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FINANCIAL HIGHLIGHTS
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ADAPT AND 
PROSPER

LETTER TO THE SHAREHOLDERS

L E T T E R  T O  T H E  S H A R E H O L D E R S 1

Last year at this time, we wrote that the profound changes in

the North American automobile industry were part of a

process “that’s far from over”. That statement remains true

even today.  North American and, to a lesser extent, New

Domestic OEMs continued to restructure their operations in

the face of significant industry overcapacity and fierce

competition during the past year. Those efforts were further

complicated by an accelerating consumer shift toward smaller,

more fuel-efficient vehicles and most recently, the impact of

spreading turmoil in the credit markets. These trends suggest

that North American vehicle sales will remain at levels not seen

since the early 1990s during the year ahead.

At Exco, we are familiar with the challenges facing our

customers and equally aware of the growing economic

uncertainty in our major markets. In times like these, we’ll

continue to do what we’ve always done – focus on the things

we can control, anticipate and adapt to change as best we can,

and work to keep Exco positioned for long-term prosperity.

In the short term, that means minimizing expenses and

sharpening the focus on the most profitable parts of our

businesses. On September 28, 2007 we sold our Quebec-

based Techmire division which had struggled against the rising

value of the Canadian dollar and the migration of key

customers to lower-cost jurisdictions in Asia. That sale

eliminated what had been an unprofitable enterprise and will

enable Exco to realize in excess of $10 million in cash once the

assets held for sale are completely liquidated.  

In the past fiscal year, we have made similar progress in

continuing efforts to streamline our Canadian operations. In

December 2007, we discontinued operations at our marginally

profitable Extec large mould facility in Markham, Ontario. This

allowed Exco to transfer equipment and capacity to nearby

sister plants and establish a new facility in Queretaro, Mexico

so we could lower our costs and be closer to our customers.

This also enabled Exco to realize a gain of over $2 million from

the sale of the facility and generate cash proceeds of over $3.4

million while retaining all our production capacity.

Cost control has also remained a priority throughout the

Company.  At the corporate level, a series of efficiency

initiatives including the sale of Exco’s aircraft will yield

approximately $2 million in annual cost savings compared to

prior years.  Staffing has been reduced in Canada by

approximately 9% over the past 2 years with more initiatives

taking place after year end.  Although this required payment of

severances in 2008 which impacted earnings by more than

$1.4 million, in the long run efficiency gains from these

staffing reductions are necessary to keep our North American

operations competitive and healthy.  

Overall, consolidated sales held up well at just over $201

million.  This is identical to 2007 consolidated sales even

though North American vehicle production declined and the

Canadian dollar’s strength throughout 2008 reduced sales by

approximately $11.7 million.  

We also remained focused on our balance sheet.  The

challenging conditions in the automotive components

industry have caused us to conclude that the goodwill

associated with the purchase of Neocon Canada and Polytech

was excessive.  We also concluded that the difficult real estate

Buffeted by the pressures of global competition, volatile fuel costs, tightening consumer credit

and an uncertain economy, automobile manufacturers continued to struggle over the past year

with declining automobile sales and overcapacity.  Amid this difficult environment, Exco

managed to preserve its revenue base, maintain a strong balance sheet and successfully

reposition itself for future growth.
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market in Montreal required Exco to re-evaluate the carrying

value of its former Techmire facility. Accordingly, this year Exco

has written off $23.6 million in goodwill and $500 thousand in

the value of its ‘assets held for sale’.

Most importantly, we ended the year in good financial

condition.  As of September 30, 2008, Exco’s balance sheet was

exceptionally strong with no net bank debt and net cash

deposits of $3.5 million. This makes us ready to both weather

the current industry downturn and carry out our investment

plans in 2009 and beyond.

In the meantime, we are keeping an eye on the future by

selectively investing in our strongest engines for growth. Exco’s

ability to generate cash and improve its balance sheet during

the current industry downturn is no accident. It is the result of

a carefully executed strategy to diversify revenues – with

respect to customers, geographic region, and currency – while

investing in manufacturing capacity in lower cost jurisdictions

closer to our customers.  This process is not complete, but our

strategy has already borne fruit. During the past fiscal year, a

period in which many industry peers experienced severe

revenue reductions, Exco sales remained constant.  

Of course, the strength of our relationships with GM, Ford

and Chrysler will continue to be an important part of Exco’s

success. These troubled companies represented

approximately 19% of Exco’s total sales in fiscal 2008 and we

remain a valued partner that is ready to participate in the

inevitable recovery of the North American automobile

market. In the meantime, however, we have also succeeded

in intensifying our relationships within an increasingly diverse

range of customers. In fiscal 2007, content on Honda vehicles

exceeded that of any other Exco customer, eclipsing a

position that had been held by Chrysler for many years. In the

past seven years, we have transformed our customer base

from essentially the Detroit 3 to one that now includes more

than 20 OEM’s worldwide, and their tiers including among

others Mercedes, Hyundai, Toyota, Renault and Nissan.

Exco’s sales to the new domestics – the North American and

European operations of Japanese manufacturers – have

increased from 10% of total sales in fiscal 2005 to 26% of

total sales during the past year. We are also focused on non

automotive sales, which in 2008 is approximately 33% of

consolidated sales.

At the same time, we have achieved considerable geographic

diversification. Europe now represents 26% of Exco’s total

sales compared to just 6% of total sales in 2005. What’s more,

our Polydesign division is ideally positioned to supply the

growing demand for smaller cars in the European market

following a near doubling of capacity at our facility in

Tangier, Morocco this year. Recent announcements by

Renault/Nissan to construct an assembly plant approximately

five kilometres from our Moroccan plant by 2010 not only

validates Exco’s site selection strategy but also promises to

increase Polydesign sales in the years to come as the area

develops into an automotive cluster.

We have also continued to invest in lower cost jurisdictions

closer to home to support the strategies of our North American

customers.  As stated above, during the past year, our large

mould division acquired a site in Queretaro, Mexico where it is

currently constructing a production facility to which Extec

equipment will be transferred in the second quarter of 2009.

In recent years, North American car companies have moved the

manufacturing of smaller vehicles to Mexico and as rising fuel

costs stimulate demand for more efficient models,

manufacturing activity there has remained robust.

In the near term, growing confusion in the global financial

system and the greater economy suggests that demand in

both the Casting and Extrusion and Automotive Solutions

segments will remain sluggish. The North American

automobile industry and, to a lesser extent that of Europe,

will continue to eliminate excess manufacturing capacity and

re-develop product lines at a time when economic

uncertainty is eroding consumer confidence and high fuel

costs and expensive consumer credit is driving demand for

smaller and fewer vehicles. This process will take time and the

competitive landscape will continue to change. As it does, we

will continue to adapt and prosper by building upon the

competitive advantages that have enabled Exco to

outperform the industry.

In closing, we would like to gratefully acknowledge the

contributions of our employees, customers and suppliers

to our success. With their continued support, we are

confident that Exco will continue to adapt and prosper in

the year ahead.
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This Management’s Discussion and Analysis of Financial Condition and Results of Operations (MD&A) should
be read in conjunction with the consolidated financial statements and related notes for the year ended
September 30, 2008.  This MD&A has been prepared as of November 26, 2008.

Additional information on Exco, including copies of its continuous disclosure materials such as its Annual
Information Form, is available on its website at www.excocorp.com or through the SEDAR website at
www.sedar.com.

In this MD&A, reference is made to gross margin, which is not a measure of financial performance under
Canadian generally accepted accounting principles (GAAP).  Exco calculates gross margin as sales less cost of
sales.  Gross margin is used by management to measure performance and we believe some investors and analysts
use it as well.  This measure, as calculated by Exco, may not be comparable to similarly titled measures used by
other companies.
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CAUTIONARY STATEMENT

Information in this document relating to projected growth, improvements in productivity and future results are

forward-looking statements.

Readers are cautioned not to place undue reliance on forward-looking statements as the plans, intentions

or expectations upon which these statements are based may not occur. Forward-looking statements include known

and unknown risks, uncertainties, assumptions and other factors which may cause actual results or achievements to be

materially different from those expressed or implied.  Exco’s risks are described in this annual report, our 2008

Annual Information Form (AIF) and in other reports and securities filings made by the Company. More information,

including Exco’s AIF, is available at www.sedar.com.

While Exco believes that the expectations represented by such forward-looking statements are reasonable,

we cannot assure that they will be correct.  The Company disclaims any obligation to update any risk factors or

publicly announce the result of any revisions to any of the forward-looking statements contained in this document.
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CORE BUSINESSES

Exco is a global designer, developer and manufacturer of dies, moulds, components and assemblies,

and consumable equipment for the die-cast, extrusion and automotive industries.  The Company

reports in two business segments.

The Casting and Extrusion segment designs, develops and manufactures die-casting and extrusion

tooling and consumable parts for both die-casting and extrusion machines. Operations are based in

North America and serve automotive and industrial markets around the world.  Exco is a leader in

most of these markets.  In die-casting and extrusion tooling markets Exco is further entrenching itself

by reducing lead times and cost through design and process enhancements. In the machine

consumables market, Exco is leveraging its long tradition as a reliable, high-quality supplier of

consumable components to die-casters and extruders by evaluating, coordinating and ultimately

maximizing customers’ overall equipment performance and longevity. 

The Canadian and United States markets are Exco’s primary focus for die-cast moulds, extrusion dies

and machine consumable parts, although South America, Europe and Asia are also being developed.  

The Automotive Solutions segment designs, develops and manufactures automotive interior trim

components and assemblies primarily for passenger and light truck vehicles.  The Polytech and

Polydesign businesses manufacture synthetic net and other cargo restraint products, injection-

moulded shift and brake boots and related console components and assemblies.  Polydesign is also

a manufacturer of seat covers and other cut and sew products. Neocon is a supplier of soft plastic

trunk trays and rigid plastic trunk organizer systems. Automotive Solutions facilities are located in

Canada, the United States, Mexico and Morocco, supplying the North American, European and

Asian automotive markets.

VISION AND STRATEGY 

Last year’s MD&A discussed a number of significant challenges facing the Company as well as our

plans to address them.  First and foremost among those challenges was the restructuring of the

North American and European automotive industries - a process that continued to play out in fiscal

2008.  The Detroit Three continued to lose market share to new domestic manufacturers. The

resulting overcapacity at General Motors, Ford and Chrysler, as well as their Tier 1 supplier base,

continued to challenge those manufacturers as they scaled back production and closed plants.

However, new domestic OEMs also experienced reduced production as light truck and SUV sales

declined.  The high price of gasoline over the summer devastated demand for full-size trucks and large

SUVs, vehicles upon which all OEMs doing business in North America had depended, to varying

degrees, in terms of sales, and especially, profitability.  OEMs are now faced with tight credit markets

and falling demand for automobiles of all kinds.  In addition industry conditions have also been

adversely affected recently by a decline in consumer confidence and most recently, credit turmoil in

the banking and leasing sectors.  In response, car manufactures have been clearing inventory by idling

plants, rationalizing manufacturing capacity and shifting investment to smaller, more fuel efficient

vehicles to adjust to the new realities. While these initiatives are expected to be beneficial in the long

term, Exco does not expect demand for components to return to historical levels in the next year and

the overall turmoil in the global automotive industry continues to be a major challenge for Exco. 

This situation has impacted Exco in several ways.  The creditworthiness of our customers has

become a more pronounced issue.  In 2008 Exco wrote off more than $1.1 million in receivables

as both automotive and industrial suppliers experienced cash flow problems associated with

MANAGEMENT’S DISCUSSION AND ANALYSIS

4686 EXCO AnnualReport08ƒ  12/9/08  9:45 AM  Page 4



lower production, excessive debt or a combination of both.  The financial condition of our

customers has also led to a resurgence of delays in product launches and ‘trimming down’

decisions by some of our customers as they look for ways to cut their costs, conserve cash or

otherwise improve their financial performance.  This has affected our Engineering and Neocon

businesses in 2008. At Engineering the launch of the Phoenix engine block program was delayed

several times and we now expect to be in full production by the second fiscal quarter of 2009 (see

Risks and Uncertainties).  In April of this year numerous long-standing programs at Neocon with

Nissan were moved to substantially lower trim levels thereby impacting revenue, capacity

utilization, inventories and ultimately profitability. This prompted the write-down of goodwill

associated with Neocon Canada (see Depreciation and Amortization).

Another of the major challenges we cited a year ago was the lofty value of the Canadian dollar.  More

specifically, we mentioned Exco’s reliance on sales to the U.S., noting that the climb of the Canadian

dollar had produced the unwelcome effect of compressing top line sales while putting significant

pressure on profit margins at Canadian operations and translated profits from U.S. subsidiaries. This

remains a serious issue for Exco.  In fiscal 2008 the Canadian dollar continued to strengthen against

the US dollar to an average of $1.01 compared to $1.11 in fiscal 2007.  Management estimates that

this has reduced sales in 2008 by approximately $11.7 million.  We believe that this trend has now

crested; however, this is by no means certain.  

The final trend that has significantly challenged Exco is rising demand for global commodities and

the impact this has had on the price of two key raw materials used by Exco – steel and resin.  In 2008

increases in the price of both tooling steel and automotive grade resins significantly outpaced the

ability of any manufacturer to pass costs onto the market.  The doubling of gasoline prices also

increased freight costs throughout our organization.  This caused Exco’s gross margin to come under

renewed pressure at a time when management was already battling margin pressure from the

trends discussed above.

Given these challenges, management at Exco continued to focus on growing the Company’s

production footprint in low cost countries and reducing operating costs at all levels while

maintaining its commitment to a strong balance sheet and strong cash flow.

Long ago Exco appreciated the need to move production to low cost countries in order to help its

customers achieve their cost reduction objectives.  We are proud of the success of our Polytech and

Polydesign divisions, which have been operating respectively in Matamoros Mexico since the early

1990’s and Tangier, Morocco since 2001.  In 2008 we undertook an expansion of the Polydesign

facility that will almost double its current size to a total of approximately 185,000 sq. ft.  This facility

will be complete by December 2008 and will allow Polydesign to consolidate its current operation

under one roof and meet the growing demands of its current customers as well as others that are

moving production to this emerging automotive cluster.  

Initially, this strategy applied solely to labor intensive products such as those made by Polytech and

Polydesign.  More recently, however, our customers have demanded that we consider moving a

broader array of operations to these lower cost countries.  In 2008 our decision to move our Extec

facility to Mexico was critical in landing substantial business with a new die caster itself setting up

business in Mexico.  Such undertakings are expensive and complex to execute but, in our case, we

were able to carry out this initiative on a cash neutral basis as the expenditure required to build the

new facility and relocate the equipment was entirely offset by the proceeds from the sale of the Extec

facility (see note 18).

M A N A G E M E N T ’ S  D I S C U S S I O N  A N D  A N A LY S I S 5
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We have also continued to make progress in our efforts to reduce costs throughout our North

American operations. In addition to selling our unprofitable Techmire division in September 2007,

the closure of our Extec facility in December 2007 and other cost cutting decisions taken at our other

North American operations have resulted in substantial permanent savings.  Staffing levels at Exco

were reduced by 128 during 2008 and initiatives currently underway are expected to reduce

staffing at our US operations by a further 34 staff after year end.  This has required severance

payments of $1,408 thousand which were expensed in 2008 compared to $510 thousand last

year.  The Company has also concluded the necessary arrangements and made the necessary

payments in order to exit an operating lease for an aircraft which Exco had discontinued operating

last year (see note 12).

In response to these challenges, we have not lost sight of our finances.  For numerous years we have

refrained from burdening ourselves with excessive debt.  Given the current state of financial markets

we feel particularly vindicated in this regard. We continue to have no net bank debt.  Cash provided

by continuing operating activities has remained strong both before and after taking net changes in

non-cash working capital into account. 

While these initiatives have helped maintain Exco’s financial health and flexibility during the current

industry downturn, we have also continued to advance the Company’s strategy of diversifying

revenues and making the selective investments required to support profitable, long-term growth.  

In 2008 Exco achieved an unprecedented level of geographic, customer and currency diversification.

Europe now represents 26% of Exco’s total sales compared to just 6% of total sales in 2005.  Exco’s

sales to Toyota, Honda and Nissan and their tiers have increased from 10% of total sales in fiscal 2005

to 26% of total sales during the past year. Exco’s currency mix now includes approximately 23%

sales denominated in Euro compared to 5% in 2005 and US dollar denominated sales now

constitute 56% of sales compared to 68% in 2005.  

As a result of these initiatives, Exco is positioning itself to more effectively meet the challenges of the

current industry environment.  Our Detroit Three customers, and to a lesser extent, the new

domestics, will continue to be challenged during the year ahead as the industry rationalizes

production and ramps up development of new vehicles in response to changing consumer buying

habits. On the other hand, we believe that our position as a global leader in the design and

manufacture of automotive power train component moulds and low cost global manufacturer of

numerous interior trim components will result in significant business in the years to come.  In the

meantime, Exco is in reasonably good shape, with a strong balance sheet, increasingly efficient

operations and a significantly more diversified revenue base.  

2008 RESULTS

Consolidated Results

Our results in fiscal 2008 and 2007 reflect the financial results of continuing operations and

discontinued operations.  Techmire was purchased in December 2000 and sold for cash on September

28, 2007.  Results from this operation and proceeds realized on its sale have been classified as

discontinued operations in the Consolidated Financial Statements (see note 15 to the Consolidated

Financial Statements).  All references in the MD&A are to continuing operations unless otherwise stated.

Annual sales of $201.7 million matched last year sales.  This was accomplished in an unfavorable

economic environment and during a year when the Canadian dollar reached its peak, averaging

near par with the US dollar.  The average annual exchange rate of $1.01 compared to $1.11 in fiscal

2007 lowered sales this year by $11.7 million or 5.8%.  About 56% of sales were denominated in

U.S. dollar.  This has been a trend impacting reported sales for several years as real gains in

underlying business activity have been masked by a consistently strengthening Canadian dollar

since 2005.  
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Selected Annual Information

The following table sets out selected financial data relating to the Company’s years ended

September 30, 2008, 2007 and 2006.  This financial data should be read in conjunction with the

Company’s audited consolidated financial statements for these years:

$ millions except per share amounts 2008 2007 2006

Sales $ 201.7 $ 201.8 $ 199.3

Earnings (loss) from continuing operations ($ 13.4) $ 5.8 $ 3.3

Net earnings (loss) for the year ($ 13.9) $ 3.1 ($ 0.6)

Total assets $ 168.4 $ 184.1 $ 201.4

Total long-term liabilities $ 0.0 $ 0.0 $ 0.1

Cash dividend declared per share $ 0.07 $ 0.06 $ 0.05

Earnings (loss) per share from continuing operations

Basic ($ 0.33) $ 0.14 $ 0.08
Diluted ($ 0.33) $  0.14 $  0.08

Earnings (loss) per share from net earnings

Basic ($ 0.34) $ 0.07 ($ 0.01)
Diluted ($ 0.34) $  0.07 ($  0.01)

Segment Operating Results

• Casting and Extrusion Segment

Sales for this segment were $111.5 million, 7.7% less than the prior year.  The extrusion tooling

businesses increased sales by 2.6% in spite of a very competitive market and sales predominantly

denominated in US dollar.  Overall we believe our focus on customer service, timely delivery and

continuous improvement is continuing to grow our share of the market at a time when several

competitors have been discontinuing operations.  Castool sales decreased by 12.6% over last year

although this comes after several years of near double digit growth.  As a manufacturer of extrusion

and die-cast machine accessories and consumable parts, Castool, this year, has been affected by the

slowdown in die cast activity in the North American automotive industry as consumables

requirements fell, in the short term, with die cast component production.  Eventually, consumables

will be required in order to continue die cast production even at lower levels.  Combined sales in the

large mould businesses dropped 19.0% as the closure of Extec affected deliveries and the delay in

the launch of commercial production of the Chrysler V6 Phoenix engine program continued

throughout 2008.  This program has now been released and moulds are expected to ship

throughout 2009.  Our large mould businesses should then return to more traditional sales volumes.

• Automotive Solutions Segment  

This segment achieved sales of $90.2 million compared to $81 million last year, an increase of $9.2

million or 11.4%.   This increase is in addition to an increase of 8.6% in sales last year over 2006.

Polytech experienced another year of sluggish sales driven by the continued translation effect of a

weaker U.S. dollar and continued production cuts by its customers.  Its recent emphasis on the

launch of more complex interior trim components such as instrument panel cluster hoods and

components lighting systems should enable it to look to a broader array of products to offset

declining volumes.  Combined Neocon sales began the year showing considerable promise as

numerous new products were launched at both Neocon Canada and Neocon USA.  However,
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