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A. Consolidated statements of income

(In millions of euros) Notes 2010 2009

Continuing operations

NET SALES 4.1 9,632 7,499
Cost of sales 4.2 (7,897) (6,361)
GROSS MARGIN 1,735 1,138
% of net sales 18.0% 15.2%
Research and Development expenditure, net 4.4 (537) (473)
Selling expenses (171) (156)
Administrative expenses (410) (376)
OPERATING MARGIN 617 133
% of net sales 6.4% 1.8%
Other income and expenses 4.5 (27) (49)
OPERATING INCOME 590 84
Interest expense 4.6 (83) (69)
Interest income 4.6 16 9
Other financial income and expenses 4.7 (32) (57)
Equity in net earnings (losses) of associates 5.4 1) (34)
INCOME (LOSS) BEFORE INCOME TAXES 490 (67)
Income taxes 4.8 (104) (79)
INCOME (LOSS) FROM CONTINUING OPERATIONS 386 (146)

Discontinued operations

Income (loss) from discontinued operations, net of tax 2) -
NET INCOME (LOSS) FOR THE YEAR 384 (146)
Attributable to:
* Owners of the Company 365 (153)
» Minority interests 19 7
Earnings (loss) per share:
« Basic earnings (loss) per share (in euros) 49.1 4.86 (2.04)
« Diluted earnings (loss) per share (in euros) 4.9.2 4.86 (2.04)
Earnings (loss) per share from continuing operation s:
« Basic earnings (loss) per share (in euros) 4.89 (2.04)
« Diluted earnings (loss) per share (in euros) 4.89 (2.04)

The notes are an integral part of the consolidated financial statements.



B. Consolidated statements of
comprehensive income

(In millions of euros)

Net income (loss) for the year
Translation adjustment
o/w income taxes
Actuarial gains (losses) on defined benefit plans
o/w income taxes
Cash flow hedges:
« gains (losses) taken to equity
« (gains) losses transferred to income (loss) for the period
o/w income taxes
Remeasurement of available-for-sale financial assets
o/w income taxes

Other comprehensive income for the year, net of tax
Total comprehensive income (loss) for the year
Attributable to:

¢ Owners of the Company

« Minority interests

The Notes are an integral part of the consolidated financial statements.
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C. Consolidated statements of financial
position

(In millions of euros) Notes Dec. 31, 2010 Dec. 31, 2009
ASSETS

Goodwill 5.1 1,210 1,146
Other intangible assets 5.2 544 535
Property, plant and equipment 5.3 1,655 1,665
Investments in associates 5.4 104 94
Non-current financial assets 107 74
Deferred tax assets 5.5 198 117
Non-current assets 3,818 3,631
Inventories 5.6 621 482
Accounts and notes receivable 5.7 1,449 1,251
Other current assets ® 200 180
Taxes recoverable 10 15
Other non-current financial assets 24 13
Assets held for sale 2 1
Cash and cash equivalents 5.10.4 1,316 860
Current assets 3,622 2,802
TOTAL ASSETS 7,440 6,433
(In millions of euros) Notes Dec. 31, 2010 Dec. 31, 2009

LIABILITIES AND EQUITY

Share capital 5.8.1 236 235
Additional paid-in capital 5.8.2 1,412 1,402
Retained earnings and other 5.8.4 60 (404)
Stockholders' equity 1,708 1,233
Minority interests 5.8.7 62 51
Stockholders' equity including minority interests 1,770 1,284
Provisions - long-term portion 5.9 806 749
Debt - long-term portion 5.10.2 1,097 1,526
Subsidies and grants - long-term portion 19 25
Deferred tax liabilities 5.5 22 25
Non-current liabilities 1,944 2,325
Accounts and notes payable 1,987 1,648
Provisions - current portion 5.9 377 364
Subsidies and grants - current portion 9 13
Taxes payable 53 18
Other current liabilities ® 703 663
Current portion of long-term debt 5.10.2 505 40
Other current financial liabilities: 15 5
Short-term debt 5.10.3 77 73
Current liabilities 3,726 2,824
TOTAL LIABILITIES AND EQUITY 7,440 6,433

@ The presentation of the statements of financial position at December 31, 2009 is different from that published in February 2010. VAT recoverable and
payable have been adjusted to reflect the net position of each legal entity.

The Notes are an integral part of the consolidated financial statements.
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D. Consolidated statements of cash flows

(In millions of euros) Notes 2010 2009

CASH FLOWS FROM OPERATING ACTIVITIES

Net income (loss) for the year 384 (146)
Equity in net earnings (losses) of associates 1 34
Net dividends received from associates 4 2
Expenses (income) with no cash effect 5.11.1 524 445
Cost of net debt 67 60
Income taxes (current and deferred) 104 79
Gross operating cash flows 1,084 474
Income taxes paid (118) (89)
Changes in working capital 5.11.2 31 214
Net cash provided by operating activities 997 599
CASH FLOWS FROM INVESTING ACTIVITIES

Outflows relating to acquisitions of intangible assets (153) (150)
Outflows relating to acquisitions of property, plant and equipment (323) (304)
Inflows relating to disposals of property, plant and equipment 12 10
Net change in non-current financial assets (26) (43)
Impact of changes in scope of consolidation 5.11.3 22 (20)
Net cash from (used in) investing activities (468) (497)

CASH FLOWS FROM FINANCING ACTIVITIES

Dividends paid to owners of the Company - -

Dividends paid to minority interests in consolidated subsidiaries (13) (@)
Issuance of share capital 8 1
Sale (purchase) of treasury stock (36) 8
Issuance of long-term debt 28 228
Interest paid (65) (52)
Interest received 13 4
Repayments of long-term debt (11) (6)
Acquisition of minority interests (8) -
Net cash from (used in) financing activities (84) 176
Effect of exchange rate changes on cash 7 14
NET CHANGE IN CASH AND CASH EQUIVALENTS 452 292
Net cash and cash equivalents at beginning of year 787 495
Net cash and cash equivalents at end of year 1,239 787
O/w:+ Cash and cash equivalents 1,316 860

» Short-term debt (77) (73)

The Notes are an integral part of the consolidated financial statements.



E. Consolidated statement of changes in
stockholders’ equity

Stockholders' equity including minority

interests
Additional
Number of Share paid-in  Translation Retained Stockholders' Minority
shares (In millions of euros) capital capital adjustment earnings equity interests Total
Stockholders' equity at
75,557,498 January 1, 2010 235 1,402 74 (478) 1,233 51 1,284
Dividends - - - - - (14) (14)
(886,519) Treasury stock - - - (31) (31) - (31
Capital increase 1 10 - - 11 - 11
419,181 Share-based payment - - - 6 6 - 6
Other movements - - - ) 7) 2) 9)
Transactions with
owners 1 10 - (32) (21) (16) (37)
Net income (loss) for
the year - - - 365 365 19 384
Other comprehensive income
(loss), net of tax:
Translation adjustment - - 156 - 156 8 164
Actuarial gains and
losses - - - (20) (20) - (20)

Gain (loss) on cash flow
hedges recognized in

equity - - - 10 10 - 10
(Gain) loss on cash flow
hedges taken to income
(loss) for the year - - - (14) (14) - (14)
Remeasurement of
available-for-sale

financial assets - - - 1) 1) - 1)
Total other

comprehensive income

(loss) - - 156 (25) 131 8 139
Total comprehensive

income (loss) - - 156 340 496 27 523

Stockholders' equity at
75,090,160 December 31, 2010 236 1,412 230 (170) 1,708 62 1,770




Stockholders' equity including minority

interests
Additional
Number of Share paid-in  Translation Retained Stockholders' Minority
shares (In millions of euros) capital capital adjustment earnings equity interests Total
Stockholders' equity at
75,067,118 January 1, 2009 235 1,402 25 (351) 1,311 51 1,362
Dividends - B B - - (7) (7)
490,380 Treasury stock - - - 8 8 - 8
Capital increase - - - - - 1 1
Share-based payment - - - 7 7 - 7
Other movements - - - - - - -
Transactions with
owners - - - 15 15 (6) 9
Net income (loss) for
the year - - - (153) (153) 7 (146)
Other comprehensive income
(loss), net of tax:
Translation adjustment - - 49 - 49 1) 48

Actuarial gains and
losses - - - (13) (13) - (13)

Gain (loss) on cash flow

hedges recognized in

equity - - - 12 12 - 12
(Gain) loss on cash flow

hedges taken to income

(loss) for the year - - - 8 8 - 8

Remeasurement of
available-for-sale

financial assets - - - 4 4 - 4
Total other comprehensive
income (loss) - - 49 11 60 1) 59
Total comprehensive
income (loss) - - 49 (142) (93) 6 (87)
Stockholders' equity at

75,557,498 December 31, 2009 235 1,402 74 (478) 1,233 51 1,284

The Notes are an integral part of the consolidated financial statements.



F. Notes to the consolidated financial
statements

1. Accounting policies

The consolidated financial statements of the Valeo Group for the year ended December 31, 2010 include the accounts of Valeo, its
subsidiaries, and the Group’s share of associates and jointly controlled entities.

Valeo is an independent Group fully focused on the design, production and sale of components, integrated systems and modules for the
automobile sector. It is one of the world’s leading automotive suppliers.

Valeo is a French legal entity listed on the Paris Stock Exchange, whose head office is at 43, rue Bayen, 75017 Paris.
Valeo’s consolidated financial statements were authorized for issue by the Board of Directors on February 24, 2011.

They will be submitted for approval to the next Annual General Meeting of shareholders.

1.1. Accounting standards applied

The financial statements are prepared in accordance with International Financial Reporting Standards (IFRS) published by the
International Accounting Standards Board (IASB) and endorsed by the European Union. The IFRS as adopted by the European Union
can be consulted on the European Commission website®.

1.1.1. Standards, amendments and interpretations adopted by the European Union and obligatorily applicable
for reporting periods beginning on or after January 1, 2010

. IFRS 3 (revised) — “Business Combinations” and IAS 27 (revised) — “Consolidated and Separate Financial Statements”

IFRS 3 — “Business Combinations” is applicable prospectively to all business combinations for which the designated acquisition date is
on or after December 31, 2009. IAS 27 (revised) — “Consolidated and Separate Financial Statements” is effective as from January 1,
2010. The application of these two revised standards does not have a material impact on the Group’s financial statements at December
31, 2010.

®  Other amendments and interpretations obligatorily a pplicable for reporting periods beginning on or aft er January 1, 2010
as well as the annual improvements to IFRS publishe  d in April 2009, do not have a material impact on t he Group's
financial statements.

1.1.2. Standards, amendments and interpretations published by the International Accounting Standards Board
(IASB) but not obligatorily applicable for  reporting periods beginning on or after January 1, 2010 and not
early adopted by the Group

The Group has not early adopted any standards, amendments or interpretations published by the IASB but not obligatorily applicable as
of January 1, 2010. No such standards, amendments or interpretations are expected to have a material impact on the Group’s financial
statements.

* http://ec.europa.eu/internal_market/accounting/ias/standards_en.htm



1.1.3  Overview of IFRS 1 transition options

On its transition to IFRS in 2005, and in accordance with IFRS 1, the Group chose not to retrospectively restate:
business combinations carried out prior to January 1, 2004 (IFRS 3);

pensions and other employee benefits (IAS19). As a result, the balance of actuarial gains and losses previously recognized under
French GAAP was reset to zero as of January 1, 2004;

the translation of financial statements of foreign operations (IAS 21), leading to the elimination of cumulative translation
adjustments as of January 1, 2004;

equity instruments, with the exception of those granted after November 7, 2002 that had not yet fully vested at January
1, 2005 (IFRS 2).

1.2. Basis of preparation

The financial statements are presented in euros and are rounded to the closest million.
They have been prepared in accordance with the general accounting principles of IFRS:

true and fair view;

going concern;

accrual basis of accounting;

consistency of presentation;

materiality and aggregation.

no offsetting

Preparation of the financial statements requires Valeo to make estimates and assumptions which could have an impact on the reported
amounts of assets, liabilities, income and expenses. These estimates and assumptions concern both risks specific to the automotive
supply business such as those relating to quality and safety (see section 3.1.2 of the management report in Chapter 3), as well as more
general risks to which the Group is exposed on account of its industrial operations across the globe. After a 12% drop in worldwide
automotive production in 2009, the industry saw a significant upturn in 2010, with a 25% jump in worldwide output. In this far more
upbeat environment, many of the Group’s indicators have improved.

The Group exercises its judgment based on past experience and other factors considered to be decisive given the circumstances, and
reviews the resulting estimates and assumptions on a continuous basis. Given the uncertainties inherent in any assessment, the
amounts reported in Valeo’s future financial statements may differ from the amounts resulting from these estimates.

Key estimates and assumptions adopted by the Group to prepare its financial statements for the year ended December 31, 2010 chiefly
concern:

the measurement of the recoverable amount of property, plant and equipment and intangible assets (see Note 4.5.3);
the amount of provisions (see Note 5.9), particularly regarding restructuring costs and employee benefits obligations;

the measurement of deferred tax assets (see Note 5.5).

1.3. Consolidation methods

The consolidated financial statements include the accounts of Valeo and companies under its direct and indirect control.

The proportionate consolidation method is used when the contractual arrangements for control of a company specify that it is under the
joint control of at least two venturers. Companies of this type are called joint ventures. In this case, the Group’s share of each asset and
liability and each item of income and expenses is aggregated, line-by-line, with similar items of fully integrated companies in its
consolidated financial statements.

All significant inter-company transactions are eliminated (for joint ventures the elimination is made to the extent of the Group’s
ownership interest in the company), as are gains on inter-company disposals of assets, inter-company profits included in inventories
and inter-company dividends.



Companies over which Valeo exercises significant influence (associates) are accounted for by the equity method. Valeo is presumed to
exercise significant influence over companies in which it owns more than 20% of the voting rights. The equity method consists of
replacing the carrying amount of the investments with the initial cost of the acquisition, plus or minus the Group’s equity in the
associate’s earnings after the acquisition date, adjusted where appropriate in order to comply with Group accounting principles.

Companies acquired during the period are consolidated as from the date the Group exercises (sole or joint) control or significant
influence.

1.4. Foreign currency translation

Foreign currency financial statements
The Group’s consolidated financial statements are presented in euros.

The financial statements of each consolidated Group company are presented in its functional currency. The functional currency is the
currency of the principal economic environment in which it operates, and is generally the local currency.

The financial statements of foreign subsidiaries whose functional currency is not the euro are translated into euros as follows:
statements of financial position items are translated at the year-end exchange rate;

income statement items are translated into euros at the exchange rates applicable at the transaction dates or, in practice, at the
average exchange rate for the period, as long as this is not rendered inappropriate as a basis for translation by major fluctuations
in exchange rates during the period;

unrealized gains and losses arising from the translation of the financial statements of foreign subsidiaries are recorded
through other comprehensive income.

. Foreign currency transactions

Transactions carried out in a currency other than the company’s functional currency are translated using the exchange rate prevailing at
the transaction date. Monetary assets and liabilities denominated in a foreign currency are translated at the year-end exchange rate.
Non-monetary assets and liabilities denominated in foreign currency are recognized at the historical exchange rate prevailing at the
transaction date.

Differences arising from the translation of foreign currency transactions are recognized in income, with the exception of differences
relating to loans and borrowings which are in substance an integral part of the net investment in a foreign subsidiary. These are
recorded under translation adjustment in other comprehensive income, within consolidated stockholders’ equity, for their net-of-tax
amount until the net investment is disposed of, at which time they are recognized in income.

1.5. Net sales

Net sales primarily include sales of finished goods and all tooling revenues. Sales of finished goods and tooling revenues are
recognized at the date on which the Group transfers substantially all the risks and rewards of ownership to the buyer and retains neither
continuing managerial involvement nor effective control over the goods sold. In cases where the Group retains control of future risks and
rewards related to tooling, any customer contributions are recognized over the duration of the project over a maximum period of four
years.

1.6.  Gross margin, operating margin and operating income

Gross margin is defined as the difference between net sales and cost of sales. Cost of sales primarily corresponds to the cost of goods
sold.

Operating margin is equal to the gross margin less net Research and Development expenditure and selling and administrative
expenses.

Net Research and Development expenditure is equal to the costs incurred during the period, including amortization charged against
capitalized development costs, less contributions received from customers in respect of development expenditure, sales of prototypes,
research tax credits and the portion of research and development subsidies granted to the Group and taken to income. Contributions
received from customers are taken to income over the period during which the corresponding products are sold, within a maximum
period of four years. Subsidies and grants received are recognized in income in line with the stage of completion of the projects to which
they relate.
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Operating income includes all income and expenses other than:
interest income and expense;
other financial income and expenses;
equity in net earnings of associates
income taxes;
income / (loss) from discontinued operations.

In order to facilitate interpretation of the statement of income and Group performance, unusual items that are material to the
consolidated financial statements are presented separately within operating income under “Other income and expenses”.

1.7.  Financial income and expenses

Financial income and expenses comprise interest expense, interest income and other financial income and expenses.
Interest expense corresponds to interest paid on debt and interest income to interest earned on cash and cash equivalents.
Other financial income and expenses notably include:

gains and losses interest rate hedging transactions;

gains and losses on foreign exchange or commodity transactions that do not meet the definition of hedges under IAS 39 —
“Financial Instruments: Recognition and Measurement”;

write-downs taken in respect of credit risk as well as the cost of credit insurance;

the effect of unwinding discounts on provisions to reflect the passage of time, including the discount on provisions for pensions and
other employee benefits;

the expected return on pension and other employee benefit plan assets.

1.8. Current and deferred taxes

Income tax expense includes current income taxes and deferred taxes of consolidated companies. Deferred taxes are accounted for
using the liability method for all temporary differences between the tax base and the carrying amount of assets and liabilities in the
consolidated financial statements and for all tax loss carry forwards. The main temporary differences relate to provisions for pensions
and other employee benefits, other temporarily non-deductible provisions and capitalized development expenditure. Deferred tax assets
and liabilities are measured at the tax rates that are expected to apply when the temporary differences reverse, based on tax rates that
have been enacted or substantively enacted by the end of the reporting period.

Taxes relating to items recognized directly in other comprehensive income are also recognized in other comprehensive income and not
in income.

Deferred tax assets are only recognized to the extent that it appears probable that the Valeo Group will generate future taxable profits
against which these tax assets will be able to be recovered.

The Group reviews the probability of future recovery of deferred tax assets on a periodic basis for each tax entity. This review can, if
necessary, lead the Group to no longer recognize deferred tax assets that it had recognized in prior years.

Taxes payable and tax credits receivable on planned dividend distributions by subsidiaries are recorded in the statement of income.

Deferred tax assets and liabilities are offset when a legally enforceable right exists to set off current tax assets against current tax
liabilities and the deferred tax assets and liabilities concern income taxes levied by the same taxation authority. In France, Valeo elected
for tax consolidation. The tax group includes the parent company and its principal French subsidiaries that are eligible for tax
consolidation.

Valeo also elected for tax consolidation for its subsidiaries in other countries where this is permitted by local legislation (Germany, Italy,
Spain, the United Kingdom and the United States).

In France, the 2010 Finance bill approved in December 2009 introduced a new tax called Contribution Economique Territoriale (CET) to
replace the former business tax. There are two components to the CET: the Contribution Fonciére des Entreprises (CFE) and the
Cotisation sur la Valeur Ajoutée des Entreprises (CVAE). Valeo considers that the CVAE component meets the definition of income tax
provided by IAS 12 and the IFRIC, insofar as value added represents the intermediate level of income systematically used as the tax
base in calculating the amount of CVAE due in accordance with French tax rules.
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1.9. Earnings per share

Basic earnings per share (before dilution) are calculated by dividing consolidated net income (loss) for the period by the weighted
average number of shares outstanding during the year, excluding the average number of shares held in treasury stock.

Diluted earnings per share are calculated by including equity instruments such as stock subscription options and convertible bonds
when these have a potentially dilutive impact. This is particularly the case for stock subscription options when their exercise price is
below the market price (average Valeo share price over the period). When funds are received on the exercise of these rights (as is the
case with subscription options), they are deemed to be allocated in priority to the purchase of shares at market price. This calculation
method — known as the treasury stock method — serves to determine the “unpurchased” shares to be added to the shares of common
stock outstanding for the purposes of computing the dilution. When funds are received at the date of issue of dilutive instruments (such
as for convertible bonds), net income is adjusted for the net-of-tax interest savings which would result from the conversion of the bonds
into shares.

1.10. Business combinations and transactions with shareholders

The acquisition price corresponds to the fair value, at the date of exchange, of the assets transferred, liabilities assumed and equity
instruments issued by the acquirer. This does not include acquisition-related costs, which are included in expenses in the period in
which they are incurred.

All identifiable assets acquired and liabilities and contingent liabilities assumed are recognized at their fair value at the date control is
transferred to the Group (acquisition date). Fair value is calculated in the currency of the acquiree. Any excess of the acquisition cost
over the fair value of the identifiable assets acquired and liabilities and contingent liabilities assumed at the acquisition date, is recorded
in assets as goodwill. Goodwill arising on the acquisition of associates is included in the carrying amount of shares in associates.
Goodwill is not amortized but is tested for impairment at least once a year and whenever there is an indication that it may be impaired.
Impairment tests are carried out as described in Note 1.13. Impairment losses recognized against goodwill in the income statement
cannot be reversed.

The revised IAS 27 has modified the accounting treatment applicable to minority interests. Changes in minority interests that do not
result in a change of control are now recognized in equity. In the event of an acquisition of additional shares in an entity already
controlled by the Group, the difference between the acquisition price of the shares and the additional interest acquired by the Group in
consolidated equity is recorded in stockholders’ equity. The value of the entity’s identifiable assets and liabilities (including goodwill) for
consolidation purposes remains unchanged.

1.11. Intangible assets

Separately acquired intangible assets are initially recognized at cost in accordance with IAS 38. Intangible assets acquired in a business
combination are recognized at fair value separately from goodwill. Intangible assets are subsequently carried at cost, less accumulated
amortization and accumulated impairment losses.

Intangible assets are tested for impairment using the methodology described in Note 1.13.

Innovation can be analyzed as either Research or Development. Research is planned investigation undertaken with the prospect of
gaining new scientific or technical knowledge and understanding. Development is the application of research findings with a view to
creating new products, before the start of commercial production.

Research costs are recognized in expenses in the period in which they are incurred.

Development expenditure is capitalized where the Group can demonstrate:
that it has the intention, and the technical and financial resources to complete the development;
that the intangible asset will generate future economic benefits; and
that the cost of the intangible asset can be measured reliably.

Capitalized development costs therefore correspond to projects for specific customer applications that draw on approved generic
standards or technologies already applied in production. These projects are analyzed on a case-by-case basis to ensure they meet the
criteria for capitalization as described above.

They are subsequently amortized on a straight-line basis over a maximum period of four years as from the start of volume production.
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Other intangible assets are amortized on a straight-line basis over their expected useful lives:

software 3to 5years
patents and licenses based on their useful lives
other intangible assets (excluding customer relationships) 3to 5years
customer relationship intangibles up to 25 years

1.12. Property, plant and equipment

Property, plant and equipment are carried at cost less any depreciation and impairment losses recognized. Cost includes expenses
directly attributable to the acquisition of the asset and the estimated cost of the Group’s obligation to rehabilitate certain assets, where
appropriate. Material revaluations, recorded in accordance with laws and regulations applicable in countries in which the Group
operates, have been eliminated in order to ensure that consistent valuation methods are used for all fixed assets in the Group.

Tooling specific to a given project is subjected to an economic analysis of contractual relations with the automaker in order to determine
which party has control over the associated future risks and rewards. Tooling is capitalized in the statements of financial position when
Valeo has control over these risks and rewards, or is carried in inventories (until it is sold) if no such control exists.

Any financing received from customers in respect of tooling is recognized in statement of financial position liabilities and taken to income
proportionately to the depreciation charged against the related assets.

Finance leases transferring substantially all the risks and rewards related to ownership of the leased asset to the Group, are accounted
for as follows:

the leased assets are recognized in property, plant and equipment in the Group’s statements of financial position at the inception of
the lease, at an amount equal to the lower of their fair value and the present value of future minimum lease payments. This amount
is then reduced by depreciation and any impairment losses recognized as described in Note 1.13;

the corresponding financial obligation is recorded in debt;
minimum lease payments are apportioned between the finance charge and the reduction of the outstanding liability.

Leases in which the lessor retains substantially all the risks and rewards related to ownership of the leased asset to the Group are
classified as operating leases. Lease payments under an operating lease are recognized as an operating expense on a straight-line
basis over the lease term.

All property, plant and equipment except land are depreciated over their estimated useful lives using the components approach.
Depreciation is calculated on a straight-line basis over these estimated useful lives:

buildings 20 years
fixtures and fittings 8 years
machinery and tooling 4 to 8 years
other property, plant and equipment 3to 8years

1.13. Impairment of assets

Property, plant and equipment and intangible assets with definite useful lives are tested for impairment whenever objective indicators
exist that they may be impaired. The main impairment indicators used by the Group for Cash-Generating Units (CGUs) are described in
Note 4.5.3. Goodwill, other intangible assets with indefinite useful lives and intangible assets not yet ready to be brought into service are
tested for impairment at least once a year and whenever there is an indication that they may be impaired.

. Impairment tests

Impairment tests compare the recoverable amount of a non-current asset with its net carrying amount. If the asset’s carrying
value is greater than its recoverable amount, it is written down to its recoverable amount. The recoverable amount of an asset
or a CGU is the higher of its fair value less costs to sell and its value in use.
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. Cash-Generating Units (CGUSs)

CGUs are operating entities generating independent cash flows. Based on the Group’s organizational structure in 2010, CGUs generally
correspond to groups of production sites belonging to the same Product Line or Product Group.

Since the fair value less costs to sell of Group CGUs can seldom be reliably estimated, Valeo applies value in use (unless otherwise
specified) to calculate the recoverable amount of a CGU, in accordance with paragraph 20 of IAS 36. Value in use corresponds to the
present value of future cash flows expected to derive from the use of an asset or CGU.

Impairment tests are carried out as follows:

the value in use of CGUs is calculated using post-tax cash flow projections covering a period of five years, prepared on the basis
of the budgets and medium-term plans drawn up by Group entities. The projections are based on past experience, macroeconomic
data for the automotive market, order books and products under development;

cash flows beyond the five-year period are extrapolated using a perpetuity growth rate;

cash flows are discounted based on a rate which reflects current market assessments of the time value of money and the risks
specific to the asset (or group of assets). This rate corresponds to a post-tax weighted average cost of capital (WACC). The use of
a post-tax rate results in recoverable amounts that are similar to those that would have been obtained by applying pre-tax rates
to pre-tax cash flows.

The growth rates and discount rates used for impairment testing in the period are set out in Note 4.5.3.

Any impairment recognized against the assets in the CGU is allocated first, to reduce the carrying amount of any goodwill allocated to
the CGU, and then to the other CGU assets in proportion to their carrying amounts.

" Goodwill

Due to changes in the Group’s organizational structure in 2010, the Group tested goodwill for impairment at the level of the Business
Groups defined in Note 3 on segment reporting.

Goodwill is tested for impairment using the same methodology and assumptions as those described above for CGUs.

[ ] . .
Reversal of impairment

Impairment losses recognized on goodwill can never be reversed.

Impairment losses recognized on assets other than goodwill may only be reversed if there are indicators that the impairment may no
longer exist or may have decreased. If this is the case, the carrying amount of the asset is increased to its revised estimated
recoverable amount. The increased carrying amount of an asset attributable to a reversal of an impairment loss cannot exceed the
carrying amount that would have been determined had no impairment loss been recognized for the asset.

1.14. Financial assets and liabilities

Recognition and measurement principles regarding financial assets and liabilities are defined in IAS 32 and IAS 39.

1.14.1. Available-for-sale financial assets

This category includes shares in non-consolidated companies.

Available-for-sale financial assets are recognized at fair value upon initial recognition, with any subsequent changes in fair value
recognized through other comprehensive income or in income for the period in the event of a significant or prolonged decline in fair
value. The fair value of investments listed on an active market is their market value.

Unlisted investments whose fair value cannot be estimated reliably are carried at cost, and are classified in non-current financial assets.

1.14.2. Long-term loans and receivables

This category consists essentially of long-term loans, which are measured on an amortized cost basis using the effective interest rate.
They are shown on the statements of financial position as non-current financial assets.
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1.14.3. Other non-current financial assets

Other non-current financial assets are measured at fair value, with changes in fair value recognized in income.

1.14.4. Current f inancial asse ts and liabili ties

Current financial assets and liabilities include trade receivables and payables, derivative financial instruments, and cash and cash
equivalents.

®  Trade receivables and payables

Trade receivables and payables are initially recognized at fair value and subsequently carried at amortized cost. The fair value of
accounts receivable and accounts payable is deemed to be their nominal amount, since periods to payment are generally less than
three months.

Accounts receivable may be written down for impairment. If an event triggering a loss is identified during the financial year subsequent
to initial recognition of the receivable, the write-down will be calculated by comparing the estimated future cash flows discounted at the
original effective interest rate to the carrying amount in the statements of financial position. Impairment is recognized in operating
income or other financial expenses if it relates to a risk of insolvency of the debtor.

Derivative financial instruments

Derivatives are recognized in the statements of financial position at fair value under other current financial assets or other current
financial liabilities. The accounting impact of changes in the fair value of derivatives depends on whether or not hedge accounting is
applied.

When hedge accounting is applied:

for fair value hedges of recognized assets and liabilities, the hedged item of these assets or liabilities is stated at fair value. The
change in fair value relating to the effective portion of the hedge is recognized through income and offset by symmetrical
changes in the fair value of the hedging instrument;

for future cash flow hedges, the change in fair value of the derivatives relating to the effective portion of the hedge is recognized
directly in other comprehensive income, while the ineffective portion is taken to other financial income and expenses;

Changes in the fair value of derivatives that do not qualify for hedge accounting are recognized in other financial income and expenses.

Foreign currency derivatives

Although they act as hedges for the Group, foreign currency derivatives do not always meet the criteria for hedge accounting. In these
cases, changes in the fair value of the derivatives are recognized in other financial income and expenses and are offset, as applicable,
by changes in the fair value of the underlying receivables and payables.

The Group applies hedge accounting to a limited number of highly probable future transactions generally considered significant. In these
cases, changes in the fair value of the derivatives are recognized in other comprehensive income for the effective portion of the hedge,
and subsequently taken to operating income when the hedged item itself affects operating income. The ineffective portion of the hedge
is recognized in other financial income and expenses.

®  Metals derivatives

In principle, the Group applies cash flow hedge accounting. The effective portion of the hedge is reclassified from other comprehensive
income to operating income when the hedged position itself affects income. The ineffective portion of the hedge is recognized in other
financial income and expenses. Where a forecast transaction is no longer highly probable, the cumulative gains and losses carried in
other comprehensive income are transferred immediately to financial income and expenses.

] L
Interest rate derivatives

The Group generally applies fair value hedge accounting when it uses interest rate derivatives swapping fixed-rate debt for variable-rate
debt. Changes in the fair value of debt attributable to changes in interest rates, and symmetrical changes in the fair value of the interest
rate derivatives, are recognized in other financial income and expenses for the period.
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Variable interest rate hedges protect the Group against the impact of fluctuations in interest rates on its interest payments. These
hedges are eligible for cash flow hedge accounting. The hedging instrument is measured at fair value and recognized in the statements
of financial position. Changes in the fair value of the hedging instrument relating to the effective portion of the hedge are recognized in
other comprehensive income, while changes relating to the ineffective portion are recognized in income. Amounts carried in other
comprehensive income in respect of the effective portion of the hedge are taken to income as the interest expenses hedged themselves
affect income.

Certain interest rate derivatives are not designated as hedging instruments within the meaning of IAS 39. Changes in the fair value of
these derivatives are recognized in other financial income and expenses for the period.

®  Cashand cash equivalents

Cash and cash equivalents are comprised of marketable securities such as money-market funds with a low price volatility risk; deposits
and very short-term risk-free securities maturing within three months which can be readily sold or converted into cash; and cash at bank.

These current financial assets are carried at fair value through income and are held with a view to being sold in the short term.

1.14.5. Debt

®  Bonds and other loans

Bonds and loans are valued at amortized cost. The amount of interest recognized in financial expenses is calculated by applying the
loan’s effective interest rate to its carrying amount. Any difference between the expense calculated using the effective interest rate and the
actual interest payment impacts the value at which the loan is recognized.

Hedge accounting is generally applied to debt hedged by interest rate swaps. The debt is remeasured to fair value, reflecting changes in
interest rates.

®  OCEANE bonds

Bonds convertible into new shares and/or exchangeable for existing shares (“OCEANE”) grant bearers an option for conversion into
common Valeo shares. These bonds constitute a hybrid financial instrument which must be split into its two components in accordance
with 1AS 32:

the value of the debt component is calculated by discounting the future contractual cash flows at the market rate applicable at the
bond issue date (taking account of credit risk at the issue date) for a similar instrument with the same characteristics but without a
conversion option;

the value of the equity component is calculated as the difference between the proceeds of the bond issue and the amount of the
debt component.

®  Short-term debt

This caption mainly includes credit balances with banks and commercial paper issued by Valeo for its short-term financing needs.
Commercial paper has a maximum maturity of three months and is valued at amortized cost.

1.15. I