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Overview

CTS Corporation (“we”, “our”, “us”) isaglobal manufacturer of components and sensors used primarily in the automotive, communications and
computer markets. We also provide electronic manufacturing services, including design and supply chain management functions, primarily serving
the communications, computer, industrial, medical and defense and aerospace markets under contract arrangements with original equipment
manufacturers (“OEMS”).

In the first quarter of 2008, we acquired, with cash, 100% of the outstanding capital stock of Tusonix, Inc. (“Tusonix”) and Orion Manufacturing, Inc.
(“Orion”) for $21.1million, net of $1.3 million cash received. Tusonix, based in Tucson, Arizona, is aleader in the design and manufacture of ceramic
electromagnetic interference and radio frequency interference (“EMI/RFI”) filters. Orion, based in San Jose, California, isacontract electronics
manufacturer.

Total salesin 2008 of $691.7 million were reported through two segments, Electronics Manufacturing Services (“EMS’) and Components and
Sensors, which represented 57.7% and 42.3% of total salesin 2008, respectively. In 2007, EMS contributed 59.1% of total saleswhile Components
and Sensors contributed 40.9% of total sales.

In 2008, we experienced amodest year-over-year salesincrease and improved net earnings from 2007, despite the global economic and credit

crisis. Revenuetrendsin the third and fourth quarters of 2008 were down relative to the same quarters of 2007. We expect these trends to continue at
least through the first half of 2009. During 2008, we continued to focus on three key priorities: (1) improving profitability concurrently with growing
sales; (2) diversification of our customer base and markets; and (3) new product introductions and design winsto drive future revenue growth. Asa
result, we continued to see growth in certain of our existing served markets, aswell as new business awards from existing and new customers.

We also proactively implemented several actions during 2008 to mitigate the unfavorable second half sales trend, including: (1) tighter control of
working capital, including accounts receivable, inventory and accounts payable; (2) restructuring actionsin the third and fourth quarter 2008,
including the transfer and consolidation of certain operationsto further improve our cost structure, reduction of global headcount by 10% and write-
off of certain leasehold improvements; and (3) limiting all discretionary spending.

Asdiscussed in more detail throughout the MD& A:

o Revenuesincreased 0.8% in 2008 compared to 2007, despite the economic downturn that began to impact us negatively in the third quarter
of 2008. Sales in the Components and Sensors segment increased by 4.3%, primarily driven by acquisition of Tusonix and improved
piezoelectric product sales. Sales in the EMS segment decreased by 1.6% attributable primarily to lower expected sales in the computer
market due to certain products going end-of-life (“EOL”) partially offset by higher sales into defense and aerospace and communications
markets, including the positive impact of the recent Orion acquisition.

o Gross marginsin 2008 increased $4.4 million from 2007 primarily due to the contribution from higher sales volume and improved operational
efficienciesin both segments. Gross margins as a percent of sales were 19.8% in 2008 compared to 19.3% in 2007. Within the EMS segment,
margins were favorably impacted by improved product mix as we continue to increase focus on salesinto the higher margin target markets of
defense and aerospace, industrial and medical. Within the Components and Sensors segment, unfavorable absorption of fixed costs and
lower royalty income negatively impacted margins, partially offset by favorable product mix.

o Selling, general and administrative (“ SG&A™) and research and development (“R&D”) expenses increased as a percent of salesto 14.6% in
2008 from 14.3% in 2007. The increase was driven by incremental expenses to support higher sales in the Components and Sensors segment
and research and devel opment spending devoted to the development and launch of new commercial market growth initiatives.

o Operating earnings in 2008 decreased dlightly to $30.8 million, or 4.5% of sales, from $32.3 million, or 4.7% of sales, in 2007 primarily due to
higher restructuring and restructuring-related and R&D expenses, partially offset by improved gross margins. Included in operating
earnings were $6.1 million and $2.6 million of restructuring and restructuring-related costs for the years ended December 31, 2008 and
December 31, 2007, respectively.

o 1IN 2008, our effective tax rate was (2.02%) compared to 21.75% in 2007. Interest and other expense in 2008 was $1.5 million versus interest
and other income of $0.2 million in 2007.

o Net earnings increased to $29.9 million in 2008 from $25.4 million in 2007. Diluted earnings per share were $0.81 in 2008 and $0.66 in
2007. The 2008 diluted earnings per share included $0.10 of restructuring and related charges and a tax benefit of $0.14. The 2007 diluted
earnings per share included $0.05 of restructuring and related charges.




Critical Accounting Policies

Our MD&A isbased on our consolidated financial statements that have been prepared in accordance with accounting principles generally accepted
inthe United States. The preparation of these financial statements requires management to make estimates and judgments that affect the reported
amounts of assets, liabilities, revenues and expenses and the related disclosure of contingent assets and liabilities. We evaluate our estimates on an
ongoing basis, based on historical experience and other assumptions believed to be relevant under the circumstances. Actual results may differ,
perhaps materially, from the estimates under different assumptions or conditions.

Our served markets are characterized by rapid technological change and frequent new product introductions and enhancements. These
characteristics, along with global economic conditions, are risks that require management judgment when determining appropriate accounting
decisions. Management believes that judgment and estimates related to the following critical accounting policies could materially affect our
consolidated financial statements:

Estimating inventory valuation reserves, the allowance for doubtful accounts and other accrued liabilities

Management makes estimates of the carrying value of our inventory based upon historical usage, new product introductions and projected customer
purchase levels. The ever-changing technology environment of the served markets affects these estimates. Similarly, management makes estimates
of the collectability of our accounts receivable and analyzes historical bad debts, customer concentrations, customer credit worthiness and current
economic trends when eval uating the adequacy of the allowance for doubtful accounts. Finally, we are involved in litigation in the normal course of
business and are regulated under a number of environmental and safety laws. Accrualsfor known exposures are established based on management’s
best estimate after considering the advice of legal counsel.

Valuation of long-lived and intangibl e assets, goodwill and depreciation/amortization periods

We assess the carrying val ue of long-lived and amortizable intangible assets and the remaining useful lives whenever events or changesin
circumstancesindicate the carrying value may not be recoverable or the estimated useful life may no longer be appropriate. Factors considered
important that could trigger this review include significant decreases in operating results, significant changesin our use of the assets, competitive
factors and the strategy of our business, and significant negative industry or economic trends. We cannot predict the occurrence of future

impai rment-triggering events nor the impact such events might have on the reported asset values. Such events may include strategic decisions made
in response to the economic conditions relative to product lines, operations and the impact of the economic environment on our customer base.

When we determine that the carrying value of long-lived and amortizabl e intangible assets may not be recoverable based on an assessment of future
undiscounted cash flows from the use of those assets, an impairment charge to record the assets at fair value may be recorded. Impairmentis
measured based on fair values utilizing estimated discounted cash flows, published third-party sources, third-party offers and information furnished
by third-party brokers/dealers.

Goodwill is measured as the excess of cost of acquisition over the sum of the fair values assigned to tangible and identifiable intangible assets
acquired less liabilities assumed. We perform goodwill impairment tests at least on an annual basis. We had goodwill of $33.2 million at December 31,
2008 and $24.7 million a December 31, 2007 and 2006.

We utilized athird-party valuation expert to assist management to complete the goodwill impairment testing as required by FAS No. 142. During the
fourth quarter of 2008, our market capitalization dropped below the net book value of our equity. We considered this difference while completing our
annual goodwill impairment testing as of December 31, 2008. Thistest concluded that our goodwill was not impaired. In reaching our conclusion
relative to this market capitalization difference, we used the average CTS stock price for arecent number of days prior to December 31, 2008 and a
conservative control premium based on comparative market transactionsin our industry. Our analysis assumed revenue growth of approximately 8%
over an extended period of time. |f our market capitalization remains at or below its current level for an extended period of time, we may be required to
recognize an impairment. If we have agoodwill impairment charge in the future, the impairment will have no impact on future cash flows nor will it
result in adebt covenant violation.

Income Taxes

We account for income taxes in accordance with FAS 109, Accounting for Income Taxes, as clarified by FASB Interpretation No. 48, Accounting for
Uncertainty in Income Taxes (“FIN 48”). Under this method, deferred income taxes are determined based on the estimated future tax effects of
differences between the financial statement and tax bases of assets and liabilities given the provisions of enacted tax laws. Deferred income tax
provisions and benefits are based on changes to the assets or liabilities from year to year. In providing for deferred taxes, we consider tax regulations
of the jurisdictions in which we operate, estimates of future taxable income and available tax planning strategies. If tax regulations, operating results
or the ability to implement tax planning and strategies vary, adjustments to the carrying value of deferred tax assets and liabilities may be

required. Valuation allowances are recorded related to deferred tax assets based on the “more likely than not” criteriaof FAS No. 109.




FIN 48 requires that we recognize the financial statement benefit of atax position only after determining that the relevant tax authority would more
likely than not sustain the position following an audit. For tax positions meeting the more-likely-than-not threshold, the amount recognized in the
financial statementsisthe largest benefit that has a greater than 50 percent likelihood of being realized upon ultimate settlement with the relevant tax
authority.

Deferred tax assets and liabilities are determined based on the difference between the financial statement and income tax bases of assets and liabilities
and carryforwards using currently enacted tax rates. We must also estimate our current tax exposure for situations where taxing authorities would
assert tax positions different than those we have taken. Such uncertain tax provisions are routinely reviewed and adjusted when required to reflect
changes in estimates based on factors such as changesin tax laws, results of tax authority reviews and statutory limitations. We estimate our income
tax valuation allowance by assessing which deferred tax assets are more likely than not to be recovered in the future. The valuation allowanceis
based on our estimates of taxable income in each jurisdiction in which we operate and the period over which the deferred tax assets will be
recoverable.

No valuation allowance was recorded in 2008 against the U.S. net deferred tax assetsincluding the U.S. net operating loss carryforward asset of $55
million expiring in 2021-2024. We assessed the future realization of these deferred tax assets utilizing taxable income projections for years 2009
through 2017. Those projections applied taxable income estimates consistent with historical earnings patterns of itstraditional automotive and
electronic component product lines and areturn to levels of profitability in its communication component product line consistent with management
and independent consensus views of the moderate recovery expected in the markets we served. We believe that, based upon the historical operating
performance of our business units and the successful cost reduction efforts, we more likely than not, will realize the benefits of its U.S. net deferred
tax assets.

Retirement Plans

Actuarial assumptions are used in determining pension income and expense and the pension benefit obligation. After considering the
recommendations of our actuaries, we have assumed a discount rate, expected rate of return on plan assets and arate of compensation increasein
determining our annual pension income and expense and the projected benefit obligation. Experience gaing/losses arising from any variance between
the expected rate of return of plan assets and the actual results are amortized over periods ranging from fiveto 21 years. During the fourth quarter of
each year, we review our actuarial assumptionsin light of current economic factors to determine if the assumptions need to be adjusted. Changesin
the actuarial assumptions could have a material effect on our results of operationsin future years.

For 2008, we had a weighted-average discount rate of 6.86% for pension income and expense. The discount rate on our domestic plans was 6.50% at
January 1, 2009. The range of discount rates utilized by our foreign plans changed from 2.75% - 6.00% in 2007 to 2.50% - 6.90% in 2008. The expected
return on domestic plan assets at January 1, 2009 remained at 8.50% and the range of expected returns on foreign plan assets decreased to 2.50% -
6.70% in 2009 from 2.75% - 7.13% in 2008. We expect these changesin actuarial assumptionswill decrease 2009 consolidated pension income by
approximately $5.8 million.

Equity-Based Compensation

Effective January 1, 2006, we adopted the provisions of FAS No. 123(R) that required us to recognize the expense related to the fair value of equity-
based compensation awards in the Consolidated Statements of Earnings. We had stock options and restricted stock units outstanding at December
31, 2008.

FAS No. 123(R) requires companies to estimate the fair value of stock option awards on the date of grant using an option-pricing model. We usethe
Black-Schol es option-pricing model. A number of assumptions are used by the Black-Scholes option-pricing model to compute the grant date fair
value, including expected price volatility, option term, risk-free interest rate, and dividend yield. These assumptions are established at each grant date
based upon current information at that time. Expected volatilities are based on historical volatilities of the Company’s common stock. The expected
option term is derived from historical data on exercise behavior. Different expected option terms result from different groups of employees exhibiting
different behavior. Thedividend yield isbased on historical dividend payments. Therisk-freerate for periods within the contractual life of the option
isbased on the U.S. Treasury yield curvein effect at the time of grant. Thefair value of awards that are ultimately expected to vest is recognized as
expense over the requisite service periods in the Consolidated Statements of Earnings. Our stock options primarily have a graded-vesting

schedule. We recognize expense on a straight-line basis over the requisite service period for each separately vesting portion of the award asif the
award was, in substance, multiple awards.




Results of Operations
Business Environment

We are experiencing an extremely difficult global economic environment, which is especially affecting our Components and Sensors segment. Within
this segment, sales of automotive products represented 53% of salesin the fourth quarter of 2008. The automotive light-vehicle sales decreased 35%
in the United States and approximately 20% in Western Europe in the fourth quarter of 2008 compared to the same period in 2007 and are projected to
remain drastically lower worldwide in 2009. The light-vehicle salesin January 2009 confirmed further deterioration in automotive salestrends. In
response, automotive OEMs are idling their plantsin an effort to match production volumes with lower sales |evels and have further reduced their
purchases from component suppliersto lower inventories, affecting our near-term sensor and actuator shipments.

In the weakening automotive environment we have diversified our customer base, winning new programs and broadening the application of our
sensor technology into the commercial market. Most of the new awards won were from Asian automotive OEMs and our diversification has
decreased the percentage of total sales of the Detroit automotive OEMs (General Motors, Ford and Chrysler) which accounted for only 5% of total
CTSsalesin the fourth quarter compared to 9% in the same period last year. Our successin diversifying our customer base provides confidencein
the growth and profitability of the automotive sensor and actuator products beyond 2009 when many new platformswill launch.

Within the Components and Sensors segment, sales of electronic components represent 47% of salesin the fourth quarter of 2008. These sales were
flat year-over-year due to the challenging economic environment and program push-outs by some OEMs. Still, we achieved record wireless
infrastructure design winsin 2008, which are a strong leading indicator of future program revenue, for applicationsin 3G wireless, WiMax and
repeaters.

EM S segment sal es represented 64% of salesin the fourth quarter 2008. EM S sales were stronger in the fourth quarter of 2008 compared to the third
quarter of 2008, despite reduced sales to Hewlett Packard resulting from certain products going EOL. The EM S customer baseis more diversified in
2008 than 2007, with no customer representing 10% or more of total company salesin the fourth quarter of 2008. Increased EM S segment sales
benefited from both organic salesincreases in the defense and aerospace and medical markets and sales growth as a result of acquiring Orion in early
2008.

Segment Discussion

Refer to Note M, “ Segments”, to our consolidated financial statements for adescription of the Company’s segments.

The following table summarizes net sales and operating earnings by segment:

Components
($in thousands) EMS & Sensors Total
2008
Net salesto external customers $ 399294 $ 292,413 $ 691,707
Segment operating earnings $ 12,362 $ 24553 % 36,915
% of segment sales 3.1% 8.4% 5.3%
2007
Net salesto external customers $ 405,708 $ 280237 $ 685,945
Segment operating earnings $ 10175 % 24716  $ 34,891
% of segment sales 2.5% 8.8% 5.1%
2006
Net salesto external customers $ 385,744 % 269870 $ 655,614
Segment operating earnings $ 6179 $ 30963 $ 37,142
% of segment sales 1.6% 11.5% 5.7%




Components and Sensors Segment Discussion

Sales in the Components and Sensors segment in 2008 increased $12.2 million, or 4.3%, from 2007. The increase was primarily due to the acquisition
of Tusonix in January 2008, which increased sales by approximately $14.0 million and improved piezoel ectric product sales of approximately $5.0
million, partially offset by lower sales of automotive sensors and actuators of approximately $3.0 million.

Segment operating earnings decreased by $0.2 million, or 0.7%, from the prior year. Mgjor driversin the year-over-year decrease were unfavorable
absorption of fixed costs, especially in the fourth quarter as sales declined significantly, incremental operating expenses of approximately $4.5 million
to support the higher full-year sales and lower royalty income of approximately $2.0 million. These impacts were mostly offset by the margin
contribution from higher full-year sales volume, improved product mix and higher pension income.

In 2008, CTS recorded pension income of $7.3 million, compared to $4.5 million of pension income recorded in 2007. The higher pension income
results primarily from U.S. pension plans with assetsin excess of projected benefit obligations. The primary factors contributing to the increasein
pension income were higher gains on the plan assets and a higher discount rate reducing the liability.

Salesin the Components and Sensors segment in 2007 increased $10.4 million, or 3.8%, from 2006. Theincrease was primarily due to higher sales of
automotive products of $15.4 million and increased sales in communication infrastructure applications, while sales of certain electronic component
legacy resistor products were lower.

In 2007, segment operating earnings decreased by $6.2 million, or 20.2%, from 2006. Major driversin the year-over-year decrease were higher legal
and accounting expenses, lower fixed asset gains, lower royalty income, and afavorable insurance settlement received in the first quarter of 2006.

In 2007, CTS recorded pension income of $4.5 million, compared to $4.0 million of pension income recorded in 2006. The pension income results
primarily from U.S. pension plans that with assets in excess of projected benefit obligations. The primary factors contributing to the increasein
pension income were higher expected returns on the plan assets and changes in actuarial assumptions.

Electronic Manufacturing Services Segment Discussion

EMS segment sales in 2008 decreased $6.4 million, or 1.6%, from 2007. The decrease primarily resulted from expected EOL-driven lower salesto
Hewlett-Packard and lower industrial market sales, partially offset by higher sales into defense and aerospace and communi cations markets, which
includes the positive impact of the Orion acquisition.

The segment operating earnings of $12.4 million increased $2.2 million, or 21.4%, from the prior year. Earnings were favorably impacted primarily by
improved product mix from focusing on sales in higher margin markets, despite lower sales volume.

EMS segment salesin 2007 increased $20.0 million, or 5.2%, from 2006. Theincrease was driven by higher salesin industrial, defense and aerospace
and communications markets, partially offset by lower computer and medical market sales.

In 2007, segment operating earnings of $10.2 million increased $4.0 million, or 64.7%, from 2006. Earnings were favorably impacted primarily by margin
contribution from higher sales volume and improved product mix, partially offset by higher compensation expenses and higher legal and accounting
expenses.

Salesin Geographic Regions
Our salesin 2008 increased in the Americas to 56% from 53% in 2007. The Asia-Pacific region accounted for 31% of total salesin 2008 and 34% in

2007. Salesin Europe were unchanged from prior year at 13% in 2008. The following table presents the percentage of net salesinto each geographic
region within each segment and consolidated:

Components & Sensors EMS Consolidated Total
Geographic Region 2008 2007 2006 2008 2007 2006 2008 2007 2006
Americas 44% 49% 51% 65% 56% 48% 56% 53% 49%
Asia-Pacific 29% 26% 26% 32% 40% 46% 31% 34% 38%
Europe 279 2504 2304 3% Jog 69 1394 139 139
Total 1000, 1000, 1000 1000y, 1000, 1000, 1000y, 1000, 10004




Discussion - Most Recent Three Years
The following table highlights significant information from our consolidated results of operations during the past three years:

Year ended December 31,

(In thousands of dollars) 2008 2007 2006

Net sales $ 691,707 $ 685945 $ 655,614
Cost of goods sold 554,116 553,038 533,828
Restructuring-related charges 518 215 956
Gross margin 137,073 132,692 120,830
% of net sales 19.8% 19.3% 18.4%
Selling, general and administrative expenses 82,589 82,078 70,913
% of net sales 11.9% 120% 10.8%
Research and devel opment expenses 18,306 15,896 15,873
% of net sales 2.6% 23% 2.4%
(Gain) loss on asset sales (219) 42 (2,142
Restructuring and impairment charges 5,567 2,401 3,368
Operating earnings 30,830 32,275 32,818
% of net sales 4.5% 4.7% 5.0%
Interest (expense) (3,814) (3,100) (3,654)
Other income 2,279 3,300 1,502
Earnings before income taxes 29,295 32,475 30,666
Income tax (benefit) expense (591) 7,063 6,469
Net earnings $ 29,886 $ 254129 § 24,197
% of net sales 4.3 3.7 3.7
Diluted earnings per share $ 081" ¢ 0.66@ $ 0.63®

(1) Net earnings and diluted earnings per share include a net impact of $6.1 million, or $0.10 per diluted share, related to restructuring and
restructuring-related charges as a result of company-wide restructuring plans, $1.4 million, or $0.04 per diluted share benefit, pertaining to a
change in thetax law of a certain jurisdiction and $4.1 million, or $0.11 per diluted share benefit, related to a reversal of tax reserves.

(2 Net earnings and diluted earnings per share include a net impact of $2.0 million, or $0.05 per diluted share, related to restructuring and
restructuring-related charges associated with the realignment of operations.

(3 Net earnings and diluted earnings per share include a net impact of $3.4 million, or $0.08 per diluted share, related to restructuring and
restructuring-related charges associated with the consolidation of the Berne, Indiana operations and the further impairment of an idle facility
lease.

Net salesincreased $5.8 million in 2008, or 0.8%, from the prior year, due to Components and Sensors sales increase of $12.2 million. The sales
increase was primarily attributable to the acquisition of Tusonix in January 2008, which increased sales by approximately $14.0 million and improved
piezoelectric product sales of approximately $5.0 million. Full-year sales of automotive sensors and actuators were down 1.6% as the impact of
drastically lower automotive sales worldwide accel erated over the course of 2008 and was partially offset by the capture of new customers and new
product introductions. Sales decreased $6.4 million in the EMS segment, driven by expected EOL-driven lower sales to Hewlett-Packard and lower
industrial market sales, partially offset by higher salesin defense and aerospace and communications markets, including the positive impact of the
recent Orion acquisition.

Net salesincreased $30.3 million in 2007, or 4.6%, from 2006, primarily dueto EMS sales increase of $20.0 million and growth in automotive component
sales of $15.4 million. The EMS sales increase was attributable to higher salesin industrial, defense and aerospace and communications markets,
partially offset by lower computer and medical market sales. In addition to the growth of automotive product salesin the Components and Sensors
segment, sales in communication infrastructure applications increased, while sales of certain electronic component legacy resistor products were
lower.




The Company’s 15 largest customers represented 53% of net salesin 2008, down from 59% in 2007 and 61% in 2006. We continue our effortsto
broaden our business base with expansion in defense and aerospace, communication and medical marketsin the EM S segment and the diversification
of automotive sensors and actuators and piezoel ectric product offeringsin the Components and Sensors segment. Sales to Hewlett-Packard
Company represented 11% of net salesin 2008, 17% of net salesin 2007 and 22% of net salesin 2006.

Gross margins in 2008 increased $4.4 million from 2007 due to favorable product mix and improved cost controlsin both segments, partially offset by
unfavorable absorption of fixed costs. Gross margins within the Components and Sensors segment were also positively impacted by the contribution
from higher sales and higher pension income, partially offset by lower royalty income.

Gross marginsin 2007 increased $11.9 million from 2006 due to the contribution from higher sales volume and improved operational efficienciesin
both segments. Gross margins as a percent of saleswere 19.3% in 2007 compared to 18.4% in 2006. Within the Components and Sensors segment,
margins were negatively impacted by unfavorable product mix and lower royalty income, partially offset by lower restructuring-related costs. Within
the EM S segment, margins were favorably impacted by improved product mix and lower material spending, partially offset by higher restructuring and
restructuring-rel ated charges associated with the realignment of operationsin the fourth quarter of 2007.

Selling, general and administrative expenses as a percentage of saleswere 11.9% in 2008 and 12.0% in 2007. Legal and accounting fees occurring in
2007 were offset by expenses associated with acquisitionsin 2008.

Selling, general and administrative expenses as a percentage of salesincreased to 12.0% in 2007 from 10.8% in 2006. Expensesincreased $11.2 million,
primarily from higher legal and accounting fees, higher compensation expenses and a favorabl e insurance claim settlement recorded in 2006.

Research and devel opment expenses were $18.3 million in 2008 compared to $15.9 million in both 2007 and 2006. The year-over-year increase reflects
higher resources devoted to the development and launch of new commercial market growth initiatives. Ongoing research and devel opment
investment continues in the Components and Sensors segment. Our research and development activities are primarily focused on expanded
applications and new product development, aswell as current product and process enhancements. Research and development expendituresin the
EMS segment are typically very low.

Operating earningsin 2008 decreased to $30.8 million, or 4.4% of sales, from $32.3 million, or 4.7% of sales, in 2007 primarily due to higher
restructuring and research and devel opment expenses, as discussed above, partially offset by higher gross margins.

Operating earningsin 2007 decreased slightly to $32.3 million, or 4.7% of sales, from $32.8 million, or 5.0% of sales, in 2006 primarily due to higher
selling, general and administrative expenses, as discussed above, offset by higher gross margins. The decrease in operating earnings was partially
offset by higher gross margins and by lower restructuring and restructuring-related chargesin 2007 than in 2006.

Interest and other expensein 2008 was $1.5 million versusincome of $0.2 millionin 2007. Compared to the prior year, net interest expense increased
$1.3 million from higher outstanding debt balances and lower interest rates on cash balances. Foreign currency exchange losses were $1.3 millionin
2008 versusagain of $1.1 million in 2007.

Interest and other income in 2007 was $0.2 million versus an expense of $2.2 million in 2006. Compared to the prior year, interest income increased $1.1
million from higher cash balances, and interest expense was $0.6 million lower primarily from lower outstanding debt balances. Foreign currency
exchange gainsincreased $0.8 million in 2007 as the dollar appreciated against virtually all major world currencies.

During 2008, we changed our effective tax rate from 21.75% to (2.02%). Thistax benefit reflects the reversal of avaluation allowance in China, the
implementation of thefifth protocol of the Canada-U.S. tax treaty, agreater portion of earnings coming from lower tax rate jurisdictions, and foreign
tax holidays. Thesetax holidays, unless extended, are scheduled to expire in 2009-2011.

Net earnings increased $4.5 million to $29.9 million in 2008 from $25.4 millionin 2007. Net earnings in 2008 included a net impact of $6.1 million, or
$0.10 per diluted share, related to restructuring and restructuring-related charges as aresult of a company-wide restructuring plan, $1.4 million, or
$0.04 per diluted share, pertaining to a change in the tax law of acertain jurisdiction and $4.1 million, or $0.11 per diluted share, related to areversal of
tax reserves.




Restructuring and Restructuring-Related Charges

In September 2008, we initiated certain restructuring actionsto transfer and consolidate certain operations to further improve our cost

structure. These actions resulted in the elimination of approximately 400 positions and the write-off of certain leasehold improvements during the
second half of 2008. These actions were substantially complete in December 2008. We incurred approximately $5.5 million in restructuring and
restructuring-related costs as aresult of these actions.

Of the restructuring and restructuring-related costs incurred, $4.8 million relates to the Components and Sensors segment and $0.7 million relates to
the EM S segment. Restructuring charges are reported on a separate line on the Consolidated Statements of Earnings and the restructuring-related
costs areincluded in cost of goods sold.

In November 2007, we announced arealignment of operations intended to create synergies by further enhancing our shared services model to include
manufacturing support functions at |ocations that serve more than one business. In addition, certain production lines were transferred to better serve
key customers and leverage existing capacity. The realignment process was completed in the second quarter of 2008. Asaresult of thisrealignment,
we incurred approximately $2.6 million and $0.6 million in restructuring and restructuring-related costsin 2007 and 2008, respectively.

Of therestructuring and restructuring-related costs incurred, $0.9 million relates to the Components and Sensors segment and $2.3 million relates to
the EM S segment. Restructuring charges are reported on a separate line on the Consolidated Statements of Earnings and the restructuring-related
costs areincluded in cost of goods sold.

In January 2006, we announced our intention to consolidate our Berne, Indiana manufacturing operations into three of our other

facilities. Automotive product operations at Berne were transferred to CTS' automotive facilitiesin Matamoros, Mexico and Elkhart,

Indiana. Electronic components operationsin Berne were moved to CTS' Singaporefacility. The Bernefacility is currently being marketed for

sale. Asof December 31, 2006, the Berne consolidation process was substantially completed, with all expected charges recorded. Asaresult of this
action, we incurred approximately $3.9 million in restructuring and restructuring-related costs in 2006.

Additionally, during 2006, CT S recorded a pre-tax restructuring charge of $0.4 million, or $0.3 million after-tax and $0.01 per diluted share, when it
revised its estimate of the fair value of the remaining net liability of the operating lease for the idle Marlborough facility.

Of the restructuring and restructuring-related costs, $3.9 million relates to the Components and Sensors segment and $0.4 million relatesto the EMS
segment. Restructuring charges are reported on a separate line on the Consolidated Statement of Earnings and the restructuring-related costs are
included in cost of goods sold.

See Note P, “Restructuring Charges’, to our consolidated financial statements for further discussion.
Liquidity and Capital Resources
Overview

Cash and cash equivalents were $44.6 million at December 31, 2008, compared to $52.9 million at December 31, 2007. Tota debt increased to $80.5
million on December 31, 2008 from $73.0 million on December 31, 2007 due to increased borrowing against our revolving credit agreement, primarily to
complete two acquisitions.

Total debt as apercentage of total capitalization was 22.5% at the end of 2008, compared with 18.4% in 2007. Total debt as a percentage of total
capitalization is defined as the sum of notes payable, current portion of long-term debt and long-term debt as a percentage of total debt and
shareholders’ equity.

Working capital decreased by $9.3 million in 2008, primarily due to the decrease in cash and cash equivalents of $8.2 million, decreases in accounts
receivable of $6.5 million, netinventory of $2.9 million and current deferred tax assets of $6.4 million, partially offset by an accounts payable decrease
of $12.9 million.

Cash Flow
Operating Activities

Net cash provided by operations was $34.1 million in 2008. Components of cash flows from operations primarily included net earnings of $29.9
million, depreciation and amortization of $24.2 million and $5.6 million of restructuring charges, offset by an increase in the prepaid pension asset of
$10.8 million and unfavorable changesin assets and liabilities of $15.5 million. The changesin assets and liabilities were primarily due to decreased
accounts payable and accrued liabilities of $26.7 million partially offset by decreased inventory of $9.6 million and decreased accounts receivable of
$7.4 million.




Net cash provided by operations was $48.6 million in 2007. Components of cash flows from operations included net earnings of $25.4 million,
depreciation and amortization of $22.8 million and $2.4 million of restructuring charges, offset by an increase in the prepaid pension asset of $9.1
million and unfavorable changes in assets and liabilities of $1.8 million. The changesin assets and liabilities were primarily due to increased
inventory of $12.8 million, partially offset by decreased accounts receivable of $5.4 million and increased accounts payable and accrued liabilities of
$4.7 million.

Net cash provided by operations was $47.2 million in 2006. Components of cash flows from operations included net earnings of $24.2 million,
depreciation and amortization of $24.9 million, and $3.4 million of restructuring charges. In addition, there were $15.2 million of unfavorable changes
in accounts receivable partially offset by a$8.4 million increase in accounts payable and accrued liabilities.

Investing Activities

Net cash used in investing activities was $38.4 million in 2008, including $21.1 million paid for the acquisitions of Tusonix and Orion and $17.6 million
of capital expenditures. SeeNote B, “Acquisitions’, to our consolidated financial statements for further details on the acquisitions.

Net cash used in investing activities was $17.0 million in 2007, including capital expenditures of $16.1 million and a$1.0 million payment for the
purchase of Alpha Ceramics, Inc. SeeNoteB, “Acquisitions’, to our consolidated financial statementsfor further details.

Net cash used ininvesting activities totaled $1.3 million in 2006, including capital expenditures of $15.8 million partially offset by $14.5 million of net
proceeds from the sale of assets.

Free Cash Flow
The following table summarizes free cash flow for the Company:

Year ended December 31,

(In millions of dollars) 2008 2007 2006

Net cash provided by operations $ 341 $ 486 $ 472
Capital expenditures (17.6) (16.1) (15.8)
Free cash flow $ 165 $ 3?25 % 314

Free cash flow isanon-GAAP financial measure that CTS defines as net cash provided by operations less capital expenditures. The most directly
comparable GAAP measure is net cash provided by operations. Management uses free cash flow to evaluate financial performance and in strategic
planning, specifically, for investing and financing decisions. Management believes free cash flow is a useful measure because it reflectsthe
performance of our overall operations more accurately than net cash provided by operations and because it provides investors with the same results
that management used as the basis for making decisions about the business. Free cash flow is not an indicator of residual cash available for
discretionary spending, because it does not take into account mandatory debt service or other non-discretionary spending requirements that are not
deducted in the calculation of free cash flow. Management takes these limitations into account when using free cash flow to make investing and
financing decisions.

Financing Activities
Net cash used in financing activitiesin 2008 was $2.1 million, which included $25.3 million paid to repurchase $27.5 million of our senior subordinated
debentures at a discount, $7.0 million for the purchase of CTS common stock and dividend payments of $4.1 million, partially offset by $36.0 million of

net proceeds from increased borrowing under our existing revolving credit agreement.

Net cash used in financing activitiesin 2007 was $17.5 million, which included $20.3 million for the purchase of CTS common stock, reductionsin
short-term notes payable of $4.4 million and $4.3 million in dividend payments partially offset by $11.1 million related to additional long-term debt.

Net cash used in financing activitiesin 2006 was $22.1 million, consisting of $15.6 million related mainly to the reductions in the subordinated
debenture balance and short-term notes payable, $2.3 million purchase of CTS common stock and $4.3 million in dividend payments.




Capital Resources
Refer to Note G, “Debt”, to our consolidated financial statements for further discussion.

L ong-term debt was comprised of the following at December 31.:

($in thousands) 2008 2007

Revolving credit agreement, weighted-average interest rate of 3.3% (2008) and 5.6% (2007), due in 2011 $ 48,000 $ 12,000
Convertible, senior subordinated notes at a weighted-average rate of 2.125%, duein 2024 32,500 60,000
Total long-term debt $ 80,500 $ 72,000

The debt matures asfollows: 2008 - $0 million; 2009 - $0 million; 2010 - $0 million; 2011 - $48 million; 2012 - $0; thereafter - $32.5 million.

On June 27, 2006, we entered into a$100 million, unsecured revolving credit agreement. Under the terms of the revolving credit agreement, we can
expand the credit facility to $150 million, subject to participating banks' approval. There was $48 million and $12 million outstanding under the
revolving credit agreement at December 31, 2008 and 2007, respectively. Interest rates on the revolving credit agreement fluctuate based upon LIBOR
and our quarterly total leverageratio. We pay acommitment fee on the undrawn portion of the revolving credit agreement. The commitment fee
varies based on the quarterly leverage ratio and was 0.20 percent per annum at December 31, 2008. The revolving credit agreement requires, among
other things, that we comply with amaximum total leverage ratio and aminimum fixed charge coverageratio. Failure to comply with these covenants
could reduce the borrowing availability under the revolving credit agreement. We were in compliance with all debt covenants at December 31,

2008. We do not expect any violations of these covenants unlessthereis amaterial decrease in net earnings for a prolonged period that would cause
usto be unable to quickly reduce fixed expenses.

Therevolving credit agreement also requires usto deliver quarterly financial statements, annual financial statements, auditors certifications and
compliance certificates within a specified number of days after the end of aquarter or year. Additionally, the revolving credit agreement contains
restrictions limiting our ability to: dispose of assets; incur certain additional debt; repay other debt or amend subordinated debt instruments; create
liens on assets; make investments, loans or advances; make acquisitions or engage in mergers or consolidations; engage in certain transactions with
our subsidiaries and affiliates; and the amounts allowed for stock repurchases and dividend payments. The revolving credit agreement expiresin
June 2011.

We have $32.5 million in aggregate principal amount of senior subordinated debentures (*2.125% Debentures’). These unsecured debentures bear
interest at arate of 2.125%, payable semiannually on May 1 and November 1 of each year through the maturity date of May 1, 2024. The 2.125%
Debentures are convertible, under certain circumstances, into CTS common stock at a price of $15.00 per share (which is equivalent to aninitial
conversion rate of approximately 66.6667 shares per $1,000 principal amount of the notes). Upon conversion of the 2.125% Debentures, in lieu of
delivering common stock, we may, at our discretion, deliver cash or acombination of cash and common stock.

The conversion price of the 2.125% Debentures will be adjusted if we complete certain transactions, including: distribution of shares asadividend to
substantially all shareholders; subdivision, combination or reclassification of its common stock; distribution of stock purchase warrantsto
substantially all shareholders; distribution of cash, stock or property to shareholders in excess of $0.03 per share; or purchase of its common stock
pursuant to atender offer or exchange offer under certain circumstances.

Holders may convert the 2.125% Debentures at any time during a conversion period if the closing price of CTS common stock is more than 120% of
the conversion price ($18.00 per share) for at least 20 of the 30 consecutive trading days immediately preceding the first trading day of the conversion
period. The conversion periods begin on February 15, May 15, August 15, and November 15 of each year. Holders may also convert the notesif
certain corporate transactions occur. As of December 31, 2008, none of the conditions for conversion of the 2.125% Debentures were satisfied.

The Debt Holder shall have theright, at the Holder’s option, to require us to purchase all of the Holder’'s 2.125% Debentures called for redemption as
directed on each of May 1, 2009, May 1, 2014 and May 1, 2019. We shall be required to purchase the 2.125% Debentures at a purchase pricein cash
equal to 100% of the principal amount plus accrued and unpaid interest. We may, at our option, redeem for cash all or a portion of the 2.125%
Debentures at any time on or after May 1, 2009, at aredemption price equal to 100% of the principal amount of the debentures to be redeemed plus
accrued and unpaid interest. In the fourth quarter 2008, we purchased $27.5 million of our 2.125% Debentures through open market discounted
transactions. In the event that holders of the 2.125% Debentures require us to purchase aportion or all of the remaining $32.5 million principal
amount of the 2.125% Debentures on May 1, 2009, we intend to utilize borrowing under our existing revolving credit agreement to fund the
redemption, in the event other long-term financing is not utilized.
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We have historically funded our capital and operating needs primarily through cash flows from operations supported by available credit under our
bank credit agreements. We believe that expected positive cash flows from operations and available borrowings under our current credit agreements
will be adeguate to fund our working capital, capital expenditures, redemption of 2.125% Debentures and debt service requirements for at least the
next twelve months. However, we may choose to pursue additional equity and/or debt financing to provide additional liquidity and/or fund
acquisitions.

In November 2005, our Board of Directors authorized a program to repurchase up to one million shares of our common stock in the open
market. Reacquired shares were used to support equity-based compensation programs and for other corporate purposes. During 2007, under this
program, we repurchased 395,000 shares at atotal cost of $4.9 million before the program expired June 29, 2007.

In June 2007, our Board of Directors authorized a program to repurchase up to two million shares of our common stock in the open market. The
authorization expires on June 30, 2009. Reacquired shares were used to support equity-based compensation programs and for other corporate
purposes. Since June 2007, we have repurchased 2,000,000 shares at atotal cost of $22.2 million, which completed this program.

In May 2008, our Board of Directors authorized a program to repurchase up to one million shares of CTS common stock in the open market at a
maximum price of $13 per share. The authorization expires on June 30, 2009. Reacquired shares will be used to support equity-based compensation
programs and for other corporate purposes. During 2008, we repurchased 22,500 shares at atotal cost of $0.2 million.

Capital Requirements

The following table sets forth the impact that contractual obligations, as of December 31, 2008, are expected to have on our liquidity and cash flow in
future periods:

Payments Due by Period

($in millions) Total 2009 2010 - 2011 2012 - 2013 2014 — beyond
Long-term debt ) $ R7 $ 13% 503 $ 14 $ 39.7@
Operating leases 27.9 75 115 6.0 29
Obligations associated with FIN 48 45 04 0.9 — 3.2
Purchase obligations — — — — —
Retirement obligations 194 2.1 4.7 39 8.7
Total $ 1445 % 113 $ 674 $ 113 % 54.5
(] Including principal and coupon payments of the 2.125% Debenturesissued in 2004 and principal and interest payments of the revolving

credit agreement. The holders of the 2.125% Debentures have the right to require us to purchase, for cash, all of the remaining $32.5
million 2.125% Debentures on May 1, 2009, May 1, 2014, or May 1, 2019. Refer to Note G, “ Debt”, in our consolidated financial
statements.

@) Debenturesissued in May 2004. Investors may convert the debentures, under certain circumstances, at any timeto CTS common stock. The
conversion price is $15.00 per share.

Purchase obligations are defined as agreements that are enforceable and legally binding and that specify all significant terms, including: fixed or
minimum quantities to be purchased; fixed, minimum or variable price provisions; and the approximate timing of the transaction. We purchased direct
materials, generally related to customer orders, for production occurring at our manufacturing facilities around the world. These goods are secured
using purchase orders, either blanket or discrete. Purchase orders commit usto take delivery of the quantities ordered generally over a specified
delivery schedule. Our standard purchase order terms and conditions state that, should we cancel an order, we will reimburse our supplier only for
the costsincurred at the time of cancellation. Our purchase order cancellations generally occur due to order cancellation by a customer. If a
customer cancelsits order, our standard terms of sale provide for reimbursement of costs, including those related to our purchase orders. Therefore,
these commitments are not included in purchase obligations.

Retirement obligationsinclude defined benefit and other post-retirement benefits. Please refer to Note H, “ Retirement Plans,” and Note A, “ Summary

of Significant Accounting Policies’, in our consolidated financial statement for additional information related to the retirement plans, including the
important assumptions.
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We utilize amarket-related approach in deriving fair value of plan assets. We do not expect any significant change in the approach in 2009. For plan
asset allocation detail, please refer to Note H, “ Retirement Plans”, in our consolidated financial statements. We do not expect to make changesto the
asset allocation in 2009. However, we may elect to make changes to the asset allocation based on the performance of different asset categories after
conducting investment portfolio reviews, annual liability measurements and asset/liability studies on aregular basis.

During 2008, actual returns on plan assets deviated significantly from expected returns on plan assets. The deviation between expected and actual
returns was primarily due to market conditions with approximately half of thelossin asset value occurring in the fourth quarter of 2008.

Based on our current assumptions relating to our pension plans, we do not expect to make any cash contributions to the United States defined
benefit plansin the foreseeabl e future. The most significant assumptions relate to the discount rate, the expected long term return on plan assets and
the rate of future compensation increase. If these assumptions prove to be incorrect then we may need to record additional expense relating to the
pension plans which could have amaterial effect on our results of operations and could require cash contributions to fund future pension payments.

2009 Outlook

Asaresult of the economic environment affecting many of our customers, and lack of forward visibility, proactive measures have been taken to
manage our cost structure and cash flows, while continuing to invest in new products and to seek growth opportunities. We will continue to reduce
certain discretionary spending which will continue to have a positive effect on operating expenses and cash flows. We will continue to monitor all
spending and may take additional actionsif warranted.

Extremely challenging market conditions and minimal visibility make it very difficult to plan for 2009. Salesin 2009 are estimated to decline 12% to
18% from 2008 sales to arange of $565 million to $610 million. Full-year diluted earnings per share are projected in arange of $0.15 to $0.25 per
share. These full-year projectionsinclude an especially tough first quarter and we expect to record a net loss with economic conditionsimproving
gradually in the second half of the year. Our 2009 effective tax rateis expected to be in the range of 22% - 24%.
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

Board of Directors and
Shareholders of CTS Corporation

We have audited the accompanying consolidated balance sheets of CTS Corporation (an Indiana corporation) and subsidiaries (the “Company”) as
of December 31, 2008 and 2007, and the related consolidated statements of earnings, shareholders equity, and cash flows for each of the three years
in the period ended December 31, 2008. Our audits of the basic financia statements included the financial statement schedule listed in the index
appearing under Schedule Il —Valuation and Qualifying Accounts and Reserves. We also have audited the Company’sinternal control over financial
reporting as of December 31, 2008, based on criteria established in Internal Control— ntegrated Framework issued by the Committee of Sponsoring
Organizations of the Treadway Commission (COSO). The Company’s management is responsible for these financial statements and financial
statement schedule, for maintaining effective internal control over financial reporting, and for its assessment of the effectiveness of internal control
over financial reporting, included in the accompanying Management’s Report on Internal Control Over Financial Reporting. Our responsibility isto
express an opinion on these financial statements and financial statement schedule and an opinion on the Company’'sinternal control over financial
reporting based on our audits. Our audit of, and opinion on, the Company’sinternal control over financial reporting does not include internal control
over financial reporting of Tusonix, Inc., awholly owned subsidiary, whose financial statements reflect total assets and revenues constituting 3 and 2
percent, respectively, of the related consolidated financial statement amounts as of and for the year ended December 31, 2008. As indicated in
Management’s Report, Tusonix, Inc. was acquired during 2008 and therefore, management’ s assertion on the effectiveness of the Company’ internal
control over financial reporting excluded internal control over financial reporting of Tusonix, Inc.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board (United States). Those standards
require that we plan and perform the audits to obtain reasonable assurance about whether the financial statements are free of material misstatement
and whether effective internal control over financia reporting was maintained in all material respects. An audit includes examining, on a test basis,
evidence supporting the amounts and disclosures in the financial statements, assessing the accounting principles used and significant estimates
made by management, and evaluating the overall financial statement presentation. Our audit of internal control over financia reporting included
obtaining an understanding of internal control over financial reporting, assessing the risk that a material weakness exists, and testing and evaluating
the design and operating effectiveness of internal control based on the assessed risk. Our audits also included performing such other procedures as
we considered necessary in the circumstances. We believe that our audits provide areasonable basis for our opinions.

A company’s internal control over financial reporting is a process designed to provide reasonable assurance regarding the reliability of financial
reporting and the preparation of financial statements for external purposes in accordance with generally accepted accounting principles. A
company’s internal control over financial reporting includes those policies and procedures that (1) pertain to the maintenance of records that, in
reasonable detail, accurately and fairly reflect the transactions and dispositions of the assets of the company; (2) provide reasonable assurance that
transactions are recorded as necessary to permit preparation of financial statement in accordance with generally accepted accounting principles, and
that receipts and expenditures of the company are being made only in accordance with authorizations of management and directors of the company;
and (3) provide reasonable assurance regarding prevention or timely detection of unauthorized acquisition, use, or disposition of the company’s
assets that could have amaterial effect on the financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect misstatements. Also, projections of any
evaluation of effectiveness to future periods are subject to the risk that controls may become inadequate because of changes in conditions, or that
the degree of compliance with the policies or procedures may deteriorate.

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the financial position of the Company as
of December 31, 2008 and 2007, and the results of their operations and their cash flows for each of the three years in the period ended December 31,
2008 in conformity with accounting principles generally accepted in the United States of America. Also in our opinion, the related financial statement
schedule, when considered in relation to the basic financial statements taken as a whole, present fairly, in al material respects, the information set
forth therein.

In our opinion, the Company maintained, in all material respects, effective internal control over financial reporting as of December 31, 2008, based on
criteriaestablished in Internal Control— ntegrated Framework issued by COSO.

/s GRANT THORNTON LLP
Chicago, Illinois
February 20, 2009
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Consolidated Statements of Earnings
(In thousands of dollars except per share amounts)

Year Ended December 31,

2008 2007 2006
Net sales $ 691,707 $ 685945 $ 655,614
Costs and expenses:
Cost of goods sold 554,634 553,253 534,784
Selling, general and administrative expenses 82,589 82,078 70,913
Research and devel opment expenses 18,306 15,896 15,873
(Gain)/loss on asset sales (219) 42 (2,142)
Restructuring and impairment charges — Note P 5,567 2,401 3,368
Operating earnings 30,830 32,275 32,818
Other (expense)/income:
Interest expense (3,814) (3,100) (3,654)
Interest income 1,421 2,052 934
Other 858 1,248 568
Total other (expense)/income (1,535) 200 (2,152)
Earnings beforeincome taxes 29,295 32,475 30,666
Income tax (benefit)/expense — Note J (591) 7,063 6,469
Net ear nings $ 29,886 $ 25412 $ 24,197
Net Earnings per share— Note D
Basic $ 089 $ 072 $ 0.68
Diluted $ 081 $ 066 $ 0.63

The accompanying notes are an integral part of the consolidated financial statements.
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Consolidated Balance Sheets
(In thousands of dollars except share amounts)

ASSETS
Current Assets
Cash and cash equivalents
Accountsreceivable, less allowances (2008 — $2,165, 2007 — $1,304)
Inventories, net
Finished goods
Work-in-process
Raw materials
Total inventories, net
Current deferred tax asset — Note J
Other current assets
Total current assets
Property, plant and equipment
Land
Buildings
Machinery and equipment
Total property, plant and equipment
Accumulated depreciation
Net property, plant and equipment
Other assets
Prepaid pension asset — NoteH
Goodwill - Note E
Other intangible assets, net — Note E
Deferred income taxes — Note J
Other assets
Total other assets
Total Assets

LIABILITIESAND SHAREHOLDERS EQUITY
Current Liabilities

Notes payable — Note F

Accounts payable

Accrued salaries, wages and vacation

Income taxes payable

Other accrued liabilities

Total current liabilities

Long-term debt — Note G
Other long-term obligations— NotesH and J
Contingencies— Note N
Shareholders Equity

Preferred stock — authorized 25,000,000 shares without par value; none issued — Note K
Common stock — authorized 75,000,000 shares without par value; 54,031,844 shares issued at December 31,

2008 and 53,919,733 shares issued at December 31, 2007 — Note K
Additional contributed capital
Retained earnings
Accumulated other comprehensive loss

Cost of common stock held in treasury (2008 — 20,320,759 shares; 2007 — 19,606,459 shares) — Note L

Total shareholders’ equity
Total Liabilitiesand Shareholders Equity

The accompanying notes are an integral part of the consolidated financial statements.
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December 31,

2008 2007
44628 $ 52,868
94,175 100,655

7,813 9,592
16,246 18,064
46,808 46,122
70,867 73,778

8,073 14,494

8,099 9,045

225,842 250,840

2,998 1,783

96,133 98,865
249,475 258,438
348,606 359,086

(257,850) (266,261)
90,756 92,825
18,756 107,158
33,150 24,657
36,927 36,743
82,093 30,237

931 1,232
171,857 200,027
488,455 $ 543,602

— 3 1,000
71,285 84,217
14,316 15,296
6,592 5,581
21,048 22,825
113,241 128,919
80,500 72,000
17,536 18526
280,266 278,916
30,156 28,563
362,391 336,548
(98,626) (29,808)
574,187 614,219
(297,009) (289,972)
277,178 324,247
488455 $ 543,602




Consolidated Statements of Cash Flows
(In thousands of dollars)

Year Ended December 31,

2008 2007 2006
Cash flows from operating activities:
Net earnings $ 29,886 $ 25412 $ 24,197
Adjustments to reconcile net earningsto net cash provided by operating activities:
Depreciation and amortization 24,178 22,818 24,896
Prepaid pension asset (10,788) (9,122) (6,173)
Amortization of retirement benefit adjustments — Note H 2,237 3,944 —
Equity-based compensation — Note 3,375 3,295 4,071
Deferred income taxes — Note J (4,687) 1,572 1,885
(Gain)/loss on asset sales (219) 42 (2,142)
Restructuring charge — Note P 5,567 2,401 3,368
Changesin assets and liabilities, net of effects from acquisitions
Accountsreceivable 7,377 5,357 (15,222)
Inventories 9,585 (12,812) 87
Accounts payable (16,181) 6,011 9,486
Accrued liabilities (10,514) (1,307) (1,082)
Income taxes payable (422) 2,246 1,933
Other (5,295) (1,254) 1,881
Total adjustments 4,213 23,191 22,988
Net cash provided by operations 34,099 48,603 47,185
Cash flows from investing activities:
Proceeds from sal e of assets 308 65 14,482
Capital expenditures (17,647) (16,058) (15,787)
Payment for acquisitions, net of cash acquired — Note B (21,054) (1,028) —
Net cash used in investing activities (38,393) (17,021) (1,305)
Cash flowsfrom financing activities:
Borrowings of long-term debt 1,662,550 94,600 73,850
Payments of long-term debt (1,651,823) (83,457) (81,608)
Borrowings of short-term notes payable 6,426 47,571 123,758
Payments of short-term notes payable (7,426) (51,996) (131,632)
Purchase of treasury stock (7,037) (20,344) (2,309)
Dividends paid (4,063) (4,279) (4,307)
Other (719) 381 112
Net cash used in financing activities (2,092) (17,524) (22,136)
Effect of exchange rate changes on cash (1,854) 180 2,857
Net (decrease)/increase in cash and cash equivalents (8,240) 14,238 26,601
Cash and cash equivalents at beginning of year 52,868 38,630 12,029
Cash and cash equivalents at end of year $ 44,628 $ 52,868 $ 38,630
Supplemental cash flow information
Cash paid during the year for:
Interest $ 3315 $ 2532 % 3,133
Income taxes — net $ 4821 $ 2301 $ 1,568

Supplemental schedule of non-cash investing and financing activities:
Refer to Note C, “ Supplemental Schedule of Non-cash Investing and Financing Activities”.

The accompanying notes are an integral part of the consolidated financial statements.
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Consolidated Statements of Shareholders Equity
(In thousands of dollars)

Accumulated

Other
Additional Comprehensive
Common Contributed Retained Earnings Comprehensive  Treasury
Stock Capital Earnings (Loss) Earnings Stock Total
Balances at January 1, 2006 $ 275211 $ 24743 $ 295478 % (244) $ (267,095) $ 328,093
Net earnings 24,197 24,197 24,197
Cumulative translation adjustment 4,810 4,810 4,810
Minimum pension liahility adjustment
(net of tax of $50) 369 369 369
Comprehensive earnings $___ 29376
Adjustment to initially apply FAS
No. 158, net of tax (36,218) (36,218)
Cash dividends of $0.12 per share (4,305) (4,305)
Issued 70,943 shares on exercise of stock
option net 575 (112) 463
Issued 64,372 shares on vesting of
restricted stock units 767 (1,233) (366)
Acquired 170,600 shares for treasury
stock (2,309) (2,309)
Tax benefits on exercise of options 193 193
Stock compensation 4,096 4,096
Balances at December 31, 2006 $ 276553 $ 27,899 $ 315370 $ (31,283) $  (269,516) $ 319,023
Net earnings 25,412 25,412 25,412
Cumulative translation adjustment 486 486 486
Other comprehensiveincome, net of tax
Prior service costs 152 152 152
Unrecognized |oss 837 837 837
Comprehensive earnings g 26887
Cash dividends of $0.12 per share (4,234) (4,234)
Returned 2,000 shares on restricted stock
and cash bonus plan - net 27 38 (65) —
Issued 50,400 shares on exerciseof stock
option — net 1,889 1,889
Exchanged 3,551 shares for
stock options (46) (46)
Issued 199,087 shares on vesting of
restricted stock units 447 (2,723) (2,276)
Acquired 1,705,200 shares for treasury
stock (20,345)  (20,345)
Tax benefits on exercise of options 54 54
Stock compensation 3,295 3,295
Balances at December 31, 2007 $ 278916 $ 28,563 $ 336,548 $ (29,808) $  (289,972) $ 324,247
Net earnings 29,886 29,886 29,886
Cumulative tranglation adjustment (9,111) (9,111) (9,111)
Other comprehensive income, net of tax
Prior service costs 324 324 324
Unrecognized |oss (60,031) (60,031) (60,031)
Comprehensive loss $ (38,932
Cash dividends of $0.12 per share (4,043) (4,043)
Issued 7,100 shares on exerciseof stock
option — net 61 61
Issued 105,011 shares on vesting of
restricted stock units 1,289 (1,724) (435)
Acquired 714,300 shares for treasury
stock (7,037) (7,037)
Tax cost on exercise of options (58) (58)
Stock compensation 3,375 3,375
Balances at December 31, 2008 $ 280,266 $ 30,156 $ 362,391 $ (98,626) $ (297,009) $ 277,178

The accompanying notes are an integral part of the consolidated financial statements.
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NOTESTO CONSOLIDATED FINANCIAL STATEMENTS
NOTE A—Summary of Significant Accounting Policies

Business: CTS Corporation ("CTS" or the"Company") is aglobal manufacturer of electronic components and sensors and a supplier of electronic
manufacturing services. The Company designs, manufactures, assembles, and sells abroad line of electronic components and sensors and provides
electronic manufacturing services primarily to original equipment manufacturers ("OEMSs"). CTS operates manufacturing facilities located throughout
North America, Asiaand Europe and services major markets globally.

Principles of Consolidation: The consolidated financial statementsinclude the accounts of CTS and its wholly owned subsidiaries. Refer to Note B,
“Acquisitions’, for a discussion of the acquisitions made by CTS. All significant intercompany accounts and transactions have been eliminated.

Use of Estimates: The preparation of financial statementsin conformity within the accounting principles generally accepted in the United States of
Americarequires management to make estimates and assumptions that affect the reported amounts of assets and liabilities, the 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 results could differ materially from those estimates.

Trandation of Foreign Currencies: Thefinancia statementsof CTS non-U.S. subsidiaries, except the U.K. subsidiary, are remeasured into U.S.
dollars using the U.S. dollar as the functional currency with all remeasurement adjustmentsincluded in the determination of net earnings. CTS
Consolidated Statements of Earningsincludes $1.3 million of foreign currency translation loss for the year ended December 31, 2008, and $1.1 million
and $0.3 million of foreign currency translation gain for the years ended December 31, 2007 and 2006, respectively.

The assets and liabilitiesof CTS U.K. subsidiary are translated into U.S. dollars at the current exchange rate at period end, with resulting translation
adjustments made directly to the “accumulated other comprehensive earnings (10ss)” component of shareholders' equity. Statement of earnings
accounts are translated at the average rates during the period.

Comprehensive Earnings. CTS reports comprehensive earnings in accordance with the Financial Accounting Standards Board's (“FASB”) Financia
Accounting Standard (“FAS") No. 130, “ Reporting Comprehensive Income (Loss)”. The components of comprehensive earnings for CTSinclude
foreign currency translation adjustments, unrecognized pension |osses and prior service costs, and net earnings, and are reported within the
Consolidated Statements of Shareholders’ Equity in the columnstitled “ Comprehensive Earnings’ and “ Accumulated Other Comprehensive Earnings
(Loss)".

The table below shows the components of accumulated other comprehensive earnings (loss) at December 31:

($in thousands) 2008 2007
Accumulated translation $ (1423 $ 7,688
Unrecognized amounts rel ating to benefit plans:
Net loss (95,561) (35,530)
Prior service costs (1,642) (1,966)
Accumulated other comprehensive loss $ (98,626) $ (29,808)

Revenue Recognition: Substantialy all of CTS revenueisfrom product sales. CTS recognizes revenue from product sales when title transfers, the
risks and rewards of ownership have been transferred to the customer, the sales priceis fixed and determinable, and collection of the related
receivableis probable, which isgenerally at the time of shipment. The Company has agreements with its distributors that provide limited rights of
return within alimited time and protection against price reductions initiated by the Company. The effect of these programs is estimated based on
historical experience and current economic conditions and provisions are recorded at the time of shipment. CTS customerstypically have aright to
return products that they consider to be defective. Revenueis recorded net of estimated returns of products, based on management’s analysis of
historical returns, current economic trends, and changesin customer demands. All feesbilled to the customer for shipping and handling are
classified as a component of net revenues. All costs associated with shipping and handling is classified as a components of cost of sales.
Provisionsfor returns and other adjustments are provided for in the same period the related sales are recorded based on experience and other relevant
factors. CTS classifies salestaxes on anet basisin its consolidated financial statements.

Concentration of Credit Risk: The mgjority of cash and cash equivalents, ismaintained in U.S. dollar demand deposits, AAA money market mutual

funds, and in U.S. government securities, with the remainder maintained with several major financial institutions. Deposits with these banks exceed
the amount of insurance provided on such deposits; however, the deposits typically may be redeemed upon demand and, therefore, bear minimal risk.
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Trade receivables subject CTS to the potential for credit risk with major customers. CTS sellsits products to customers principally in the automotive,
communications, computer, medical, industrial, and defense and aerospace markets, primarily in North America, Europe, and Asia. CTS performs
ongoing credit evaluations of its customersto minimize credit risk. CTS does not require collateral. The allowance for doubtful accountsis based on
management’s estimates of the collectability of its accounts receivable after analyzing historical bad debts, customer concentrations, customer credit
worthiness, and current economic trends. Uncollectible trade receivables are charged against the allowance for doubtful accounts when all
reasonable efforts to collect the amounts due have been exhausted. Salesto Hewlett-Packard Company (“ Hewlett-Packard”) were 11% of net sales
for the year ended December 31, 2008, 17% of net sales for the year ended December 31, 2007 and 22% of net sales for the year ended December 31,
2006. Amounts due from Hewlett-Packard were $7 million at December 31, 2008 and $18 million at December 31, 2007. Amounts due from Motorola
were $14 million at December 31, 2008 and $11 million at December 31, 2007. Significant salesto asingle customer expose CTS to a concentration of
credit risk. Management, however, believes the likelihood of incurring material losses due to concentration of credit risk is remote.

Resear ch and Development: Research and devel opment costsinclude expenditures for planned search and investigation aimed at discovery of new
knowledge to be used to develop new products or processes or to significantly enhance existing products or production processes. Research and
development costs also include the implementation of the new knowledge through design, testing of product alternatives, or construction of
prototypes. CTS expenses all research and development costs asincurred.

Earnings Per Share: Basic and diluted earnings per common share are reported in conformity with the FAS No. 128, “ Earnings per Share”. Basic
earnings per share excludes any dilution and is computed by dividing net earnings available to common sharehol ders by the weighted-average
number of common shares outstanding for the period.

Diluted earnings per share reflects the potential dilution that could occur if securities or other contracts to issue common stock resulted in the
issuance of common stock that shared in CTS' earnings. Diluted earnings per share is computed by dividing net earnings adjusted for the after-tax
effect of interest on dilutive convertible debt by the weighted-average number of common shares outstanding during the period plus the incremental
shares that would have been outstanding upon the assumed exercise of dilutive securities. If the common stock equivalents have an anti-dilutive
effect, they are excluded from the computation of diluted earnings per share. Refer also to Note D, “Earnings Per Share”.

Equity-Based Compensation: Effective January 1, 2006, CTS adopted the provisionsof FASNo. 123(R), “ Share-Based Payment”, which requires
CTSto recognize expense related to the fair value of equity-based compensation awards in the Consolidated Statements of Earnings. CTS had stock
options and restricted stock units outstanding at December 31, 2008. Please refer to Note |, “ Equity-Based Compensation”, for further discussion.

FAS No. 123(R) requires companies to estimate the fair value of stock option awards on the date of grant using an option-pricing model. CTS uses
the Black-Scholes option-pricing model. A number of assumptions are used by the Black-Schol es option-pricing model to compute the grant date fair
value, including expected price volatility, option term, risk-free interest rate, and dividend yield. These assumptions are established at each grant date
based upon current information at that time. Expected volétilities are based on historical volatilities of the Company’sstock. The expected option
term is derived from historical data on exercise behavior. Different expected option terms result from different groups of employees exhibiting
different behavior. Thedividend yield is based on historical dividend payments. The risk-free rate for periods within the contractual life of the option
isbased onthe U.S. Treasury yield curve at thetime of grant. The fair value of awards that are ultimately expected to vest is recognized as expense
over the requisite service periodsin the Consolidated Statements of Earnings. CTS' stock options primarily have a graded-vesting schedule. CTS
recognizes expense on a straight-line basis over the requisite service period for each separately vesting portion of the award asif the award was, in
substance, multiple awards.

Cash Equivalents: CTSconsidersall highly liquid investments with maturities of three months or less from the purchase date to be cash equivalents.
Inventories. Inventories are stated at the lower of cost or market. Cost is determined using the first-in, first-out method.

Income Taxes: We account for income taxes in accordance with FAS 109, “ Accounting for Income Taxes,” as clarified by FASB Interpretation No.
48, “ Accounting for Uncertainty in Income Taxes” (“FIN 48”). Under this method, deferred income taxes are determined based on the estimated
future tax effects of differences between the financial statement and tax bases of assets and liabilities given the provisions of enacted tax

laws. Deferred income tax provisions and benefits are based on changes to the assets or liabilities from year to year. In providing for deferred taxes,
we consider tax regulations of the jurisdictionsin which we operate, estimates of future taxable income and available tax planning strategies. If tax
regulations, operating results or the ability to implement tax planning and strategies vary, adjustments to the carrying value of deferred tax assets and
liabilitiesmay berequired. Valuation allowances are recorded related to deferred tax assets based on the “more likely than not” criteriaof FAS No.
109.

FIN 48 requires that we recognize the financial statement benefit of atax position only after determining that the relevant tax authority would more
likely than not sustain the position following an audit. For tax positions meeting the more-likely-than-not threshold, the amount recognized in the
financial statementsisthe largest benefit that has a greater than 50 percent likelihood of being realized upon ultimate settlement with the rel evant tax
authority. Refer alsoto Note J, “Income Taxes’.

Property, Plant and Equipment: Property, plant and equipment are stated at cost. Depreciation is computed over the estimated useful lives of the
assets using the straight-line method. Useful lives for buildings and improvements range from 10 to 45 years. Machinery and equipment useful lives
range from three to eight years. Amounts expended for maintenance and repairs are charged to expense asincurred. Upon disposition, any related
gains or losses are included in operating earnings.
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CTS assesses the carrying value of long-lived assets and the remaining useful lives whenever events or changes in circumstances indicate an
impairment may have occurred. If the future cash flows (undiscounted and without interest) expected to result from the use of the related assets are
less than the carrying value of such assets, an impairment charge may be required to reduce the carrying value of the long-lived assetsto fair value.

Retirement Plans. CTS has various defined benefit and defined contribution retirement plans covering amajority of itsemployees. CTS policy isto
annually fund the defined benefit pension plans at or above the minimum required by law. Refer also to Note H, “ Retirement Plans”.

Effective December 31, 2006, CTS adopted the provisions of FAS No. 158, “Employers Accounting for Defined Benefit Pension and Other
Postretirement Plans, an amendment of FASB Statements 87, 88, 106, and 132(R)”. FAS No. 158 requires employersto: a) recognize the funded status
of abenefit plan — measured as the difference between plan assets at fair value and the benefit obligation - in its statement of financial position; b)
recognize as a component of other comprehensive income, net of tax, the gains or losses and prior service costs or credits that arise during the period
but are not recognized as components of net periodic benefit cost pursuant to FAS No. 87, “Employers Accounting for Pensions”, or FAS No. 106,
“Employers’ Accounting for Postretirement Benefits Other Than Pensions”; ¢) measure defined benefit plan assets and obligations as of the date of
the employer’ sfiscal year-end statement of financial position; and d) disclosurein the notesto financial statement additional information about
certain effects on net periodic benefit costs for the next fiscal year that arise from delayed recognition of the gains or losses, prior service costs or
credits, and transition asset or obligation. Asrequired by the standard, CTS has applied these requirements prospectively.

Intangible Assets: CTS does not amortize goodwill, but testsit for impairment annually using afair value approach at the “reporting unit” level. A
reporting unit is the operating segment, or a business one level below that operating segment (the “component” level) if discrete financial information
isprepared and regularly reviewed by senior management. However, components are aggregated as a single reporting unit if they have similar
economic characteristics. During the fourth quarter of 2008, CTS' market capitalization dropped below the net book value of its equity. This difference
was considered while assessing goodwill impairment under FAS. No. 142, “Goodwill and Other Intangible Assets’. CTS completed its annual
impairment analysis during the fourth quarter of 2008, and determined that no impairment existed at December 31, 2008. If CTS market capitalization
remains at or below its current level for an extended period of time, CTS may be required to recognize an impairment in afuture period. The Company
continues to monitor its market capitalization and re-assess goodwill impairment as necessary. CTS had approximately $33.2 million and $24.7 million
of goodwill at December 31, 2008 and 2007, respectively.

CTSamortizes the cost of other intangibles over a straight-line basis using their estimated useful lives. CTS assesses useful lives based on the period
over which the asset is expected to contributeto CTS' cash flows. CTSreviewsthe carrying value of itsintangible assets whenever events or
changesin circumstances indicate an impairment may have occurred. If impaired, the asset iswritten down to fair value based on either discounted
cash flows or appraised values. Refer also to Note E, “Intangible Assets’.

Financial Instruments. CTS' financial instruments consist primarily of cash, cash equivalents, trade receivables and payables, and obligations under
short-term notes payabl e and |ong-term debt. The carrying values for cash and cash equivalents, and trade receivables and payables and short-term
notes payabl e approximate fair value based on the short-term maturities of these instruments. CTS has estimated the fair value of itslong-term debt
to be $78.1 million, or $2.4 million less than the carrying value of $80.5 million. The estimated fair value of long-term debt was based on quoted deal er
pricesfor the same or similar issues. The long-term debt is exchange-traded and classified within level 2 of the fair value hierarchy because the
exchange is not deemed to be an active market.

Amortization of Debt Issue Costs: CTS has debt issue costs that rel ate to the Company’s long-term debt and are being amortized over the life of the
debt or, for convertible debt, the period until the debt isfirst convertible into common stock. Amortization expense totaled $0.5 million in 2008, $0.6
million in 2007, and $0.6 million in 2006 and is included in interest expense in the accompanying Consolidated Statements of Earnings.

Reclassifications. Certain reclassifications have been made for the periods presented in the consolidated financial statementsto conform to the
classifications adopted in 2008.

Recent Accounting Pronouncements

FASNo. 141(R), “ Business Combinations’

In December 2007, the FASB issued FAS No. 141(R), “Business Combinations” (“FAS No. 141(R)”), which replaces FAS No. 141, “Business
Combinations” (“FAS No. 141"). Although the general provisions of FAS No. 141 are maintained, FAS No. 141(R) effectively replacesFASNo. 141's
cost alocation process, which required the cost of an acquisition to be allocated to the individual assets acquired and liabilities assumed based on
their estimated fair values. The requirements of FAS No. 141 resulted in not recognizing some assets and liabilities at the acquisition date, and it also
resulted in measuring some assets and liabilities at amounts other than their fair values at the acquisition date. The provisions of FAS No. 141(R)
were intended to resolve these issues and therefore, improve the relevance, completeness and representational faithfulness of the information
provided. This statement is effective for prospective business combinations consummated in fiscal years beginning on or after December 15, 2008.
CTSdoes not expect the provisions of FAS No. 141(R) to have a material impact on its consolidated financial statements.
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FASNo. 160, “ Non-controlling Interests in Consolidated Financial Statements, an Amendment of ARB No. 51"

In December 2007, the FASB issued FAS No. 160, “Non-controlling I nterests in Consolidated Financial Statements, an Amendment of ARB No.

51" (“FASNo. 160"). Although FAS No. 160 retains the general accounting consolidation procedures regarding non-controlling interests, there are
two key changes provided by FAS No. 160. First, accumulated losses attributable to such interests can exceed the original investment in the non-
controlling interest. That is, anon-controlling interest can be in adebit position. Pro formadisclosures are required in the year of change. Second,
such interests are acomponent of equity. Under current GAAP, such interests are normally included as either “mezzanineg” (temporary) equity or
liability. This statement is effective for CTS beginning January 1, 2009. CTS does not expect the provisions of FAS No. 160 to have amaterial impact
on its consolidated financial statements.

FASB Staff Position FAS157-1, “ Application of FASB Statement No. 157 to FASB Statement No. 13 and Other Accounting Pronouncements that
address Fair Value Measurements for Purposes of Lease Classification or Measurement Under Statement 13”

In February 2008, the FASB issued FASB Staff Position FAS 157-1 (“FSP FAS 157-1"). FSP FAS 157-1 removes | easing transactions accounted for
under FAS No. 13 “Accounting for Leases” and related guidance from the scope of FAS No. 157 “Fair Value Measurements’. CTS has adopted FSP
FAS 157-1 and the provisions do not have a material impact on its consolidated financial statements.

FASB Staff Position FAS 157-2, “ Effective Date of FASB Statement No. 157"

In February 2008, the FASB issued FASB Staff Position FAS 157-2 (“ FSP FAS 157-2"). FSP FAS 157-2 delays the effective date of FAS No. 157 “Fair
Value Measurements” for all non-recurring fair value measurements of non-financial assets and non-financial liabilities until fiscal years beginning
after November 15, 2008. CTS has adopted FSP FAS 157-2 to delay the adoption of FAS No. 157 for non-financial assets.

FASNo. 161, “ Disclosure about Derivative I nstruments and Hedging Activities — an Amendment of FASB Statement No. 133"

In March 2008, the FASB issued FAS No. 161, “Disclosure about Derivative Instruments and Hedging Activities — an amendment of FASB Statement
No. 133" (“FASNo. 161"). FAS No. 161 expands the disclosure requirementsin FAS No. 133 “ Accounting for Derivative | nstruments and Hedging
Activities’. This statement is effective for CTS beginning January 1, 2009. CTS does not expect the provisions to have a material impact on its
consolidated financial statements.

FASNo. 162, “ The Hierarchy of Generally Accepted Accounting Principles’

In May 2008, the FASB issued FAS No. 162, “The Hierarchy of Generally Accepted Accounting Principles’ (“FASNo. 162”). FASNo. 162 identifies
the sources of accounting principles and the framework for selecting the principles used in the preparation of financial statements of

nongovernmental entitiesthat are presented in conformity with generally accepted accounting principles (“GAAP’) in the United States (“the GAAP
hierarchy”). The GAAP hierarchy provides for four categories of GAAP which include (in descending order of authority): (a) current pronouncements
and itsinterpretations; (b) FASB technical bulletins and AICPA accounting and industry guides; (c) AICPA Practice bulletins and Emerging Issue
Task Force Consensus (“EITFS’); and (d) FASB implementation guides. An entity isrequired to follow the accounting treatment specified by the
accounting principle from the source in the highest category. This statement is effective for CTS 60 days following the SEC's approval of the Public
Company Accounting Oversight Board (“PCAOB”) amendmentsto AU Section 411, “The Meaning of Present Fairly in Conformity With Generally
Accepted Accounting Principles’. CTS does not expect the provisionsto have amaterial impact on its consolidated financial statements.

FASB Staff Position APB 14-1, “ Accounting for Convertible Debt Instruments That May Be Settled in Cash upon Conversion (Including Partial
Cash Settlement)”

In May 2008, the FASB issued FASB Staff Position APB 14-1, “ Accounting for Convertible Debt Instruments That May Be Settled in Cash upon
Conversion (Including Partial Cash Settlement)” (“FSP APB 14-1"). FSP APB 14-1 requires issuers of such instruments to separately account for the
liability and equity componentsin a manner that will reflect the entity’ s nonconvertible debt borrowing rate when interest cost isrecognized in
subsequent periods. FSP APB 14-1 should be applied retroactively to all past periods presented even if the instrument has matured, has been
converted, or has otherwise been extinguished as of FSP APB 14-1's effective date. FSP APB 14-1 iseffective for CTS beginning January 1, 2009.
CTSdoes not expect the provisions of FSP APB 14-1 to have amaterial impact on its consolidated financial statements.

FASB Staff Position FAS 142-3, “ Determination of the Useful Life of Intangible Assets”

In April 2008, the FASB issued FASB Staff Position FAS 142-3, “ Determination of the Useful Life of Intangible Assets’ (“FSP FAS 142-3") which
amends the list of factors an entity should consider in developing renewal or extension assumptions used to determine the useful life of arecognized
intangible asset under FAS No. 142, “Goodwill and Other Intangible Assets” (“FASNo. 142"). FSP FAS 142-3 applies to intangibl e assets that are
acquired individually or with a group of assets and intangible assets acquired in both business combinations and asset acquisitions. FSP FAS 142-3
removes the provision under FAS No. 142 that requires an entity to consider whether the renewal or extension can be accomplished without
substantial cost or material modifications of the existing terms and conditions associated with the asset. Instead, FSP FAS 142-3 requires that an
entity consider its own experience in renewing similar arrangements. An entity would consider market participant assumptions regarding renewal if no
such relevant experience exists. FSP FAS 142-3 is effective for CTS beginning January 1, 2009. CTS does not expect the provisions to have a material
impact on its consolidated financial statements.

FASB Staff Position FAS 132(R)-1, “ Employers' Disclosures about Postretirement Benefit Plan Assets’

In December 2008, the FASB issued FASB Staff Position FAS 132(R)-1, “Employers’ Disclosures about Postretirement Benefit Plan Assets” (“FSP
FAS 132(R)-1"), which expands the disclosures required by employers for postretirement plan assets. FSP FAS 132(R)-1 requires plan sponsorsto
provide extensive new disclosures about assets in defined benefit postretirement benefit plans as well as any concentrations of associated risks. In
addition, this FSP requires new disclosures similar to thosein FAS No. 157, “Fair Value Measurements”, in terms of the three-level fair value
hierarchy, including areconciliation of the beginning and ending bal ances of plan assets that fall within Level 3 of the hierarchy. FSP FAS 132(R)-1is
effective for periods ending after December 15, 2009.
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NOTE B—Acquisitions

In 2008, CTS acquired, with cash, 100% of the outstanding capital stock of the following two entities for $21.1 million, net of $1.3 million cash
received.

e Tusonix, Inc. (“Tusonix”), based in Tucson, Arizona, a leader in the design and manufacture of ceramic electromagnetic interference and
radio frequency interference (“EMI/RFI") filters; and
o Orion Manufacturing, Inc. (“Orion”), based in San Jose, California, a contract electronics manufacturer.

The following table summarizes the estimated fair values of the assets acquired and the liabilities assumed at the dates of acquisition:

Tusonix Orion
At January At March 12,

($in thousands) 28, 2008 2008 Total
Current assets $ 6517 $ 8348 $ 14,865
Property, plant and equipment 4,792 785 5,577
Amortizable intangible assets 2,500 1,300 3,800
Goodwill 1,860 6,636 8,496
Other long-term assets (838) (26) (864)

Fair value of assets acquired, including 1,295 cash acquired 14,831 17,043 31,874
Current liabilities 2,341 7,184 9,525
Fair value of liabilities acquired 2,341 7,184 9,525
Net assets acquired 12,490 9,859 22,349
Cash acquired 1,295 — 1,295
Net cash paid $ 11,195 $ 9,859 $ 21,054

The acquisition of Tusonix will expand CTS' technology and customer base within the Components and Sensors segment. The acquisition of Orion
will enable CTS EM S segment to achieve significant synergies by combining the Orion operation with the CTS operation in Santa Clara, California. It
will also expand CTS' customer base in certain target markets.

Under the terms of the Orion agreement, CTS may pay a contingent earn out of up to $1.75 million in cash, based on the achievement of certain
financial targetsin 2008 and 2009. Contingencies earned under the terms of this agreement will be recorded as an adjustment to the purchase
price. Accordingly, CTS accrued $0.75 million at December 31, 2008.

CTS determined the preliminary purchase price allocations on the acquisitions based on estimates of the fair values of the assets acquired and
liabilitiesassumed. These estimates were arrived at using recognized valuation techniques. CTSisin the process of determining values of certain
assets. |n addition, the Company analyzed historical net operating losses available for carryforward, limitations on those earningsin various taxing
jurisdictions, and other facts and circumstances that had an impact on the final allocation of the purchase price to deferred income taxes.
Accordingly, the allocation of the purchase price is subject to refinement. CTS finalized the purchase price allocation of Tusonix at the end of
January 2009 and expectsto finalize Orion by the end of March 2009.

Goodwill recognized in those transactions amounted to $8.5 million and is not deductible for tax purposes. Of this goodwill, $6.6 million was assigned
to the EM'S segment and $1.9 million was assigned to the Components and Sensors segment. In addition, CTS also recognized $2.5 million and $1.3
million of customer list intangibles for Tusonix and Orion, respectively. These intangibleswill be amortized over aperiod of 15 yearsand 10 years for
Tusonix and Orion, respectively.

These acquisitions have been accounted for using the purchase method of accounting in accordance with FAS No. 141, whereby the total purchase
price has been allocated to tangible and intangibl e assets based on the fair market values on the date of acquisition. The pro forma effects of the
results of thisacquisitionisimmaterial to CTS results of operations.

In December 2007, CTS acquired Alpha Ceramics, Inc (“ Alpha”), a privately held company, for $2.0 million. This business was acquired with $1.0
million cash on hand and incurrence of a$1.0 million liability. The results of operations have been included in the consolidated financial statements
since that date. Alpha Ceramics provides piezoceramic materials for sensor and transducer manufacturersin military and aerospace markets. The
assets acquired include machinery and equipment, inventory, and certain intellectual property.

The acquisition has been accounted for using the purchase method of accounting in accordance with FAS No. 141, whereby the total purchase price

has been allocated to tangible and intangibl e assets based on the fair market values on the date of acquisition. The pro forma effects of the results of
thisacquisitionisimmaterial to CTS results of operations.
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NOTE C—Supplemental Schedule of Noncash Investing and Financing Activities

In December 2007, CTS acquired 100% of the capital stock of Alpha Ceramics, Inc. In conjunction with the acquisition, CTS paid cash and assumed
ligbilitiesasfollows (refer to Note B, “Acquisitions”):

($in millions)

Cash paid $ 1.0
Liabilities assumed 1.0
Fair value of assets acquired $ 2.0

NOTE D—EarningsPer Share

FAS No. 128, “Earnings per Share”, requires companies to provide areconciliation of the numerator and denominator of the basic and diluted
earnings per share (“EPS”) computations. The cal culation below provides net earnings, average common shares outstanding and the resultant
earnings per share for both basic and diluted EPS for the years ended December 31, 2008, 2007, and 2006.

Shares
Net Earnings (In thousands)

(In thousands of dollars, except per share amounts) (Numerator) (Denominator) Per Share Amount
2008
Basic EPS 29,886 33,728 $ 0.89
Effect of dilutive securities:

Equity-based compensation plans 453

Convertible debt 941 3,683
Diluted EPS 30,827 37,864 g 0.81
2007
Basic EPS 25,412 35498 $ 0.72
Effect of dilutive securities:

Equity-based compensation plans 472

Convertible debt 998 4,000
Diluted EPS 26,410 39,970 $ 0.66
2006
Basic EPS 24,197 35826 $ 0.68
Effect of dilutive securities:

Equity-based compensation plans 402

Convertible debt 984 4,000
Diluted EPS 25,181 40,228 $ 0.63

The following table shows the securities that could potentially dilute EPSin the future, but have been excluded from the 2008, 2007, and 2006 diluted
earnings per share cal cul ations because they are either anti-dilutive or the exercise price exceeds the average market price.

Year ended December 31,
(Number of sharesin thousands) 2008 2007 2006

Stock options where the exercise price exceeds the average market price of common shares
during the period 810 647 695
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NOTE E—Intangible Assets

CTS hasthe following intangibl e assets as of December 31.:

2008 2007
Gross Gross
Carrying Accumulated Carrying Accumulated

($in thousands) Amount Amortization Amount Amortization
Amortized intangible assets:

Customer lists/rel ationships $ 51,084 $ (15,038) $ 47284 % (12,543)

Patents 10,319 (9,886) 10,319 (8,815)

Employment agreements — — 142 (142)

Other intangibles 500 (52) 500 (2

Total 61,903 (24,976) 58,245 (21,502)
Goodwill 33,150 = 24,657 S

Total intangible assets $ 95,053 $ (24,976) $ 82902 $ (21,502)

Of the net intangible assets at December 31, 2008, $39.5 million relates to the EM S segment and $30.6 million relates to the Components and Sensors
segment. Of the $33.2 million of goodwill, $30.8 million relates to the EM S segment and $2.4 million relates to the Components and Sensors segment.
CTSrecorded amortization expense of $3.6 million, $3.1 million, and $3.2 million for the years ended December 31, 2008, 2007, and 2006, respectively.
The weighted average remaining amortization period for the amortizable intangible assetsis 16.8 years. CTS estimates annual amortization expense of
$3.0 million in 2009, $2.5 million in 2010, $2.4 million in years 2011 thought 2013, and $24.3 million thereafter.

NOTE F—Notes Payable

CTShad line of credit arrangements of $12.6 million and $24.8 million at December 31, 2008 and 2007, respectively. No amount was outstanding at
December 31, 2008. CTS had $1.0 million outstanding at December 31, 2007. These arrangements are generally subject to annual renewal and
renegotiation, and may be withdrawn at the banks' option. The majority of the line of credit arrangements at December 31, 2008 are

unsecured. However, oneline of credit for $0.7 million is secured by the land and building in Thailand. The weighted-average interest rate, computed
by relating interest expense to average daily short-term borrowings, was 4.9% in 2008 and 5.5% in 2007.

NOTE G—Debt

L ong-term debt was comprised of the following at December 31:

($in thousands) 2008 2007

Revolving credit agreement, weighted-average interest rate of 3.3% (2008) and 5.6% (2007), duein 2011 $ 48,000 $ 12,000

Convertible, senior subordinated debentures at a weighted-average rate of 2.125%, due in 2024 32,500 60,000
Total long-term debt $ 80,500 $ 72,000

The debt matures asfollows. 2009 - $0 million, 2010 - $0 million; 2011 - $48 million; 2012 - $0; 2013 - $0; thereafter - $32.5 million.

On June 27, 2006, CTS entered into a $100 million, unsecured revolving credit agreement. Under the terms of the revolving credit agreement, CTS can
expand the credit facility to $150 million, subject to participating banks' approval. There was $48.0 million and $12.0 outstanding under the revolving
credit agreement at December 31, 2008 and 2007, respectively. At December 31, 2008, CTS had $52 million available under this agreement. Interest
rates on the revolving credit agreement fluctuate based upon LIBOR and the Company’s quarterly total leverageratio. CTS paysacommitment fee
on the undrawn portion of the revolving credit agreement. The commitment fee varies based on the quarterly leverage ratio and was 0.20 percent per
annum at December 31, 2008. The revolving credit agreement requires, among other things, that CTS comply with amaximum total leverage ratio and
aminimum fixed charge coverageratio. Failure of CTSto comply with these covenants could reduce the borrowing availability under the revolving
credit agreement. CTSwasin compliance with all debt covenants at December 31, 2008. The revolving credit agreement requires CTS to deliver
quarterly financial statements, annual financial statements, auditors certifications and compliance certificates within a specified number of days after
the end of a quarter and year-end. Additionally, the revolving agreement contains restrictions limiting CTS ability to: dispose of assets; incur certain
additional debt; repay other debt or amend subordinated debt instruments; create liens on assets; make investments, loans or advances; make
acquisitions or engage in mergers or consolidations; engage in certain transactionswith CTS' subsidiaries and affiliates; and the amounts allowed for
stock repurchases and dividend payments. The revolving credit agreement expiresin June 2011.
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CTShas $32.5 million in aggregate principal amount of senior subordinated debentures (“2.125% Debentures”). These unsecured debentures bear
interest at an annual rate of 2.125%, payable semiannually on May 1 and November 1 of each year through the maturity date of May 1, 2024. The
2.125% Debentures are convertible, under certain circumstances, into CTS common stock at a conversion price of $15.00 per share (whichis
equivalent to an initial conversion rate of approximately 66.6667 shares per $1,000 principal amount of the notes). Upon conversion of the 2.125%
Debentures, in lieu of delivering common stock, the Company may, at its discretion, deliver cash or acombination of cash and common stock.

The conversion price of the 2.125% Debentures will be adjusted if CTS completes certain transactions, including: distribution of shares as adividend
to substantially all shareholders; subdivision, combination or reclassification of its common stock; distribution of stock purchase warrants to
substantially all shareholders; distribution of cash, stock or property to shareholdersin excess of $0.03 per share; or purchase of its common stock
pursuant to atender offer or exchange offer under certain circumstances.

Holders may convert the 2.125% Debentures at any time during a conversion period if the closing price of CTS common stock is more than 120% of
the conversion price ($18.00 per share) for at least 20 of the 30 consecutive trading days immediately preceding thefirst trading day of the conversion
period. The conversion periods begin on February 15, May 15, August 15, and November 15 of each year. Holders may al so convert the debenturesif
certain corporate transactions occur. As of December 31, 2008, none of the conditions for conversion of the 2.125% Debentures were satisfied.

CTSmay, at itsoption, redeem all or a portion of the 2.125% Debentures for cash at any time on or after May 1, 2009, at a redemption price equal to
the principal amount of the debentures plus any accrued and unpaid interest at the redemption date. Holders may require CTS to purchase for cash all
or part of their debentures on May 1, 2009, 2014, and 2019, or upon the occurrence of certain events, at 100% of the principal amount of the
debentures plus accrued and unpaid interest up to, but not including, the date of purchase. In the fourth quarter 2008, CTS purchased $27.5 million
of its 2.125% Debentures through open market discounted transactions. In the event that aportion or all of the remaining $32.5 million of these
debentures are redeemed on May 1, 2009, CTSintendsto utilize its existing revolving credit agreement to fund the redemption, in the event other
long-term financing is not utilized.

NOTE H—Retirement Plans
Defined Benefit and Other Postretirement Benefit Plans

CTS has anumber of noncontributory defined benefit pension plans (“ Pension Plans”) covering approximately 15% of its employees. Plans covering
salaried employees provide pension benefits that are based on the employees” compensation prior to retirement. Plans covering hourly employees
generally provide benefits of stated amountsfor each year of service.

CTS provides postretirement life insurance benefits for certain retired employees. Domestic employees who were hired prior to 1982 and certain
domestic union employees are eligible for life insurance benefits upon retirement. CTS funds life insurance benefits through term life insurance
policies and intends to continue funding all of the premiums on a pay-as-you-go basis.

Effective December 31, 2006, CTS adopted all of the provisions of FAS No. 158, “Employers’ Accounting for Defined Benefit Pension and Other
Postretirement Plans, an amendment of FASB Statements No. 87, 88, 106, and 132(R)”. FAS No. 158 requires employersto: a) recognize the funded
status of abenefit plan—measured as the difference between plan assets at fair value and the benefit obligation—in its statement of financial
position; b) recognize as a component of other comprehensive income, net of tax, the gains or losses and prior service costs or creditsthat arise
during the period but are not recognized as components of net periodic benefit cost pursuant to FAS No. 87, “Employers Accounting for Pensions”,
or FAS No. 106, “Employers’ Accounting for Postretirement Benefits Other Than Pensions’, ¢) measure defined benefit plan assets and obligations
as of the date of the employer’sfiscal year-end statement of financial position; and d) disclose in the notes to financial statements additional
information about certain effects on net periodic benefit cost for the next fiscal year that arise from delayed recognition of the gains or losses, prior
service costs or credits, and transition asset or obligation. Asrequired by the standard, CTS has applied these FAS No. 158 requirements
prospectively.
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The measurement date for the Pension Plans and other postretirement plan assets and benefit obligations was December 31, 2008 and 2007. The
following table provides areconciliation of benefit obligation, plan assets, and the funded status of the Pension Plans and other postretirement
benefit plan at that measurement date.

Other Postretirement Benefit

Pension Plans Plan
($in thousands) 2008 2007 2008 2007
Accumul ated benefit obligation $ 198,400 $ 201,767 $ 4726 $ 5,723
Changein projected benefit obligation:
Projected benefit obligation at January 1 $ 210,228 $ 216,927 $ 5723 $ 5,338
Service cost 3,532 4,763 20 22
I nterest cost 13,068 11,961 368 333
Plan amendment and other (2,227) 1,468 — —
Actuarial (gain) loss (4,517) (11,849) (1,250) 164
Benefits paid (13,687) (13,042) (135) (134)
Curtail ment (420) — — —
Projected benefit obligation at December 31 $ 205,977 $ 210228 $ 4,726 $ 5,723
Changein plan assets:
Assets at fair value at January 1 $ 308,851 $ 306,344 $ — $ —
Actual return on assets (82,107) 12,209 —
Company contributions 2,361 3,070 135 134
Benefits paid (13,649) (13,042) (135) (134)
Other (2,070) 270 — —
Assets at fair value at December 31 $ 213,386 $ 308851 $ — $ —
Funded status (plan assets | ess projected benefit obligations) $ 7409 $ 98623 $ (4,726) $ (5,723)

The components of the prepaid (accrued) cost, net are classified in the following linesin the Consolidated Balance Sheets:

Other Postretirement Benefit

Pension Plans Plan
($ in thousands) 2008 2007 2008 2007
Prepaid pension asset $ 18,756 $ 107,150 $ — $ —
Other accrued liabilities (1,020) (892) (361) (377)
Other long-term obligations (10,327) (7,635) (4,365) (5,346)
$ 7,409 3 98,623 $ (4,726) $ (5,723)

CTS has al'so recorded the following amounts to Accumulated Other Comprehensive loss at December 31, 2008:

$in thousands Pension Plans Post Retirement Plans
Unrecognized Prior Service Unrecognized Prior Service
Loss Cost Total L oss/(Gain) Cost Total

Balance at January 1, 2008 $ 3539% $ 1,965 $ 37,361 $ 134 $ 1 3 135
Amortization of retirement benefits, net of

tax (1,170) (323) (1,493) — 1) (1)
Reclassification adjustments 61,953 — 61,953 (752) — (752)
Balance at December 31, 2008 $ 96,179 $ 1,642 $ 97,821 $ (618) $ — % (618)

Of these amounts, CTS expects to recognize approximately $4.8 million and $0.5 million of losses and prior service costs, respectively, in 2009 related
toits Pension Plans. CTS does not expect to recognize any significant amounts of the Other Postretirement Benefit Plan unrecognized amountsin
2009.
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The projected benefit obligation, accumul ated benefit obligation and fair value of plan assets for those Pension Plans with accumulated benefit
obligation in excess of fair value of plan assets at December 31, 2008 and 2007 is shown below:

($in thousands) 2008 2007

Projected benefit obligation $ 39,190 $ 10,047
Accumulated benefit obligation 37,319 8,260
Fair value of plan assets 27,843 1,520

Net pension (income)/postretirement expense in 2008, 2007, and 2006 includes the following components:

Pension Plans Other Postretirement Benefit Plan

($in thousands) 2008 2007 2006 2008 2007 2006
Service cost $ 3532 % 4763 $ 5113 $ 20 $ 2 3 19
Interest cost 13,068 11,961 12,086 368 333 299
Expected return on plan assets (26,341) (25,386) (24,739) — — —
Amortization of unrecognized:

Transition obligation — — — — — —

Prior service cost 538 923 482 — 1 1

Loss 1,699 3,020 2,716 — — —
Curtailment loss — — 325 — — (81)
Additional cost dueto early retirement 237 207 — — — —
Net (income) expense $ (7,267) % (4512 $ 4017) $ 388 $ 36 $ 238
Weighted-average actuarial assumptions

(2
Benefit obligation assumptions:

Discount rate 6.86% 6.47% 5.72% 6.90% 6.50% 5.75%

Rate of compensation increase 4.80% 4.81% 4.78% — — —
Pension income/postretirement Expense

assumptions:

Discount rate 6.44% 5.71% 5.92% 6.50% 5.75% 6.00%

Expected return on plan assets(1) 8.41% 8.43% 8.43% — — —

Rate of compensation increase 4.80% 4.81% 4.70% — — —

@ Expected return on plan assets is net of expected investment expenses and certain administrative expenses.

)] During the fourth quarter of each year, CTSreviewsitsactuarial assumptionsin light of current economic factorsto
determineif the assumptions need to be adjusted.

CTS utilizes abuilding block approach in determining the long-term rate of return for plan assets. Historical markets are reviewed and long-term

rel ationships between equities and fixed-income are preserved consistent with the generally accepted capital market principle that assets with higher
volatility generate agreater return over the long term. Current market factors such asinflation and interest rates are evaluated before long-term capital
market assumptions are determined. The long-term portfolio return is established viaabuilding block approach with proper consideration of
diversification and rebalancing. Peer data and historical returns are reviewed to ensure for reasonabl eness and appropriateness.

CTS pension plan asset allocation at December 31, 2008 and 2007, and target allocation for 2009 by asset category are as follows:

Percentage of Plan Assets at December

Target Allocations 31,
Asset Category 2009 2008 2007
Equity securities 70% 56% 67%
Debt securities 20% 39% 28%
Other 1004 506 5%
Total 1000, 1000y, 1000y,

(1) Equity securities include CTS common stock in the amounts of approximately $8.0 million (4% of total plan assets) at December 31, 2008
and approximately $14.5 million (5% of total plan assets) at December 31, 2007.
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CTSemploysatotal return on investment approach whereby amix of equities and fixed income investments are used to maximize the long-term return
of plan assets for a prudent level of risk. Risk tolerance is established through careful consideration of plan liabilities and funded status. The
investment portfolio primarily contains adiversified mix of equity and fixed-income investments. The equity investments are diversified across U.S.
and non-U.S. stocks, aswell as growth, value, and small, and large capitalizations. Other assets such as private equity are used modestly to enhance
long-term returns while improving portfolio diversification. Investment risk is measured and monitored on an ongoing basis through quarterly
investment portfolio reviews, annual liability measurements, and asset/liability studies at regular intervals.

The expected contributions to be made by CTSto the Pension Plans and the other postretirement benefit plan during 2009 are $1.7 million and $0.4
million, respectively.

Estimated Future Benefit Payments

The following benefit payments, which reflect expected future service, as appropriate, are expected to be paid:

Other

Pension Postretirement
($in thousands) Plans Benefit Plan
2009 $ 13587 $ 361
2010 14,498 369
2011 16,706 374
2012 15,185 378
2013 16,560 380
Thereafter 88,005 1,854

Defined Contribution Plans

CTS sponsors a401(k) plan that covers substantially all of its U.S. employees. Contributions and costs are generally determined as a percentage of
the covered employee'sannual salary. Amounts expensed for the 401(k) plan and the other planstotaled $4.1 million in 2008, $3.8 millionin 2007, and
$2.9 million in 2006.

NOTE |—Equity-Based Compensation

Effective January 1, 2006, CTS adopted the provisions of FAS No. 123(R). FAS No. 123(R) requiresthat CTS recognize expense related to the fair
value of equity-based compensation awards in the Consolidated Statements of Earnings.

CTS has elected to follow the modified prospective transition method allowed by FAS No. 123(R), and therefore, has applied the provisions of FAS
No. 123(R) to awards modified or granted after January 1, 2006. In addition, for awards which were unvested as of January 1, 2006, CTS isrecognizing
compensation expense in the Consolidated Statements of Earnings over the remaining vesting period. The compensation expense for these awards
will be based on the grant-date fair value as calculated for the prior years' pro formadisclosures. As allowed under the modified prospective
transition method, the financial results for prior periods have not been restated. The cumulative effect of the change in accounting principle from
APB Opinion No. 25 was not material.

At December 31, 2008, CTS had five equity-based compensation plans: the 1988 Restricted Stock and Cash Bonus Plan (“1988 Plan™), the 1996 Stock
Option Plan (“1996 Plan”), the 2001 Stock Option Plan (“2001 Plan”), the Nonemployee Directors' Stock Retirement Plan “ Directors' Plan”, and the
2004 Omnibus Long-Term Incentive Plan (2004 Plan”). All of these plans, except the Directors' Plan were approved by shareholders. As of
December 2004, additional grants can only be made under the 2004 Plan. CTS believesthat equity-based awards align the interest of employees with
those of its shareholders.

The 2004 Plan, and previously the 1996 Plan and 2001 Plan, provide for grants of incentive stock options or nonqualified stock optionsto officers, key

employees, and nonemployee members of CTS Board of Directors. In addition, the 2004 Plan allows for grants of stock appreciation rights, restricted
stock, restricted stock units, performance shares, performance units, and other stock awards.
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The following table summarizes the compensation expense included in the Consolidated Statements of Earnings for the years ending December 31,
2008, 2007, and 2006 relating to equity-based compensation plans:

Year Ended December 31

($ in thousands) 2008 2007 2006

Stock options * $ 127 $ 371 % 1,033
Restricted stock units 3,216 2,797 2,826
Restricted stock 32 127 212
Tota $ 3375 $ 3295 $ 4,071

1 Stock option expense includes $1, $14, and $45 ending December 31, 2008, 2007, and 2006, respectively, related to non-employee director
stock options.

Thetotal tax benefit related to the equity-based compensation plans recognized in income is approximately $1.4 million, $1.3 million and $1.6 million
for the years ended December 31, 2008, 2007 and 2006, respectively.

The following table summarizes the plan status as of December 31, 2008:

2004 Plan 2001 Plan 1996 Plan
Awards originaly available 6,500,000 2,000,000 1,200,000
Stock options outstanding 313,850 743,863 236,550
Restricted stock units outstanding 700,498 — —
Awards exercisable 239,325 743,863 236,550
5,075,709 — —

Awards available for grant

Stock Options

Stock options are exercisable in cumulative annual installments over a maximum 10-year period, commencing at least one year from the date of
grant. Stock options are generally granted with an exercise price equal to the market price of the Company’s stock on the date of grant. The stock
options generally vest over four years and have a 10-year contractual life. The awards generally contain provisionsto either accel erate vesting or
allow vesting to continue on schedule upon retirement if certain service and age requirements are met.  The awards also provide for accelerated
vesting if thereisachangein control event.

The Company estimates the fair value of the stock option on the grant date using the Black-Schol es option-pricing model and assumptions for
expected price volatility, option term, risk-freeinterest rate, and dividend yield. Expected price volatilities are based on historical volatilities of the
Company’s stock. The expected option term is derived from historical data on exercise behavior. The range of option terms shown below results
from certain groups of employees exhibiting different behavior. The dividend yield is based on historical dividend payments. The risk-freeratefor
periods within the contractual life of the option is based on the U.S. Treasury yield curvein effect at the time of grant.

Year Ended

December 31
($in thousands) 2006
Expected volatility 53.3-58.2%
Weighted-average expected volatility 54.1%
Expected dividends 0.9%
Expected term 4.0-10.0 years
Weighted-average risk-free rate 5.1%

A summary of the status of stock options as of December 31, 2008, and changes during the year then ended, is presented below (in thousands of
dollars except per share amounts):

Weighted-
Average
Weighted-Average Remaining Aggregate

Options Shares Exercise Price Contractual Term Intrinsic Value
Outstanding at January 1, 2008 1,426,638 16.06

Granted — —

Exercised (7,100) 8.40

Expired (125,275) 32.26

Outstanding at December 31, 2008 1,294,263 14.53 3.9years —
Exercisable at December 31, 2008 1,219,738 14.65 3.7years —
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The weighted-average grant-date fair value of options granted during the year 2006 was $6.53. There was no intrinsic value for options exercised
during the year ended December 31, 2008. The total intrinsic value of options exercised during the years ended December 31, 2007 and 2006 was $0.2
million and $0.4 million, respectively. The exercise price of options granted during the year ended December 31, 2006 equal ed the trading price of the
Company’s stock on the grant date. No stock options were granted during the years ended December 31, 2008 or 2007.

A summary of the nonvested stock options as of December 31, 2008, and changes during the year then ended, is presented bel ow:

2008

Weighted

Average
Grant-Date
($ in thousands, except per share amounts) Options Fair Value
Nonvested at January 1, 2008 158,587 $ 6.41
Granted — —
Vested (84,062) 6.46
Forfeited — —
Nonvested at December 31, 2008 74,525 6.36

(U Based on historical experience, CTS currently expects approximately all of these options to vest.

Thetotal fair value of options vested during the years ended December 31, 2008, 2007, and 2006 was approximately $0.5 million, $0.9 million, and $1.1
million, respectively. Asof December 31, 2008, there was $39,000 of unrecognized compensation cost related to nonvested stock options. That cost
is expected to be recognized over aweighted-average period of 1.06 years. CTS recognizes expense on a straight-line basis over the requisite service
period for each separately vesting portion of the award asif the award was, in substance, multiple awards.

The following table summarizes information about stock options outstanding at December 31, 2008:

Options Outstanding Options Exercisable
Weighted-Average
Number Remaining Weighted-Average Number Weighted-Average
Range of Outstanding Contractual Exercise Exercisable Exercise
Exercise Prices at 12/31/08 Life (Years) Price at 12/31/08 Price

$ 7.70-11.11 782,263 4.65 $ 9.44 749,238 $ 9.37
13.68—-16.24 227,800 4.74 14.12 186,300 14.22
23.00-33.63 236,950 1.99 24.80 236,950 24.80
35.97-79.25 47,250 1.37 49.21 47,250 49.21

Service-Based Restricted Stock Units

Service-based restricted stock units (“RSUS") entitle the holder to receive one share of common stock for each unit when the unit vests. RSUs are
issued to officers and key employees and non-employee directors as compensation. Generally, the RSUs vest over athreeto five-year period.

RSUs granted to non-employee directors vest one month after granted. Upon vesting, the non-employee directors elect to either receive the stock

associated with the RSU immediately, or defer receipt of the stock until their retirement from the Board of Directors. The fair value of the RSUsis
equivalent to the trading value of the Company’s stock on the grant date.
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A summary of RSU activity as of December 31, 2008, and changes during the year then ended, is presented below (in thousands of dollars except per
share amounts):

Weighted-
Weighted- Average
Average Remaining Aggregate

Grant Date Contractual Intrinsic
RSUs Units Fair Value Term Value
Outstanding at January 1, 2008 595,148 $ 12.14
Granted 319,950 8.94
Converted (145,360) 11.87
Forfeited (69,380) 11.96
Outstanding at December 31, 2008 700,358 g 10.76 soyears g 3,860
Convertible at December 31, 2008 83438 g 11.86 158years g 461

The weighted-average grant-date fair value of RSUs granted during the years ended December 31, 2008, 2007, and 2006 was $8.94, $11.89, and $13.80,
respectively. Thetotal intrinsic value of RSUs converted during the years ended December 31, 2008 and 2007 was $1.6 million and $2.8 million,
respectively.

A summary of the nonvested RSUs as of December 31, 2008, and changes during the year then ended, is presented below:

Weighted-

Average
Grant Date
RSUs Fair Value
Nonvested at January 1, 2008 531,310 $ 12.11
Granted 319,950 8.94
Vested (164,960) 11.66
Forfeited (69,380) 11.96
Nonvested at December 31, 2008 616,920 $ 10.61

Thetotal fair value of RSUs vested during the years ended December 31, 2008 and 2007 was approximately $1.9 million and $3.1 million, respectively.
As of December 31, 2008, there was $2.9 million of unrecognized compensation cost related to nonvested RSUs. That cost is expected to be
recognized over aweighted-average period of 1.51 years. CTS recognizes expense on a straight-line basis over the requisite service period for each
separately vesting portion of the award asif the award was, in substance, multiple awards.

Performance-Based Restricted Stock Units

On February 6, 2007, CTS granted performance-based restricted stock unit awards for certain executives. Executivesreceived atotal of 17,100 units
based on achievement of year-over-year sales growth and free cash flow performance goalsfor fiscal year 2007. These unitswill cliff vest and
convert one-for-oneto CTS common stock on December 31, 2010.

On February 5, 2008, CTS granted performance-based restricted stock unit awards for certain executives. Vesting may occur, if a all, at arate of 200%
of the target amount of 42,200 unitsin 2010 subject to certification of the 2009 fiscal year resultsby CTS' independent auditors. Vesting is dependent
upon CTS' achievement of sales growth targets.

CTS recorded compensation expense of approximately $81,000 and $32,000 related to performance-based restricted stock units during the years ended
December 31, 2008 and 2007. As of December 31, 2008 there was $113,000 of unrecognized compensation cost related to performance-based
RSUs. That cost is expected to be recognized over aweighted-average period of 1.50 years.

Market-Based Restricted Stock Units

On July 2, 2007, CTS granted a market-based restricted stock unit award for an executive officer. An aggregate of 25,000 units may be earned in
performance years ending in the following three consecutive years on the anniversary of the award date. Vesting may occur, if at al, at arate of up to
150% of the target award on the end date of each performance period and istied exclusively to CTStotal stockholder return relative to 32 enumerated
peer group companies' total stockholder return rates. The vesting rate will be determined using a matrix based on a percentile ranking of CTStotal
stockhol der return with peer group total shareholder return.
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On February 5, 2008, CTS granted market-based restricted stock unit awards for certain executives. Vesting may occur, if at all, at arate of up to 200%
of the target amount of 63,300 unitsin 2010. Vesting is dependent upon CTS' achievement of total stockholder return relative to 29 enumerated peer
group companies stockholder return rates.

CTSrecorded compensation expense of approximately $448,000 and $18,000 related to market-based restricted stock units during the years ended
December 31, 2008 and 2007.

As of December 31, 2008 there was approximately $597,000 of unrecognized compensation cost related to market-based RSUs. That cost is expected
to be recognized over aweighted average period of 1.31 years.

Restricted Stock and Cash BonusPlan

CTS 1988 Plan originally reserved 2,400,000 shares of CTS common stock for sale at market price, or award, to key employees. The 1988 Plan was
concluded on June 27, 2008.

Stock Retirement Plan

The Directors' Plan provided for a portion of the total compensation payable to nonemployee directorsto be deferred and paid in CTS stock. The
Directors' Plan was frozen effective December 1, 2004. All future grantswill be from the 2004 Plan.

NOTE J—Income Taxes

Earnings (loss) before income taxes consist of the following:

($ In Thousands) 2008 2007 2006

Domestic $ 7,496 $ 12,065 $ 11,584
Non-U.S. 21,799 20,410 19,082
Total $ 29,295 ¢ 32475 ¢ 30,666

Significant components of income tax provision (benefit) are asfollows:

($ In Thousands) 2008 2007 2006
Current:
Federal $ 42 % — % 318
State 212 463 365
Non-U.S. 3,842 5,028 3,903
Total Current 4,096 5,491 4,586
Deferred:
Federal (612) 1,781 886
State 331 371 939
Non-U.S. (4,406) (580) 58
Total Deferred (4,687) 1,572 1,883
Total (Benefit)/Provision for Income Taxes $ (591 7,063 g 6,469

32




Significant components of the CTS' deferred tax liabilities and assets at December 31, 2008 and 2007 are:

($in thousands) 2008 2007

Pensions $ 6,238 $ 40,673
Depreciation 2,762 1,605
Unrealized Foreign Exchange Gain 1,165 1,594
Other 497 4,366
Gross deferred tax liabilities 10,662 48,238
Postretirement benefits 1,654 2,018
Inventory reserves 1,663 946
Loss carryforwards 75,639 75,631
Credit carryforwards 11,834 11,669
Nondeductible accruals 7,762 6,402
Research expenditures 14,525 11,497
Other 5,611 1,824
Gross deferred tax assets 118,688 109,987
Net deferred tax assets 108,026 61,749
Deferred tax asset valuation allowance (18,512) (19,406)
Total $ 89514 $ 42,343

The long-term deferred tax liability of approximately $652,000 isincluded as acomponent of "Other long-term obligations" on the Consolidated
Balance Sheets.

At the end of each annual reporting period, the Company makes an assessment of the ultimate realizability of its net deferred tax assets, including
deferred tax assets associated with accumulated net operating losses in the various jurisdictionsin which it operates. In assessing the ultimate
realizability of its net deferred tax assets, the Company considersits past performance, available tax strategies, and expected future taxable income
during the tax loss and credit carryforward periods.

Generally, the Company assesses that it is more likely than not that its net tax assets will be realized during the available carryforward periods. The
Company has determined, however, that a valuation allowance of $18.5 million should be provided for certain deferred tax assets. The $0.9 million
decrease in the valuation allowance from December 31, 2007 to 2008 is due to an increase in the val uation allowance related to state net operating loss
carryforwards of $0.6 million and a decrease in loss carryforwards in certain foreign jurisdictions of $1.5 million. Asof December 31, 2008, the $18.5
million valuation allowance includes $8.9 million for state net operating loss and credit carryforwards, $5.5 millionin foreign tax credit carryforwards,
and $4.1 million related to foreign net operating |osses.

The net change in the foreign net operating loss val uation allowance of $(1.5) million resulted from the utilization of $1.5 million of the Company’s
Tianjin net operating loss and the release of the remaining Tianjin valuation allowance of $4.1 million offset by the establishment of avaluation
allowance of $4.1 million related to the Company's Canadian operations. In making these determinations, the Company assessed both positive and
negative evidence related to the losses and determined that it is more likely than not that the net operating lossesin Tianjin will be utilized while the
losses in Canada are expected to expire unutilized.

2008 2007 2006
Taxes at the U.S. statutory rate 35.00% 35.00% 35.00%
State income taxes, net of federal income tax benefit 1.20% 1.67% 2.80%
Non-US income taxed at rates different than the U.S. statutory rate (18.38)% (16.00)% (15.60)%
Tax exempt earnings 0.00% (0.00)% (0.40)%
Benefit of scheduled tax credits (1.16)% (0.20)% (1.20)%
Other 0.129, 1.28v 0.5004
Tax rate before the benefit of reversal of reserves 16.78% 21.75% 21.10%
Benefit of Tax Treaty Change (4.63)% 0.00% 0.00%
Adjustments to Valuation Allowances (14.127)% 0.00% 0.00%
Effectiveincometax rate (2.02)% 21.75% 21.10%
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During 2008, CTS changed its effective tax rate from 21.75% to (2.02%). Thistax benefit reflects the reversal of avaluation allowance in China, the
implementation of thefifth protocol of the Canada-U.S. tax treaty, agreater portion of earnings coming from lower tax rate jurisdictions, and foreign
tax holidays. These tax holidays, unless extended, are scheduled to expirein 2009-2011.

At December 31, 2008, no provision had been made for U.S. federal and state income taxes on approximately $190 million of foreign earnings, which
are expected to be permanently reinvested outside of the United Statesindefinitely. Upon distribution of those earningsin the form of dividends or
otherwise, the Company would be subject to U.S. income taxes, a possible adjustment for foreign tax credits, state income taxes, and withholding
taxes payable to the various foreign countries. Determination of the amount of unrecognized deferred U.S. tax liability is not practical because of the
complexities associated with the related calculation.

No valuation allowance was recorded in 2008 against the U.S. net deferred tax assetsincluding the U.S. net operating loss carryforward asset of $55
million expiring in 2021-2024. The Company assessed the future realization of these deferred tax assets utilizing taxable income projections for years
2009 through 2017. Those projections applied taxable income estimates consistent with historical earnings patterns of its traditional automotive and
electronic component product lines and areturn to levels of profitability inits communication component product line consistent with management
and independent consensus views of the moderate recovery expected in the markets served by CTS. Management believes that, based upon the
historical operating performance of its business units and the successful cost reduction efforts, the Company more likely than not, will realize the
benefits of its U.S. net deferred tax assets.

On January 1, 2007, the Company adopted FASB Interpretation No. 48, “ Accounting for Uncertainty in Income Taxes’ (“FIN 48”"). FIN 48 clarifies
the accounting for uncertainty in income tax positions recognized in accordance with FAS No. 109, “ Accounting for Income Taxes.” FIN 48 requires
that an enterprise must determine whether it is more-likely-than-not that atax position will be sustained upon examination, including resolution of any
related appeals or litigation processes, based on the technical merits of the position. A tax position that meets the more-likely-than-not threshold is
then measured to determine the amount of benefit to recognize in the financial statements.

The Company or one of its subsidiaries filesincometax returnsin the United States federal, various state, and foreign jurisdictions. The Company’'s
tax years are subject to examination from 2003-2007 for al U.S. jurisdictions. International tax open years range from 2001-2007 based on the local
statutes. U.S. taxing authorities also have the ability to review prior tax years to the extent of net operating losses and tax credit carryforwards and
apply any changes to open tax years.

At the date of adoption, CTS had approximately $4.3 million of unrecognized tax benefits, which, if recognized, would affect the effective tax rate. Of
this amount, approximately $3.6 million was reclassified from current tax liabilities to areduction of the long-term deferred tax asset in accordance with
the provisions of FIN 48. The remaining $0.7 million was reclassified from current tax liabilities to long term deferred tax liabilities. Adoption of this
interpretation had no other impact on the Company’s consolidated financial statements, and the Company does not anticipate any significant
changesin its unrecognized tax benefits within the next 12 months as aresult of examinations or due to statutes lapsing. A reconciliation of the
beginning and ending amount of unrecognized tax benefitsis asfollows:

($in thousands) 2008
Balance at January 1, 2008 $ 4,356
Additions based on tax positions related to the current year 85
Additions for tax positions of prior years 25
Balance at December 31, 2008 $ 4,466

CTS' continuing practiceisto recognize interest and/or penalties related to income tax matters asincome tax expense. However, at the time of
adoption and at the year ending December 31, 2008, there were no significant amounts accrued for interest and/or penalties related to uncertain
income tax positions.

NOTE K—Capital Stock

CTS had previously adopted a Rights Plan on August 28, 1998, but this Rights Plan expired August 27, 2008 and has not been renewed or

replaced. The Rights Plan was implemented by declaring a dividend, distributable to shareholders of record on September 10, 1998, of one common
share purchase right (“Right”) for each outstanding share of common stock held at the close of business on that date. Each Right under the Rights
Planinitially entitled registered holders of common stock to purchase one one-hundredth of a share of CTS' Series A Junior Participating Preferred
Stock for a purchase price of $125, subject to adjustment. The Rights were exercisable only if aperson or group (1) acquired or obtained the right to
acquire 15% or more of the common stock or (2) announced atender offer that resulted in any person or group acquiring beneficial ownership of 15%
or more of the outstanding common stock. The Rights were redeemable for $0.01 per Right (subject to adjustment) at the option of the Board of
Directors. Until a Right was exercised, the holder of the Right, as such, had no rights as a shareholder of CTS.
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NOTE L—Treasury Stock

Common stock held in treasury at December 31, 2008 totaled 20,320,759 shares with a cost of $297.0 million, compared to 19,606,459 shares with a cost
of $290.0 million, at December 31, 2007.

In November 2005, CTS Board of Directors authorized a program to repurchase up to one million shares of CTS common stock. The authorization
expired June 30, 2007. Reacquired shares were used to support equity-based compensation programs and for other corporate purposes. During 2007,
CTSrepurchased 395,000 shares of common stock at atotal cost of $4.9 million before the program expired.

In June 2007, CTS Board of Directors authorized a program to repurchase up to two million shares of common stock in the open market. The
authorization expires on June 30, 2009. Reacquired shares were used to support equity-based compensation programs and for other corporate
purposes. Since June 2007, CTS has repurchased 2,000,000 shares at atotal cost of $22.2 million, which completed this program.

InMay 2008, CTS Board of Directors authorized a program to repurchase up to one million shares of its common stock in the open market at a
maximum price of $13 per share. Reacquired shareswill be used to support equity-based compensation programs and for other corporate
purposes. During 2008, CTS repurchased 22,500 shares at atotal cost of $0.2 million.

NOTE M—Segments

FASNo. 131, “Disclosures about Segments of an Enterprise and Related Information”, requires companies to provide certain information about their
operating segments. CTS has two reportable segments: 1) Electronics Manufacturing Services (“EMS’) and 2) Components and Sensors.

EM S includes the higher level assembly of electronic and mechanical componentsinto afinished subassembly or assembly performed under a
contract manufacturing agreement with an OEM or other contract manufacturer. Additionally for some customers CTS provides full turnkey
manufacturing and completion including design, bill-of-material, management, logistics, and repair.

Components and sensors are products which perform specific electronic functions for a given product family and are intended for use in customer
assemblies. Components and sensors consist principally of: automotive sensors and actuators used in commercial or consumer vehicles; electronic
components used in communications infrastructure and computer markets; terminators, including ClearONE™ terminators, used in computer and
other high speed applications, switches, resistor networks and potentiometers used to serve multiple markets; and fabricated piezo-electric materials
and substrates used primarily in medical and industrial markets.

The accounting policies of the reportable segments are the same as those described in the summary of significant accounting policies. Management
eval uates performance based upon operating earnings before restructuring and restructuring-related charges, interest, and income taxes.

Summarized financial information concerning CTS' reportable segments for the years end December 31, 2008, 2007, and 2006 is shown in the following
table:

Components &

($ in thousands) EMS Sensors Total
2008

Net salesto external customers $ 399,294 $ 292,413 $ 691,707
Segment oper ating earnings 12,362 24,553 36,915
Total assets 187,024 301,431 488,455
Depreciation and amortization 7,550 16,628 24,178
Capital expenditures 6,536 11,111 17,647
2007

Net salesto external customers $ 405,708 $ 280,237  $ 685,945
Segment operating earnings 10,175 24,716 34,891
Total assets 180,785 362,907 543,692
Depreciation and amortization 7,103 15,715 22,818
Capital expenditures 7,730 8,328 16,058
2006

Net salesto external customers $ 385,744 $ 269,870 $ 655,614
Segment operating earnings 6,179 30,963 37,142
Total assets 169,623 358,210 527,833
Depreciation and amortization 6,843 18,053 24,896
Capital expenditures 6,057 9,730 15,787
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Reconciling information between reportable segments’ operating earnings and CTS' consolidated pre-tax income is shown in the following table:

Year Ended December 31,

($in thousands) 2008 2007 2006
Total segment operating earnings $ 36,915 $ 34891 $ 37,142
Interest expense (3,814) (3,200) (3,654)
Interest income 1,421 2,052 934
Other income (expense) 858 1,248 568
Restructuring and restructuring-related charges - Components and

Sensors (4,999) (788) (3,849)
Restructuring and restructuring-related charges— EMS (1,086) (1,828) (475)
Earnings before income taxes $ 29,295 $ 32475 $ 30,666

Financial information relating to CTS' operations by geographic areawas as follows:

Year Ended December 31,

($in thousands) 2008 2007 2006

Net Sales

United States $ 327,631 $ 270,123 $ 263,097
Singapore 121,396 158,092 173,118
United Kingdom 43,012 82,162 82,178
China 98,002 90,033 77,713
Canada 47,810 50,151 40,277
Other non-U.S. 53,856 35,384 19,231
Consolidated net sales $ 691,707 $ 685945 $ 655,614

Sales are attributed to countries based upon the origin of the sale.

Year Ended December 31,

($in thousands) 2008 2007 2006
Long-Lived Assets

United States $ 30,340 $ 25916 $ 24,296
China 34,999 34,291 35,560
United Kingdom 6,331 11,528 15,637
Singapore 6,823 8,439 9,845
Canada 3,198 4,570 5,373
Taiwan 4,957 3,349 2,065
Other non-U.S 4,108 4,732 3,692
Consolidated long-lived assets $ 90,756 $ 92825 $ 96,468

The EM S segment revenues from Hewl ett-Packard represented $77 million, or 19%, $117 million, or 29%, and $143.2 million, or 37%, of the segment’s
revenue for the years ended December 31, 2008, 2007, and 2006, respectively.

NOTE N—Contingencies

Certain processes in the manufacture of CTS' current and past products create hazardous waste by-products as currently defined by federal and state
laws and regulations. CTS has been notified by the U.S. Environmental Protection Agency, state environmental agencies and, in some cases,
generator groups, that it is or may be a potentially responsible party regarding hazardous waste remediation at several non-CTS sites. In addition to
these non-CTS sites, CTS has an ongoing practice of providing reserves for probable remediation activities at certain of its manufacturing locations
and for claims and proceedings against CTS with respect to other environmental matters. In the opinion of management, based upon presently
available information relating to all such matters, either adequate provision for probabl e costs has been made, or the ultimate costs resulting will not
materially affect the consolidated financial position, results of operations or cash flows of CTS.

Certain claims are pending against CTS with respect to matters arising out of the ordinary conduct of its business. For all claims, in the opinion of

management, based upon presently available information, either adequate provision for anticipated costs has been made or the ultimate anticipated
costs resulting will not materially affect CTS' consolidated financial position, results of operations, or cash flows of CTS.
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NOTE O—L eases

CTSincurred approximately $6.3 million of rent expensein 2008, $6.1 million in 2007, and $5.7 million in 2006. The future minimum lease payments
under the Company’s operating leases are $7.5 million in 2009, $6.4 million in 2010, $5.1 million in 2011, $3.5 million in 2012, $ 2.5 million in 2013, and
$2.9 million thereafter.

NOTE P — Restructuring Charges

In January 2006, CTS announced its intention to consolidate its Berne, Indiana manufacturing operationsinto three of its other existing
facilities. Automotive product operations at Berne were transferred to CTS' automotive facilitiesin Matamoros, Mexico and Elkhart,

Indiana. Electronic components operationsin Berne were moved to CTS' Singaporefacility. The Bernefacility is currently being marketed for
sale. Asof December 31, 2006, the Berne consolidation process was substantially completed, with all expected charges recorded.

The following table displays the planned costs associated with the Berne consolidation, as well as a summary of the actual costsincurred through
December 31, 2006:

Actual
incurred
through

Planned December 31,

($in millions) January 2006 Plan Costs 2006

Workforce reduction $ 31 % 2.6
Postempl oyment obligation curtailment net 0.2 0.2
Other 0.1 0.1
Restructuring charge 34 29
Equipment relocation 0.3 0.5
Other employee related costs 0.3 0.5
Restructuring-related costs 0.6 1.0
Total restructuring and restructuring-related costs $ 40 $ 39

Additionally, during 2006, CTS recorded a pre-tax restructuring charge of $0.4 million, or $0.3 million after-tax and $0.01 per diluted share, when it
revised its estimate of the fair value of the remaining net liability of the operating lease for the idle Marlborough facility.

Of the restructuring and restructuring-related costs, $3.9 million relates to the Components and Sensors segment and $0.4 million relates to the EMS
segment. Restructuring charges are reported on a separate line on the Consolidated Statement of Earnings and the restructuring-rel ated costs are
included in cost of goods sold.

In November 2007, CTS realigned certain manufacturing operations and eliminated approximately 103 net positions during the fourth quarter of
2007. The realignment was intended to create synergies by further enhancing the Company’s shared services model to include manufacturing
support functions at itslocations that serve more than one business. The realignment plans were completed by June 2008.

The following table displays the planned restructuring and restructuring-rel ated charges associated with the realignment, aswell as a summary of the
actual costsincurred through December 31, 2008:

Actual
incurred
through

December 31,

($in millions) November 2007 Plan Planned Costs 2008

Workforce reduction $ 17 $ 15
Asset Impairments 0.9 12
Restructuring charge 2.6 2.7
Equipment relocation 0.2 0.1
Other costs 0.2 0.4
Restructuring-rel ated costs 0.4 0.5
Total restructuring and restructuring-related costs $ 30 $ 3.2
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Of therestructuring and restructuring-related costs incurred, $0.9 million relates to the Components and Sensors segment and $2.3 million relates to
the EM S segment. Restructuring charges are reported on a separate line on the Consolidated Statements of Earnings and the restructuring-related
costs areincluded in cost of goods sold.

The following table displays the restructuring reserve activity related to the realignment for the year ending December 31, 2008:

($in millions) November 2007 Plan

Restructuring liability at January 1, 2008 $ 0.6
Restructuring charge 0.3
Cost paid (0.9
Restructuring liability at December 31, 2008 $ 0.0

In September 2008, CTS initiated certain restructuring actionsto transfer and consolidate certain operations to further improve its cost
structure. These actions resulted in the elimination of approximately 400 positions and the write-off of certain leasehold improvements during the
second half of 2008. These actions were substantially complete in December 2008.

The following table displays the planned restructuring and restructuring-rel ated charges associated with the realignment, as well as a summary of the
actual costs incurred through December 31, 2008:

Actual
incurred
through

December 31,

($in millions) September 2008 Plan Planned Costs 2008

Workforce reduction $ 24 % 3.9
Asset impairments 11 12
Other charges 0.2 0.1
Restructuring charge 3.7 5.2
Equipment and employee relocation 0.2 0.1
Other costs 0.5 0.2
Restructuring-related costs 0.7 0.3
Total restructuring and restructuring-related costs $ 44 $ 55

Of therestructuring and restructuring-related costs incurred, $4.8 million relates to the Components and Sensors segment and $0.7 million relates to
the EM S segment. Restructuring charges are reported on a separate line on the Consolidated Statements of Earnings and the restructuring-related
costs areincluded in cost of goods sold.

The following table displays the restructuring reserve activity related to the realignment for the period ended December 31, 2008:

($in millions) September 2008 Plan

Restructuring liability at January 1, 2008 $ 0.0
Restructuring and restructuring-related charges, excluding asset impairments and write-offs 4.1
Cost paid (2.4)
Restructuring liability at December 31, 2008 $ 1.7
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NOTE Q — Quarterly Financial Data

Quarterly Results of Operations

(Unaudited)
Operating
Net Sales Gross Margins Earnings Net Earnings

2008
4" quarter $ 162,827 $ 29,746 $ 3,780 $ 5,652
Srd quarter 170,034 33,350 4,885 7,611
an quarter 186,091 40,153 13,784 9,957
1% quarter 172,755 33,824 8,381 6,666

$ 691,707 $ 137,073 $ 30,830 $ 29,886
2007
4th quarter $ 178273 $ 35617 $ 9508 $ 7,667
3rd quarter 174,790 33,793 9,917 7,794
2nd quarter 169,624 32,944 7,902 5,905
1st quarter 163,258 30,338 4,948 4,046

$ 685945 $ 132,692 $ 32275 $ 25,412

CTSCORPORATION
SCHEDULE Il — VALUATION AND QUALIFYING ACCOUNTS

Additions
Balance at
Beginning of Charged to Charged to Balance at End
Period Expense Other Accounts Deductions of Period
(In thousands of dollars)

Y ear ended December 31, 2008:

Allowance for doubtful accounts $ 1304 % 874 3 — 3 (13) 3 2,165
Inventory reserve provision $ 6392 ¢ 5144 ¢ — $ (4,755 3 6,781
Y ear ended December 31, 2007:

Allowance for doubtful accounts $ 2139 % 122 ¢ —  $ (957 % 1,304
Inventory reserve provision $ 5428 ¢ 3713 ¢ — 3 (2,749 ¢ 6,392
Y ear ended December 31, 2006:

Allowance for doubtful accounts $ 23713  § 883 $ — % (1,110 g 2,139
Inventory reserve provision $ 6187 ¢ 3184 ¢ — 3 (3943 ¢ 5,428

(1) Majority of deductions relates to the write-off of receivables due from Delphi Automotive Systems, which declared Chapter 11 bankruptcy.
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