruments under Topic 820

(millions)

Contract Type

Foreign Exchange

(millions)
Contract Type

Table of Contents

Location
SG&A
Expense

Location

Gain recorded in

income on derivative

Three Months
Ended
June
30, June 30,
2010 2009
$ $ 25

Gain recorded in

income on derivative

Six Months Ended
June June 30,
30, 2009

Hedged items in

Topic 820

(Fair Value)

SG&A Expense

Hedged items in
Topic 820
(Fair Value)

Loss recorded in
income on hedged

item
Three Months
Ended
June
30, June 30,
2010 2009
$ $ (2.5

Loss recorded in
income on hedged

item
Six Months Ended
June June 30,
30, 2009
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2010 2010
SG&A
Foreign Exchange Expense $ $ 25 SG&A Expense $ $ (2.5
At June 30, 2010 derivative instruments that are not designated as hedging instruments as defined by ASC Topic 815
were immaterial.
(12) Retirement Benefit Plans
The Company has a number of defined benefit pension plans and other post employment benefit plans covering
eligible salaried and hourly employees and their dependents. The other post employment benefit plans, which provide
medical and life insurance benefits, are unfunded plans. The estimated contributions to the Company s defined benefit
pension plans for 2010 range from $15 to $25 million, of which $11.7 million has been contributed through the first
six months of the year.
On February 26, 2009, the Company s subsidiary, BorgWarner Diversified Transmission Products Inc. ( DTP ), entered
into a Plant Shutdown Agreement with the United Auto Workers ( UAW ) for its Muncie, Indiana automotive
component plant (the Muncie Plant ). Management subsequently wound-down production activity at the plant, with
operations effectively ceased as of March 31, 2009. As a result of the closure of the Muncie Plant, the Company
recorded a curtailment gain of $41.9 million in the first quarter of 2009.
The Plant Shutdown Agreement with the UAW for the Muncie Plant also included a settlement of a portion of the
UAW retiree health care obligation, resulting in the remeasurement of the retiree medical plan. The financial impact
of this settlement resulted in expense recognition of $14.0 million, a $47.2 million reduction to retirement-related
liabilities, a $27.2 million increase in accumulated other comprehensive income
17
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and a $34.0 million increase in accounts payable and accrued expenses in the first quarter of 2009. The $34.0 million
in accounts payable and accrued expenses was paid in monthly installments, which began in May 2009 and concluded
in April 2010.
The combined pre-tax impact of these actions was a net gain of $27.9 million, comprised of a $41.9 million
curtailment gain and $14.0 million settlement loss on the Company s Condensed Consolidated Statements of
Operations as of March 31, 2009.
In June 2009, the Company announced its plan to freeze its defined benefit plan at its Bradford plant in the United
Kingdom in consultation with affected employees and their representatives. The effect of this change resulted in the
Bradford defined benefit plan ceasing to accrue defined benefits after October 1, 2009. Future pension benefits will be
earned within an existing defined contribution plan going forward. The financial impact of this change was a
$3.7 million reduction to retirement-related liabilities, a $3.5 increase in accumulated other comprehensive income
and $0.2 million in income recognition in the second quarter of 2009.
On March 24, 2010, the Company finalized its settlement agreement regarding the closure of the Muncie Plant with
the Pension Benefit Guaranty Corporation in which the Company will make certain payments directly to the Muncie
Plant s defined benefit pension plan (the Plan ). On December 23, 2009 the Company made an initial cash contribution
of $23 million for the 2009 Plan year, consistent with the settlement agreement. Also under the settlement agreement
for each of the Plan years beginning in 2011, 2012, and 2013, the Company will make a cash contribution to the Plan
in the amount of $15 million, unless this contribution exceeds the maximum amounts deductible under the applicable
U.S. tax regulations. The Company provided $35 million in the form of a letter of credit and will waive a credit
balance valued at $8 million in 2014.

18
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The components of net periodic benefit cost recorded in the Company s Condensed Consolidated Statements of

Operations, are as follows:

(millions)
Three months ended June 30,

Components of net periodic benefit cost:
Service cost

Interest cost

Expected return on plan assets
Settlement/Curtailment

Amortization of unrecognized prior service
benefit

Amortization of unrecognized loss

Net periodic benefit cost

(millio