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Part I. Financial  Information

Item 1.  Financial Statements

NN, Inc.
Consolidated Statements of Income and Comprehensive Income

(Unaudited)

  Three Months Ended
September 30,

 Nine Months Ended
September 30,

(Thousands of Dollars, Except Per Share Data)  2006  2005  2006  2005
Net sales  $ 74,870  $ 74,998  $ 244,441  $ 245,500
Cost of products sold (exclusive of depreciation
and amortization shown separately below)

 
58,693

 
58,177

 
189,597

 
191,848

Selling, general and administrative  7,178  7,180  21,922  21,961
Depreciation and amortization  4,192  3,998  12,779  12,302
(Gain) loss on disposal of assets  --  --  (726)  6
Income from operations  4,807  5,643  20,869  19,383
         
Interest expense  916  967  2,923  2,976
Other (income) expense, net  (550)  53  (310)  (286)
Income before provision for income taxes  4,441  4,623  18,256  16,693
Provision for income taxes  1,808  2,066  6,908  6,801
Net income  2,633  2,557  11,348  9,892
         
Other comprehensive income (loss):         
Unrealized holding loss on securities,
net of tax

 
--  --  --  (73)

Foreign currency translation gain (loss)  (867)  (460)  6,777  (10,425)
Comprehensive income (loss)                   

$1,766
 $ 2,097  $ 18,125  $ (606)

         
         
         
Basic income per common share:  $ 0.15  $ 0.15  $ 0.66  $ 0.58

         
Weighted average shares outstanding  17,105  17,191  17,147  16,963

         
         
         
Diluted income per common share:  $ 0.15  $ 0.15  $ 0.65  $ 0.57

         
Weighted average shares outstanding  17,339  17,522  17,389  17,286

         
Cash dividends per common share  $ 0.08  $ 0.08  $ 0.24  $ 0.24

         

 

The accompanying notes are an integral part of the financial statements.
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NN, Inc.
Condensed Consolidated Balance Sheets

(Unaudited)

 September 30,  December 31,
(Thousands of Dollars) 2006  2005
Assets    
Current assets:    
Cash and cash equivalents $ 18,502  $ 10,856
Accounts receivable, net of allowance for doubtful accounts of
$677 and $1,119, respectively

49,811  47,297

Inventories, net 37,244  38,096
Income tax receivable --  1,237
Other current assets 9,729  8,464
Total current assets 115,286  105,950
    
Property, plant and equipment, net 122,853  118,829
Goodwill and intangibles, net 45,069  42,080
Other assets 2,067  2,796
Total assets $ 285,275  $ 269,655

    
Liabilities and Stockholders’ Equity    
Current liabilities:    
Accounts payable $ 39,424  $ 41,660
Accrued salaries and wages 12,782  12,407
Income taxes 4,162  2,093
Current maturities of long-term debt 243  4,668
Other current liabilities 5,681  4,011
Total current liabilities 62,292  64,839
    
Non-current deferred tax liability 14,677  15,128
Long-term debt 62,500  57,900
Accrued pension and other 17,234  15,714
Total liabilities 156,703  153,581
    
Total stockholders’ equity 128,572  116,074

    
Total liabilities and stockholders’ equity $ 285,275  $ 269,655

 
The accompanying notes are an integral part of the financial statements.
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NN, Inc.
Consolidated Statements of Changes in Stockholders’ Equity

(Unaudited)

  Common Stock      

(Thousands of Dollars and Shares)

 
 

Number
of

Shares

 
 

Par
value

 
Additional

paid in
capital

Additional
paid in
capital

unearned
compensation

   Retained
Earnings

 
Accumulated

Other
Comprehensive

Income
 

Total
 
Balance, January 1, 2005

 
16,777

 
$ 168

 
$ 53,423

 
$ --

 
$ 45,676

 
$ 15,873

 
$ 115,140

 Shares issued  429  5  2,856  --  --  --  2,861
 Issuance of restricted stock  --  -- 673 (673)  --  --  --
 Amortization of restricted stock award  --  --  --  103  --  --  103
 Net income  --  --  --  --  9,892  --  9,892
 Dividends declared  --  --  --  --  (4,093)  --  (4,093)
 Foreign exchange translation loss  --  --  --  --            --  (10,425)  (10,425)
 Write-off of unrealized holding gain on
securities  --  --  --  --  --  (73)  (73)

 Balance, September 30, 2005  17,206  $ 173  $ 56,952  $ (570)  $51,475  $ 5,375  $113,405

        
 Balance, January 1, 2006  17,206  $ 172  $ 57,754  ($467)  $ 55,218  $ 3,397  $ 116,074
 Reclassification of unearned
compensation  --  --  (467)  467  --  --  --

 Shares issued  69  1  695  --  --  --  696
 Repurchase of outstanding shares  (214)  (2)  (2,532)  --  --  --  (2,534)
 Elimination of variable stock option
liability  --  --  8  --  --  --  8

 Net income  --  --  --  --  11,348  --  11,348
 Amortization of restricted stock reward  --  --  252  --  --  --  252
 Stock option expense  --  --  69  --  --  --  69
 Dividends declared  --  --  --  --  (4,118)  --  (4,118)
 Foreign exchange translation gain  --  --  --  --  --  6,777  6,777
 Balance, September 30, 2006  17,061  $ 171  $ 55,779  $   --  $ 62,448  $ 10,174  $128,572

 

 

The accompanying notes are an integral part of the financial statements.
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NN, Inc.
Consolidated Statements of Cash Flows

(Unaudited)

 Nine Months Ended
 September 30,
(Thousands of Dollars) 2006  2005
Operating Activities:    
Net income $ 11,348  $ 9,892
Adjustments to reconcile net income to net cash provided by operating
Activities:

   

Depreciation and amortization 12,779  12,302
Increase in allowance for doubtful accounts 223  225
Amortization of debt issue costs 427  182
(Gain) loss on disposal of property, plant and equipment (726)  6
Compensation expense from issuance of restricted stock and incentive stock options 321  103
Compensation benefit from variable stock accounting --  (169)
Changes in operating assets and liabilities:    
Accounts receivable (995)  (5,247)
Inventories 2,201  (1,750)
Accounts payable (4,869)  (6,976)
Other assets and liabilities 2,042  1,691
Net cash provided by operating activities 22,751  10,259

    
Investing Activities:    
Acquisition of property, plant, and equipment (11,766)  (8,370)
Proceeds from disposals of property, plant and equipment 3,120  31
Acquisition of intangibles (1,855)  --
Net cash used by investing activities (10,501)  (8,339)

    
Financing Activities:    
Increase in cash from book overdraft 1,055  1,870
Repayment of long-term debt (4,668)  (4,704)
Repayment of short-term debt (27,280)  --
Proceeds from short-term debt 27,523  --
Principal payment on capital lease (24)  --
Repurchase of common stock (2,534)  --
Proceeds from issuance of stock 696  2,861
Proceeds from long term debt 4,600  --
Debt issuance cost paid (457)  --
Dividends paid (4,118)  (4,093)
Net cash used by financing activities (5,207)  (4,066)

    
Effect of exchange rate changes on cash and cash equivalents 603  (919)
    
Net Change in Cash and Cash Equivalents 7,646  (3,065)
Cash and Cash Equivalents at Beginning of Period 10,856  10,772
Cash and Cash Equivalents at End of Period $ 18,502  $ 7,707

 
The accompanying notes are an integral part of the financial statements.
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NN, Inc.

Notes To Consolidated Financial Statements
(In Thousands, Except Per Share Data)

(unaudited)
Note 1.  Interim Financial Statements

The accompanying consolidated financial statements of NN, Inc. (the “Company”) have not been audited, except that the balance sheet at December 31, 2005
is derived from the Company’s consolidated audited financial statements. In the opinion of the Company’s management, the financial statements reflect all
adjustments necessary to fairly state the results of operations for the three and nine month periods ended September 30, 2006 and 2005, the Company’s
financial position at September 30, 2006 and December 31, 2005, and the cash flows for the nine month periods ended September 30, 2006 and 2005. These
adjustments are of a normal recurring nature and are, in the opinion of management, necessary for fair statement of the financial position and operating results
for the interim periods. As used in this Quarterly Report on Form 10-Q, the terms “NN”, “the Company”, “we”, “our”, or “us” mean NN, Inc. and its
subsidiaries.

Certain information and footnote disclosures normally included in the consolidated financial statements prepared in accordance with generally accepted
accounting principles have been condensed or omitted from the interim financial statements presented in this Quarterly Report on Form 10-Q. These
unaudited, condensed, consolidated and unaudited, consolidated financial statements should be read in conjunction with our audited consolidated financial
statements and the notes thereto included in our most recent annual report on Form 10-K for the year ended December 31, 2005 which we filed with the
Securities and Exchange Commission on March 16, 2006.

The results for the three month and nine month periods ended September 30, 2006 are not necessarily indicative of results for the year ending December 31,
2006 or any other future results.

Note 2.  Inventories

Inventories are stated at the lower of cost or market. Cost is determined using the first-in, first-out method.

Inventories are comprised of the following (in thousands):

 September 30,  December 31,
 2006  2005
Raw materials $ 8,810  $ 10,153
Work in process 6,791  5,845
Finished goods 21,643  22,098
 $ 37,244  $ 38,096

Inventories on consignment at customer locations as of September 30, 2006 and December 31, 2005 totaled $4,491 and $4,669, respectively.

Note 3.  Net Income Per Share
 

  

 
Three months ended

September 30,  

 
Nine months ended

September 30,
(Thousands of Dollars, Except Share and Per Share
Data)  

2006  2005
 

2006  2005

         
Net income  $ 2,633  $ 2,557  $ 11,348  $ 9,892

         
Weighted average basic shares  17,104,621  17,191,122  17,147,359  16,963,201
Effect of dilutive stock options  234,009  330,640  242,108  322,528
Weighted average dilutive shares outstanding  17,338,630  17,521,762  17,389,467  17,285,729

         
Basic net income per share  $ 0.15  $ 0.15  $ 0.66  $ 0.58
Diluted net income per share  $ 0.15  $ 0.15  $ 0.65  $ 0.57
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NN, Inc.

Notes To Consolidated Financial Statements
(In Thousands, Except Per Share Data)

(unaudited)

Excluded from the shares outstanding for the three and nine month periods ended September 30, 2006 were 478,250 anti-dilutive options which had exercise
prices of $12.62 and $11.50. Excluded from shares outstanding for the three and nine month periods of September 30, 2005 were 357,000 anti-dilutive
options which had exercise prices of $12.62.

Note 4.  Segment Information

During 2006 and 2005, our reportable segments are based on differences in product lines and geographic locations and are divided among Domestic Ball and
Roller, European operations (“NN Europe”) and Plastic and Rubber Components. The Domestic Ball and Roller Segment is comprised of two manufacturing
facilities in the eastern United States. Additionally, costs related to our operation in China and corporate office costs are included in the Domestic Ball and
Roller Segment. The NN Europe Segment is comprised of precision ball, roller and metal cage manufacturing facilities located in Kilkenny, Ireland; Eltmann,
Germany; Pinerolo, Italy; Kysucke Nove Mesto, Slovakia; and Veenendaal, The Netherlands (“Veenendaal”). All of the facilities in the Domestic Ball and
Roller Segment are engaged in the production of precision balls and rollers used primarily in the bearing industry. All of the facilities in the NN Europe
Segment are engaged in the production of precision balls used primarily in the bearing industry, except for Veenendaal which is engaged in the production of
tapered rollers and cages for use primarily in the bearing industry. The Plastic and Rubber Components Segment is comprised of the Industrial Molding
Corporation (“IMC”) business, located in Lubbock, Texas and The Delta Rubber Company (“Delta”) business, located in Danielson, Connecticut. IMC is
engaged in the production of plastic injection molded products for the bearing, automotive, instrumentation, and fiber optic markets. Delta is engaged
principally in the production of engineered bearing seals used primarily in automotive, industrial, agricultural, mining and aerospace applications.

The accounting policies of each segment are the same as those described in the summary of significant accounting policies in our Annual Report on Form 10-
K for the fiscal year ended December 31, 2005. We evaluate segment performance based on income or loss from operations before income taxes. We account
for inter-segment sales and transfers at current market prices. We did not have any material inter-segment transactions during the three and nine month
periods ended September 30, 2005. For the three and nine month periods ended September 30, 2006, we had inter-segment sales of $850 and $1,989,
respectively, which were eliminated in consolidation and from the segment financial results shown below. For the three and nine month periods ended
September 30, 2006, the inter-segment sales were from Domestic Ball & Roller to NN Europe of $403 and $650, respectively, and from NN Europe to
Domestic Ball & Roller of $447 and $1,339, respectively.
 
 

 Three Months Ended September 30,

 2006 2005

(In Thousands of Dollars)
Domestic

Ball & Roller
NN Europe

Segment

Plastic and
Rubber

Components
Domestic Ball

& Roller
NN Europe

Segment

Plastic and
Rubber

Components
Revenues from external
customers $ 15,365 $ 46,863 $ 12,642 $ 16,444 $ 43,749 $ 14,805
Pre-tax income (loss) (922) 4,290 1,073 (49) 3,856 816
Assets 60,578 171,731 52,966 53,585 159,566 57,656

 Nine Months Ended September 30,
 2006 2005

(In Thousands of Dollars)
Domestic

Ball & Roller
NN Europe

Segment

Plastic and
Rubber

Components
Domestic Ball

& Roller
NN Europe

Segment

Plastic and
Rubber

Components
Revenues from external
customers $ 52,697 $ 150,836 $ 40,908 $ 48,879 $ 152,460 $ 44,161
Pre-tax income (loss) (910) 15,427 3,739 1,647 13,553 1,493
Assets 60,578 171,731 52,966 53,585 159,566 57,656
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NN, Inc.
Notes To Consolidated Financial Statements

(In Thousands, Except Per Share Data)
(unaudited)

Note 5.  Recent Investing Activity

Our wholly-owned subsidiary in China, NN Precision Bearing Products Company, LTD, (“NN Asia”) started manufacturing in the first quarter of 2006. The
costs incurred as a result of the start-up for the nine month period ended September 30, 2005 of approximately $0.6 million were classified as selling, general
and administrative expense.

On October 7, 2005, we entered into an agreement with SNR Roulements (“SNR”) to purchase SNR’s entire internal precision ball producing equipment for
approximately 5,000 Euros ($6,000). As part of the agreement, we entered into a five year supply agreement to provide SNR with an additional $9,000 of
annual ball requirements. Approximately $1,700 was paid in 2005 and $4,500 is expected to be paid during 2006 to complete the equipment purchase,
including related legal and transportation cost, in excess of contractual purchase price, of approximately $200. During the nine months ended September 30,
2006, the Company acquired $3,648 of SNR equipment and related contract intangibles. As of September 30, 2006, $3,039 of tangible fixed assets and
$2,287 of intangible assets have been purchased related to this transaction.

Note 6.  Pensions

We have a defined benefit pension plan covering the employees at our Eltmann, Germany facility. The benefits are based on the expected years of service
including the rate of compensation increase. The plan is unfunded. There were no prior service costs recognized in the nine months ended September 30, 2006
or 2005.

Components of Net Periodic Pension Cost:
 

 
 

Three months ended
September 30,

 
 

Nine months ended
September 30,

 (In Thousands of Dollars)  2006   2005   2006   2005
 Service cost  $ 27  $ 24  $ 79  $ 71
 Interest cost  66  49  194  146
 Amortization of net gain  13  2  37  7
 Net periodic pension cost  $ 106  $ 75  $ 310  $ 224

 
We expect to contribute approximately $350 to the Eltmann, Germany pension plan in 2006. As of September 30, 2006, approximately $261 of contributions
had been made.

Severance Indemnity

In accordance with Italian law, the Company has an unfunded severance plan covering our Pinerolo, Italy employees under which all employees at that
location are entitled to receive severance indemnities upon termination of their employment. The table below summarizes the changes to the severance
indemnity at September 30, 2006 and 2005:
 

 Three months ended
September 30,

 Nine months ended
September 30,

 (In Thousands of Dollars) 2006  2005  2006  2005
Beginning balance $ (7,369)                       $ (6,480) $ (6,644)   $ (7,503)
Amounts accrued (245)     (227)   (770)   (751)
Payments (196)  (49)   133    661
Exchange and other 62   105    (467)   942
Ending balance $ (7,748)                        

$(6,651)
                          

$(7,748)  $ (6,651) )
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NN, Inc.
Notes To Consolidated Financial Statements

(In Thousands, Except Per Share Data)
(unaudited)

Note 7.  New Accounting Pronouncements

On December 16, 2004, the FASB issued SFAS No. 123(R), “Share-Based Payment,” which requires companies to expense the value of employee stock
options and similar awards and establishes standards for the accounting for transactions in which an entity exchanges its equity instruments for goods. SFAS
No. 123(R) is effective for annual periods beginning after June 15, 2005 and applies to all outstanding and unvested share-based payment awards. This
Statement requires a public entity to measure the cost of employee services received in exchange for an award of equity instruments based on the grant-date
fair value of the award (with limited exception). That cost will be recognized over the period during which an employee is required to provide service in
exchange for the award - the requisite service period (usually the vesting period). We adopted SFAS 123(R) effective January 1, 2006. See Note 10 Stock
Compensation.

In November 2004, the FASB issued SFAS No. 151, “Inventory Costs”. SFAS No. 151 clarifies the accounting for abnormal amounts of idle facility expense,
freight, handling costs and wasted material (spoilage). SFAS No. 151 requires that these items be recognized as current-period charges. In addition, SFAS No.
151 requires that the allocation of fixed production overheads to the costs of conversion be based on the normal capacity of the production facilities. This
statement is effective for fiscal years beginning after June 15, 2005. We adopted SFAS No. 151 effective January 1, 2006. SFAS No. 151 has not had a
material impact on our financial statements.

In July 2006, the FASB issued Interpretation No. 48 ("FIN 48"), "Accounting for Uncertainty in Income Taxes—an Interpretation of SFAS 109 "Accounting
for Income Taxes". FIN 48 prescribes a comprehensive model for how a company should recognize, measure, present, and disclose in its financial statements
uncertain tax positions that a company has taken or expects to take on a tax return. Under FIN 48, the financial statements will reflect expected future tax
consequences of such positions presuming the taxing authorities' full knowledge of the position and all relevant facts, but without considering time values.
FIN 48 also revises disclosure requirements and introduces a prescriptive, annual, tabular roll-forward of the unrecognized tax benefits. FIN 48 is effective for
fiscal years beginning after December 15, 2006. The Company is in the process of evaluating the effects of FIN 48 on our consolidated financial position,
liquidity, and results of operations.

In September 2006, the FASB issued SFAS No. 157, “Fair Value Measurements” (SFAS 157), which provides guidance on how to measure assets and
liabilities that use fair value. SFAS 157 will apply whenever another US GAAP standard requires (or permits) assets or liabilities to be measured at fair value
but does not expand the use of fair value to any new circumstances. This standard also will require additional disclosures in both annual and quarterly reports.
SFAS 157 will be effective for financial statements issued for fiscal years beginning after November 15, 2007, and will be adopted by us beginning in the first
quarter of 2008. We are currently evaluating the potential impact this standard may have on our consolidated financial position and results of operations, but
do not believe the impact of the adoption will be material.

In September 2006, the SEC staff issued Staff Accounting Bulletin (SAB) No. 108, “Considering the Effects of Prior Year Misstatements when Quantifying
Misstatements in Current Year Financial Statements” (“SAB 108”). SAB 108 was issued in order to eliminate the diversity of practice in how public
companies quantify misstatements of financial statements, including misstatements that were not material to prior years’ financial statements. We will initially
apply the provisions of SAB 108 in connection with the preparation of our annual financial statements for the year ending December 31, 2006. We have
evaluated the potential impact SAB 108 may have on our financial position and results of operations and do not believe the impact of the application of this
guidance will be material.

In September 2006, the FASB issued SFAS No. 158, “Employers’ Accounting for Defined Benefit Pension and Other Postretirement Plans, an amendment of
FASB Statements No. 87, 88, 106 and 132(R)” (SFAS 158). Part of this Statement will be effective as of December 31, 2006, and requires companies that
have defined benefit pension plans and other postretirement benefit plans to recognize the funded status of those plans on the balance sheet on a prospective
basis from the effective date. The funded status of these plans is determined as of the plans’ measurement dates and represents the differences between the
amount of the
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NN, Inc.

Notes To Consolidated Financial Statements
(In Thousands, Except Per Share Data)

(unaudited)

obligations owed to participants under each plan (including the effects of future salary increases for define benefit plans) and the fair value of each plan’s
assets dedicated to paying those obligations. To record the funded status of those plans, unrecognized prior service costs and net actuarial losses experienced
by the plans will be recorded in the Other Comprehensive Income (OCI) section of shareholders’ equity on the balance sheet. The Company is required to
initially recognize the funded status of our defined benefit plan, covering our Eltmann, Germany facility, and provide required disclosures for fiscal years
ending after December 15, 2006. Based on the December 31, 2005, funded status of our defined benefit plan, we estimate the effect of SFAS 158 at that time
would have been to increase total liabilities approximately $0.5 million, increase assets by approximately $0.2 million, and decrease shareholders’ equity by
approximately $0.3 million. The actual effect will depend on the funded status as of December 31, 2006.

Note 8.  Long-Term Debt and Short-Term Debt

Long-term debt at September 30, 2006 and December 31, 2005 consisted of the following:
 

 
September 30,

2006
 December 31,

2005
Borrowings under our $90,000 revolving credit facility bearing interest at a

floating rate equal to LIBOR (5.32% at September 30, 2006) plus an
applicable margin of 0.60 to 0.925, expiring September 20, 2011 $ 22,743

 

$ --
    
Borrowings under our $30,000 revolving credit facility bearing interest at a

floating rate equal to LIBOR (5.32% at September 30, 2006) plus an
applicable margin of 1.25 to 2.0 (closed on September 21, 2006) --

 

17,900
    
Borrowings under our 26,300 Euro term loan originally expiring on May 1,

2008, bearing interest at a floating rate equal to Euro LIBOR (3.056% at
June 30, 2006) plus an applicable margin of 1.25 to 2.0 payable in
quarterly installments of Euro 1,314 beginning July 1, 2003 through April
1, 2008. This part of the facility was paid in full and was closed on
September 21, 2006. --

 

4,668
    
Borrowings under our $40,000 aggregate principal amount of senior notes

bearing interest at a fixed rate of 4.89% maturing on April 26, 2014.
Annual principal payments of $5,714 begin on April 26, 2008 and extend
through the date of maturity. 40,000

 

40,000
    

Total debt 62,743 62,568  
    

Less current maturities of long-term debt 243 4,668
    
Long-term debt, excluding current maturities of long-term

debt $ 62,500
 

$ 57,900

On September 21, 2006, the Company entered into a five-year $90.0 million revolving credit facility maturing in September 2011 with Key Bank as the
administrative agent. This facility can be increased to a maximum of $120.0 million under certain conditions specified in the agreement. The credit facility
provides the Company the ability to borrow in US dollars at LIBOR plus an applicable margin of 0.60 to 0.925 or Euros at EURIBOR plus an applicable
margin of  0.60 to .0925. The facility has a $10.0 million swing line feature to meet short term cash flow needs. Any borrowings under this swing line are
considered short term. Costs associated with entering into the revolving credit facility were capitalized and will be amortized into interest expense over
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NN, Inc.
Notes To Consolidated Financial Statements

(In Thousands, Except Per Share Data)
(unaudited)

 
the life of the facility. As of September 30, 2006, $457 of capitalized loan origination cost was on the balance sheet within other assets and was presented in
the Financing Activities section of the Statement of Cash Flows. This new credit facility replaced our prior $90.0 million credit facility with AmSouth Bank
as administrative agent. The loan agreement contains customary financial and non-financial covenants specifying that we must maintain certain liquidity
measures. The loan agreement also contains customary restrictions on, among other things, additional indebtedness, liens on our assets, sales or transfers of
assets, investments, restricted payments (including payment of dividends and stock repurchases), issuance of equity securities, and merger, acquisition and
other fundamental changes in the Company’s business. The credit agreement is un-collateralized except for the pledge of stock of certain foreign and
domestic subsidiaries and guarantees of certain domestic subsidiaries.

The $18,917 classified as current portion of long-term debt at June 30, 2006, was repaid as the revolving credit facility which was to expire on June 30, 2007
was replaced with the new facility discussed above. In the third quarter of 2006, $95 of capitalized loan cost related to the repaid revolving facility was
written off to interest expense. The $4,668 under the Euro term loan classified as current portion of long-term debt at December 31, 2005 was repaid in the
first quarter of 2006. The borrowings under the 26,300 Euro term loan have all been repaid and the facility was replaced with the new facility discussed
above. Capitalized loan costs related to this portion of the facility amounting to $133 were written off as of June 30, 2006. We were in compliance with all
covenants related to the new $90.0 million credit facility and the $40.0 million senior notes as of  September 30, 2006.

The fair value of our fixed rate long-term borrowing is estimated using a discounted cash flow analysis based on our incremental borrowing rates for similar
types of borrowing arrangements. We estimate the fair value of the $40.0 million notes to be $37,982 and $38,739 at September 30, 2006 and December 31,
2005, respectively.

Note 9.   Goodwill and Intangible Assets, net
 
Goodwill and intangibles, net totaled $45,069 and consisted of goodwill of $42,974 and intangible assets subject to amortization of $2,095 as of September
30, 2006.

The changes in the carrying amount of goodwill and of the intangible assets subject to amortization for the nine month period ended September 30, 2006 and
the twelve month period ended December 31, 2005 are as follows:

Goodwill
 

 

 
 
(In Thousands of Dollars)

             Plastic and
Rubber

Components
 Segment

 
 

NN Europe
Segment

 
 

Total

 
Balance as of January 1, 2005

 
$ 25,755

 
$ 18,702

 
$ 44,457

Currency impacts  --  (2,809)  (2,809)
Balance as of December 31, 2005  $ 25,755 $ 15,893                                         $41,648
Balance as of January 1, 2006  $ 25,755  $15,893                                        $41,648
 Currency impacts  --  1,326  1,326
 Balance as of September 30, 2006  $ 25,755  $ 17,219  $ 42,974

 

 

 
11



NN, Inc.
Notes To Consolidated Financial Statements

(In Thousands, Except Per Share Data)
(unaudited)

Intangible assets subject to amortization, net of amortization
 

 
 
(In Thousands of Dollars)

 
NN Europe

Segment

 
 

Total
Balance as of January 1, 2005 $ -- $ --

Acquisition of intangibles 456 456
Amortization -- --
Currency impacts (24) (24)

Balance as of December 31, 2005 $ 432 $ 432
Balance as of January 1, 2006 $ 432 $ 432
    Acquisition of intangibles 1,855 1,855
    Amortization (243) (243)
    Currency impacts 51 51
 Balance as of September 30, 2006 $ 2,095 $ 2,095

   
 
 
The intangible asset in the table above is a contract intangible related to the SNR purchase agreement and related supply agreement (See Note 5.) This
intangible asset is subject to amortization over approximately 5 years and amortization expense will approximate $500 for each of the five years. For the three
and nine months ended September 30, 2006, the amortization expense totaled $125 and $243, respectively, and accumulated amortization totaled $243 at
September 30, 2006.

Note 10.   Stock Compensation

On January 1, 2006, the Company adopted SFAS No. 123(R) “Share-Based Payment.” SFAS No. 123(R) replaces SFAS No. 123 “Accounting for Stock-
Based Compensation” and supersedes Accounting Principles Board Opinion (“APB”) No. 25 “Accounting for Stock Issued to Employees” and amends SFAS
No. 95 “Statement of Cash Flows.” Prior to adoption of SFAS No. 123(R) the Company followed the disclosure-only requirements of SFAS No. 123 and
continued to account for stock compensation under the requirements of APB No. 25.

The Company adopted SFAS No. 123(R) using the modified prospective method that requires compensation expense of all employee and non-employee
director share-based compensation awards be recognized in the financial statements based upon their fair value over the requisite service or vesting period for
all new awards granted after the effective date and for all awards granted prior to the effective date of SFAS No. 123(R) that remain unvested on the effective
date. Under the requirements of APB No. 25, the Company was required to recognize compensation cost only for stock option awards granted at a price lower
than the market stock price at the date of grant. Effective with adoption of SFAS No. 123(R) , compensation expense related to stock option awards is
recognized in the financial statements at the fair value of the award. The Company accounts for restricted share awards by recognizing the fair value of the
awarded stock at the grant date as compensation expense over the vesting period, less anticipated forfeitures.

In accordance with implementation requirements of SFAS No. 123(R) under the modified prospective method, the Company did not restate prior fiscal
periods and is required to continue the same disclosure only requirements of SFAS No. 123 for comparative purposes until all periods reported are
comparable on the same basis. The following table illustrates the reported net earnings for 2005 and pro-forma net earnings for 2005 including the effects of
expensing stock options.
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(In Thousands, Except Per Share Data)
(unaudited)

 

 (In Thousands, Except per Share Data)

 Three months
ended

September 30, 2005

 Nine months
ended

September 30, 2005
Net income - as reported  $ 2,557  $ 9,892
Stock based compensation (income) expense, net of income tax,

included in net income as reported
 

(49)
 

(108)
Stock based compensation costs, net of income tax, that would have

been included in net income if the fair value method had been
applied

 

(19)

 

(307)
Net income - pro-forma for 2005  $ 2,489  $ 9,477
     
Basic earnings per share - as reported  $ 0.15  $ 0.58
Stock based compensation (income) expense, net of income tax,

included in net income as reported
 

(0.01)
 

(0.01)
Stock based compensation costs, net of income tax, that would have

been included in net income if the fair value method had been
applied

 

--

 

(0.02)
Basic earnings per share - pro-forma for 2005  $ 0.14  $ 0.55
     
Earnings per share-assuming dilution - as reported  $ 0.15  $ 0.57
Stock based compensation (income) expense, net of income tax,

included in net income as reported
 

(0.01)
 

(0.01)
Stock based compensation costs, net of income tax, that would have

been included in net income if the fair value method had been
applied

 

--

 

(0.02)
Earnings per share - assuming dilution-pro-forma for 2005  $ 0.14  $ 0.54

In the three and nine month periods ended September 30, 2006, approximately $116 and $321, respectively, of compensation expense was recognized in
selling, general and administrative expense for all share-based awards. The cost recognized related to the restricted stock awards for the three and nine month
periods was $47 and $252, respectively. The compensation expense recognized related to stock options during the three and nine month periods ended
September 30, 2006 was $69. The impact on net income of all stock compensation expense in the nine months ended September 30, 2006 was approximately
$231, net of tax benefits of $90.

Stock Option Awards

Option awards are typically granted to non-employee directors and key employees on an annual basis. A single option grant is typically awarded to eligible
employees and non-employee directors in the third quarter of each year if and when granted by the Compensation Committee of the Board of Directors and
occasional individual grants are awarded to eligible employees throughout the year. All employee and non-employee directors are awarded options at an
exercise price equal to the closing price of the Company's stock on the date of grant. The term life of options is ten years with vesting periods of generally
three years for key employees and one year for non-employee directors. The fair value of options cannot be determined by market value as our options are not
traded in an open market. Accordingly, a financial pricing model is utilized to determine fair value. The Company utilizes the Black Scholes model which
relies on certain assumptions to estimate an option's fair value.
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(In Thousands, Except Per Share Data)

(unaudited)

On August 14, 2006, the Company granted 154 options to certain key employees and non-employee directors. The assumptions relevant to determining the
fair value at the date of grant are below:

Term - 6 years
Risk free interest rate - 4.95%
Dividend yield - 2.78%
Volatility - 43.68%
Expected forfeiture rate - 6.20%

The volatility rate is derived from actual Company common stock volatility over the same time period as the expected term. The volatility rate is derived by
mathematical formula utilizing daily closing price data.

The expected dividend yield is derived by mathematical formula which uses the expected Company annual dividends over the expected term divided by the
fair market value of the Company's common stock at the grant date.

The average risk-free interest rate is derived from United States Department of Treasury published interest rates of daily yield curves for the same time period
as the expected term.

The forfeiture rate is determined from examining the historical pre-vesting forfeiture patterns of past option issuances to key employees and non-employee
directors. While the forfeiture rate is not an input of the Black Scholes model for determining the fair value of the options, it is an important determinant of
stock option compensation expense to be recorded. Prior to the quarter ended September 30, 2006, the Company used a standard forfeiture rate of 5%.

The term is derived from using the “Simplified Method” of determining stock option terms as described under the Securities and Exchange Commissions
Staff Accounting Bulletin 107. Prior to the quarter ended September 30, 2006, the option term was equal to the vesting period of 3 years.

The following table provides a reconciliation of option activity for the nine month period ended September 30, 2006:

Options

 

 Shares (000)   

Weighted-
Average
Exercise

Price   

Weighted-
Average

Remaining
Contractual

Term   

Aggregate
Intrinsic

Value
($000)  

Outstanding at January 1, 2006   1,403 $ 9.56       
Granted   154 $ 11.50       
Exercised   (69)  9.14       
Forfeited or expired   --  --       
Outstanding at September 30, 2006   1,488 $ 9.80  6.31 $ 3,025(1)

Exercisable at September 30, 2006   1,334 $ 9.60  5.80 $ 2,974(1)

(1) Intrinsic value is the amount by which the market price of the stock exceeds the exercise price of the options at September 30, 2006.

At December 31, 2005, all outstanding options were fully vested and no compensation expense was incurred from these options. There were 154 and 267
options granted, respectively during the nine month periods ended September 30, 2006 and 2005. The weighted average grant date fair value of the options
granted during the nine months ended September 30, 2006 was $4.30. As of September 30, 2006, there was approximately $522 of unrecognized
compensation cost to be recognized over approximately three years.
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(unaudited)

Cash proceeds from the exercise of options in the three and nine month periods ended September 30, 2006 totaled approximately $0 and $696, respectively. In
the three and nine month periods ended September 30, 2005, the Company received $739 and $2,861, respectively, in cash proceeds from the exercise of
stock options. For the nine month periods ended September 30, 2006 and 2005, proceeds from stock options were presented inclusive of tax benefits of
 $87 and $626, respectively, in the Financing Activities section of the Consolidated Statements of Cash Flows. The total intrinsic value of options exercised
during the nine month periods ended September 30, 2006 and 2005 was $290 and $1,846, respectively.

Restricted Stock Awards

In addition to stock option awards, the Company has restricted stock awards, the first grant of which was in July 2005. The Company’s policy for issuing
restricted shares is similar to that described under “Stock Option Awards”. The recognized compensation costs before tax for these restricted stock awards in
the three and nine month periods ended September 30, 2006 were approximately $47 and $252, respectively. The recognized compensation expense for
restricted stock in the three and nine month periods ended September 30, 2005 was $103. The unrecognized compensation cost before tax for these awards at
September 30, 2006 and 2005 total approximately $215 and $570, respectively, to be recognized over approximately two years. As of September 30, 2006,
the forfeiture rate of the awards granted was 0%. Below is a summary of the status of the restricted shares as of September 30, 2006 and changes during the
nine month period ended September 30, 2006:

 
 

Non-vested Shares

 
Shares
(000)

Weighted
Average Grant-
Date Fair Value

Non-vested at January 1, 2006  53  $ 12.70
Granted  --  --
Vested  (18)  $ 12.70
Forfeited  --  --
Non-vested at September 30, 2006  35  $ 12.70

Note 11.   Common Stock Repurchase

During the first quarter of 2006, the Company’s Board of Directors authorized a stock repurchase program under which the Company is authorized to
repurchase up to $10 million in common stock of the Company, during the subsequent 18 months in the open market or in private transactions, in accordance
with applicable laws and regulations. This amount represented approximately 5% of the Company’s outstanding stock at the date of authorization. During the
third quarter of 2006, the Company repurchased 157 shares at an approximate average cost of $11.82 a share for a total of $1,852. For the nine months ended
September 30, 2006, the Company has repurchased 214 shares for a total of $2,534 at an approximate average cost of $11.87 per share. These shares have
been retired and were recorded as an offset to additional paid in capital.

Note 12.   Restructuring Charges

Eltmann, Germany Restructuring

During the fourth quarter of 2004, we announced a reduction in staffing at our Eltmann, Germany ball production facility, a component of our NN Europe
Segment. This restructuring has affected 76 employees and is expected to affect another 8 and will be completed during 2006.

The following summarizes the restructuring charges related to the restructuring at the Company’s Eltmann, Germany facility for the twelve months ended
December 31, 2005 and the nine months ended September 30, 2006:
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Twelve months ended December 31, 2005
 

(In Thousands of Dollars)
Reserve Balance

at 01/01/05  
Adjustment to

Reserve  
Paid in

2005  
Currency
Impacts  

Reserve Balance
at 12/31/05

Severance and other employee
costs $ 2,290  $ (342)  $ (884)  $ (219)  $ 845
 $ 2,290  $ (342)  $ (884)  $ (219)  $ 845

Nine months ended September 30, 2006
 

(In Thousands of Dollars)
Reserve Balance

at 01/01/06  Charges  
Paid in

2006  
Currency
Impacts  

Reserve Balance
at 09/30/06

Severance and other employee
costs $ 845  $ --  

 
$ (531)  $ 45  $ 359

 $ 845  $ --  $ (531)  $ 45  $ 359

No additional charges are expected to be incurred related to the 2004 restructuring program. We expect to pay all amounts by 2007, as some employees have
elected to defer their severance payments. There were no additional restructuring charges during the three and nine month periods ended September 30, 2006
or 2005.

Note 13.   Property, Plant and Equipment

During the first quarter of 2006, we completed a sale of excess land and two buildings at NN Europe’s Pinerolo, Italy plant. The net book value of this land
and buildings was $1,013 and was classified as held for sale at December 31, 2005. The proceeds from the sale were $2,804, resulting in a pre-tax gain of
$1,791. In addition, the Pinerolo plant disposed of excess machinery in the first quarter of 2006 with a net book value of $1,087, resulting in a pre-tax loss of
$1,065.
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Item 2.  Management’s Discussion and Analysis of Financial Condition and Results of Operations

Risk Factors

Our risk factors are disclosed in our Annual Report on Form 10-K for the fiscal year ended December 31, 2005 under Item 1.A. “Risk Factors”. There have
been no material changes to these risk factors since December 31, 2005.

Results of Operations

Three Months Ended September 30, 2006 Compared to the Three Months Ended September 30, 2005

CONSOLIDATED

 (In Thousands of Dollars)   Total  
 2006 2005 Change
Net sales $ 74,870 $ 74,998 $ (128)
Cost of products sold (exclusive of depreciation
and amortization shown separately below) 58,693 58,177 516
Selling, general, and administrative 7,178 7,180 (2)
Depreciation and amortization 4,192 3,998 194
Interest expense, net 916 967 (51)
Other (income) expense, net (550) 53 (603)
Income before provision for income taxes 4,441 4,623 (182)
Provision for income taxes 1,808 2,066 (258)
Net income $ 2,633 $ 2,557 $ 76

Net Sales. Overall revenues decreased as sales in the Plastics and Rubber Components Segment (“Plastics and Rubber”) ($2.2 million) and Domestic Ball and
Roller Segment (“Domestic Ball and Roller”) ($1.0 million) were lower and the NN Europe Segment (“NN Europe”) sales were up ($3.1 million). The
Plastics and Rubber sales to certain automotive customers were lower than same quarter last year. The NN Europe increase was due primarily to the positive
impacts from Euro denominated sales increasing in value relative to the dollar ($2.2 million) and price increases from contractual raw material pass through
($0.7 million). Domestic Ball and Roller sales were down due to lower sales to an existing customer as a result of a workers’ strike in Korea.

Cost of Products Sold (exclusive of depreciation and amortization.) Cost of products sold decreased in Plastics and Rubber ($2.2 million) and at Domestic
Ball and Roller ($0.3 million). Cost of products sold was up at NN Europe ($3.0 million). The Plastics and Rubber decrease was due to lower sales volume to
certain larger automotive customers and cost management and cost reduction initiatives. Domestic Ball and Roller was down due to lower sales volume
partially offset by higher inflation net of cost reductions. NN Europe was up due to Euro denominated cost increasing in value relative to the U.S. Dollar
($1.8 million), increased sales volumes, and inflation partially offset by cost reductions.

Selling, General and Administrative Expenses. The unfavorable impact of Euro denominated costs increasing in value relative to the dollar ($0.2 million) was
offset by decreases due to overall cost control initiatives.
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Results by Segment

NN EUROPE SEGMENT

  NN Europe
 (In Thousands of Dollars)  2006 2005 Change
Net sales  $ 46,863 $ 43,749 $ 3,114
     
Pre-tax income  $ 4,290 $ 3,856 $ 434

The sales increase at NN Europe was primarily due to the positive impacts from the increase in value of the Euro relative to the U.S. Dollar ($2.2 million).
Additionally, NN Europe benefited from price increases of passing through raw material inflation to certain customers with long term sales contracts ($0.7
million). Finally, volume was up slightly, as sales to a new customer offset unfavorable product mix to an existing customer ($0.2 million).

Foreign exchange appreciation of the Euro added $0.2 million to pre-tax income. The increases in sales price from passing through raw material cost
increases were offset by raw material inflation. Inflation in labor and utilities ($1.2 million) was not completely offset by cost reduction initiatives ($1.0
million). Pre-tax income was negatively affected by higher spending for research and development in Europe ($0.1 million). Depreciation and amortization
costs were higher due to depreciation and amortization of the machinery and contract intangibles from the SNR machinery purchase ($0.2 million). Interest
costs were lower as NN Europe paid off its Euro based loans during the first quarter of 2006 ($0.3 million). An additional positive impact of foreign exchange
was from the increasing value of the Slovakian Koruna against the Euro at our Slovakian operation ($0.5 million).

DOMESTIC BALL AND ROLLER SEGMENT

 Domestic Ball and Roller
 (In Thousands of Dollars)  2006 2005 Change
Net sales  $ 15,365 $ 16,444 $ (1,079)
     
Pre-tax loss  $ (922) $ (49) $ (873)

The revenues at Domestic Ball and Roller were down due to volume decreases to an existing customer ($1.3 million). The cause for this downturn was the
customer’s business being affected by a workers’ strike at an automotive manufacturer in Korea, which is now ended. Partially offsetting this volume loss was
favorable sales mix and targeted price increases for certain products ($0.2 million).

The decrease in pre-tax income is from the sales volume reductions net of lower manufacturing cost ($0.6 million) and inefficiencies at the China operation
due to start up of manufacturing operations ($0.3 million). Targeted sales price increases partially offset these decreases ($0.2 million). In addition, interest
expense increased due to higher debt balances and interest rates on variable rate debt ($0.2 million).
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PLASTICS AND RUBBER COMPONENTS SEGMENT

 Plastics And Rubber Components
 (In Thousands of Dollars)  2006 2005 Change
Net sales  $ 12,642 $ 14,805 $ (2,163)
     
Pre-tax income  $ 1,073 $ 816 $ 257

Revenues in Plastics and Rubber were down due to lower sales volume of rubber seals into the automotive market ($2.2 million).

Pre-tax income was negatively affected by the volume decreases in sales net of cost of goods sold ($0.9 million), which was more than offset by cost
reductions. The cost reductions were in the areas of material usage, labor, fixed overhead, and administrative cost, and are the direct result of the IMC portion
of segment extensively applying the principles of Level 3 ($1.1 million).

Nine Months Ended September 30, 2006 Compared to the Nine Months Ended September 30, 2005

CONSOLIDATED

(In Thousands of Dollars) Total
 2006 2005 Change
Net sales $ 244,441 $ 245,500 $ (1,059)
Cost of products sold (exclusive of depreciation
and amortization shown separately below) 189,597 191,848 (2,251)
Selling, general, and administrative 21,922 21,961 (39)
Depreciation and amortization 12,779 12,302 477
(Gain) loss on disposal of assets (726) 6 (732)
Interest expense, net 2,923 2,976 (53)
Other income, net (310) (286) (24)
Income before provision for income taxes 18,256 16,693 1,563
Provision for income taxes 6,908 6,801 107
Net income $ 11,348 $ 9,892 $ 1,456

Net Sales. Overall sales decreased due to the effects of foreign exchange ($2.7 million) and lower sales volume ($3.5 million) partially offset by higher selling
prices from the pass through of raw material price inflation to certain customers ($5.1 million.) The foreign exchange effects were due to Euro denominated
sales having less value relative to the U.S. Dollar in 2006 versus 2005. The lower sales volume was in NN Europe ($1.7 million) and Plastics and Rubber
($4.0 million) offset by Domestic Ball and Roller ($2.2 million). The price increases were in all three segments.

Cost of Products Sold (exclusive of depreciation and amortization.) Cost of products sold decreased primarily as Euro denominated cost had less value
relative to the U.S. Dollar ($2.2 million), in addition to lower sales volume ($2.7 million), and impacts of cost reductions ($4.3 million). These decreases were
partially offset by increased cost of products sold due to inflation in raw material, energy, labor, and other manufacturing costs ($7.0 million).

Selling, General and Administrative Expenses. For the nine month period, these costs were flat; however, the positive foreign exchange impact of Euro
denominated cost losing in value relative to the U.S. Dollar ($0.2 million) was offset by higher compensation costs due to stock option expensing. 

(Gain) Loss of Disposal of Assets. In 2006, NN Europe had a gain related to the disposal of excess land and building of $1.8 million which was partially offset
by a loss on disposal of excess equipment of $1.1 million.
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RESULTS BY SEGMENT

NN EUROPE SEGMENT

  NN Europe
 (In Thousands of Dollars)  2006 2005 Change
Net sales  $ 150,836 $ 152,460 $ (1,624)
     
Pre-tax income  $ 15,427 $ 13,553 $ 1,874

The revenue decrease at NN Europe was primarily due to the effect of Euro denominated sales having less value relative to the U.S. Dollar in 2006 versus
2005 ($2.7 million). In addition, volume was lower ($1.7 million) primarily due to the forecasted loss of INA business and lower sales of higher priced small
sized balls to an existing customer. These reductions were partially offset by price increases from contractual pass through of raw material cost increases to
certain customers ($2.8 million).

The increase in pre-tax income at NN Europe is due to price increases to customers, lower cost of products sold, gain from sale of land and building and
lower interest costs, partially offset by effects of devaluation of the Euro relative to the U.S. Dollar, and effects of inflation in material, labor and utilities.
Material, labor, and utility inflation ($4.2 million) was completely offset by cost reduction initiatives ($3.0 million), and the sales price increases due to
contractual pass through of raw material cost increases to customers ($2.8 million). The negative impact on pre-tax income of the devaluation of the Euro
relative to the U.S. Dollar in 2006 vs. 2005 ($0.3 million), and lower sales volume ($0.4 million) reduced pre-tax income. The gain from the sale of land at
Pinerolo, net of machinery disposals, added $0.7 million to pre-tax income. Interest cost was lower ($0.7 million) due to the pay-off in the first quarter of
2006 of the Euro denominated loan. Depreciation and amortization expense was higher due to depreciation and amortization of machinery and contract
intangibles from the SNR machinery purchase ($0.5 million).

DOMESTIC BALL AND ROLLER SEGMENT

  Domestic Ball and Roller
 (In Thousands of Dollars)  2006 2005 Change
Net sales  $ 52,697 $ 48,879 $ 3,818
     
Pre-tax income (loss)  $ (910) $ 1,647 $ (2,557)

The sales increases at Domestic Ball and Roller are due primarily to higher sales volume of $2.2 million and price increases from passing through material
inflation to customers of $1.6 million. The sales volume increases were within ball products of the segment due to the effects of share gain within an existing
customer. In the third quarter, this volume increase was partially offset by a downturn at an existing customer due to an automotive strike in Korea.

The decrease in pre-tax income at Domestic Ball and Roller is due to increases in cost of products sold at the U.S. and China operations and higher SG&A,
depreciation, and interest cost. The positive impact of sales volume increases ($0.8 million) and price increases from raw material inflation pass-through ($1.6
million) were offset by higher inflation in material, labor, supplies ($2.8 million), and inefficiencies primarily at our China operations due to start up of the
manufacturing facility and at our U.S. operations to a lesser extent ($1.4 million). The higher SG&A cost were due to stock compensation expense and
salaries ($0.2 million). The increased depreciation expense was due to starting to depreciate fixed assets at the China operation ($0.2 million). The interest
cost increase was due to higher outstanding balances and interest rates on our variable rate debt ($0.5 million).
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PLASTICS AND RUBBER COMPONENTS SEGMENT

 Plastics And Rubber Components
 (In Thousands of Dollars)  2006 2005 Change
Net sales  $ 40,908 $ 44,161 $ (3,253)
     
Pre-tax income  $ 3,739 $ 1,493 $ 2,246

Sales at Plastics and Rubber were down primarily due to lower volume in the rubber seal business sold into the automotive market ($4.0 million) partially
offset by targeted price increases, not related to material cost pass through, in the plastics portion of the segment ($0.7 million).

The increase in pre-tax income at the Plastics and Rubber Components Segment was due to price increases ($0.7 million) and to Level 3 and other cost saving
initiatives in the areas of material usage, labor efficiency, and overhead cost ($3.4 million). These increases were partially offset by raw material and utilities
inflation ($0.4 million) and the impact, net of cost of goods sold, of reductions in sales volume ($1.5 million.)

Liquidity and Capital Resources

On September 30, 2006, the Company entered into a new $90.0 million five year revolving credit facility, with Key Bank as the administrative lead, which
can be increased up to a maximum of $120.0 million under certain conditions. Although the maximum amount under the facility is $120.0 million, initially
only $90.0 million has been approved by the lenders. The additional $30.0 million is a pre-approved option to increase the size of the facility should the
Company need to do so in the future and maintain current creditworthiness. The prior $90.0 million credit facility with AmSouth Bank as administrative lead
was paid in full and cancelled as of the same date.

Amounts outstanding under the new $90.0 million credit facility and the $40.0 million notes as of September 30, 2006 were $22.7 million and $40.0 million,
respectively. See Note 8 of the Notes to Consolidated Financial Statements. We were in compliance with all covenants of our new $90.0 million syndicated
credit facility and our $40.0 million senior notes as of September 30, 2006.

We bill and receive payment from some of our customers in Euros as well as other currencies. In 2006, the fluctuation of the Euro against the U.S. Dollar has
negatively impacted revenue and income and increased the value of assets and liabilities, as the average exchange rate is lower from the nine months ended
September 30, 2005 to nine months ended September 30, 2006 and the spot rate at September 30, 2006 was higher than the exchange rate at December 31,
2005. As of September 30, 2006, no currency hedges were in place. A strengthening of the U.S. Dollar and/or Euro against foreign currencies could impair
our ability to compete with international competitors for foreign as well as domestic sales.

Working capital, which consists principally of accounts receivable and inventories offset by accounts payable, was $53.0 million at September 30, 2006 as
compared to $41.1 million at December 31, 2005. The ratio of current assets to current liabilities increased from 1.63:1 at December 31, 2005 to 1.85:1 at
September 30, 2006. The increase in working capital is due primarily to the increase in the cash balance in Europe ($6.8 million) and the appreciation in value
of Euro denominated working capital balances when translated to US Dollars ($1.0 million). In addition, the working capital is higher due to the payoff of the
short term portion of debt ($4.7 million) that was offsetting the December 31, 2005 working capital. Cash flow provided by operations was $22.8 million
during the first nine months of 2006, compared with cash flow provided by operations of $10.3 million during the first nine months of 2005. The increase in
operating cash flow is due to higher net income excluding non cash effects of depreciation and amortization ($2.2 million) and improvements in management
of working capital. Accounts receivable have increased in 2006 at a much lower rate than 2005 due to improved days sales outstanding performance and
lower sales volumes ($4.0 million). Inventory levels have been reduced in 2006, versus an increase in 2005, in line with 2006 targeted inventory reductions
goals ($4.0 million). Finally, the reduction in accounts payable has been less in 2006 than 2005 ($2.1 million).
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Total assets and current assets increased approximately $11.3 million and $4.2 million, respectively, from the December 31, 2005 balance due to appreciation
of the Euro relative to the U.S. Dollar. Factoring out the foreign exchange effects, accounts receivable, net is up due to higher sales volume than year end and
an increase in days sales outstanding ($0.7 million). Inventories, net are down due to targeted inventory reduction goals for 2006 ($2.2 million). Cash and
cash equivalents are higher due to the positive cash flow in Europe ($6.8 million). Subsequent to quarter end, this cash was repatriated to pay down debt in
the U.S. Factoring out foreign exchange effects, property plant and equipment, net is lower as year to date capital spending has been lower than depreciation
and the NN Europe Segment disposed of certain machines ($1.8 million). In addition, land held for sale at December 31, 2005 was sold ($1.1 million).
Finally, goodwill and intangibles, net increased by $1.9 million due to the acquisition of the contract intangibles related to the SNR asset purchase.

Total liabilities and current liabilities increased approximately $5.0 million and $3.2 million, respectively from the December 31, 2005 balance due to
appreciation of the Euro relative to the U.S. Dollar. Factoring out the foreign exchange effects, Accounts payable is lower primarily due to the effect of
seasonality of purchases in Europe caused by the August holidays ($4.3 million).

During 2006, we plan to spend approximately $18.8 million on capital expenditures of which $7.6 million is related primarily to equipment, process
upgrades, and replacements, approximately $8.9 million principally related to geographic expansion of our manufacturing base, and $2.3 million related to the
completion of the purchase of certain equipment at SNR. In addition, we will pay $2.0 million for contract intangibles related to the SNR equipment
purchase. Of these amounts approximately $13.5 million has been spent through September 30, 2006. We intend to finance these activities with cash
generated from operations and funds available under the credit facilities described above. We believe that funds generated from operations and borrowings
from the credit facilities will be sufficient to finance our working capital needs, projected capital expenditure requirements, dividends payments, and share
repurchase program through December 2006.

During the first quarter of 2006, our Board of Directors authorized a stock repurchase program under which we are authorized to repurchase up to $10 million
in our common stock during the subsequent 18 months in the open market or in private transactions, in accordance with applicable laws and regulations. This
amount represented approximately 5% of our outstanding stock at the date of authorization. During the three and nine month periods ended September 30,
2006, we repurchased 0.157 million and 0.214 million shares, respectively, at an average of approximately $11.82 and $11.87 per share, respectively, for a
total of approximately $1.9 million and $2.5 million, respectively. These shares were retired and were recorded as on offset to additional paid in capital.

During the third quarter of 2006, the dividend declared on August 14, 2006 was paid totaling $1.4 million. For the nine months ended September 30, 2006,
$4.1 million in dividends have been declared and paid at a rate of approximately $0.24 a share.

Seasonality and Fluctuation in Quarterly Results
 
Our net sales historically have been of a seasonal nature due to the fact that a significant portion of our sales are to European customers that cease or
significantly slow production during the month of August.

Critical Accounting Policies

Our significant accounting policies, including the assumptions and judgments underlying them, are disclosed in our annual report on Form 10-K, for the fiscal
year ended December 31, 2005 including those policies as discussed in Note 1 to the annual report. These policies have been consistently applied in all
material respects and address such matters as revenue recognition, inventory valuation, asset impairment recognition, business combination accounting and
pension and postretirement benefits. There can be no assurance that actual results will not significantly differ from the estimates used in these critical
accounting policies. The one material change during the nine month period ended September 30, 2006 was adoption of SFAS 123(R) related to accounting for
stock compensation (see Note 10 of the financial statements). SFAS 123(R) has had a minimal effect on the financial statements for the three and nine month
periods ended September 30, 2006, as 2006 options granted were only outstanding for two months of 2006 and as outstanding options were 100% vested at
December 31, 2005. In addition, SFAS 123 (R) has mandated the elimination of variable accounting under APB 25 and FIN 44 with the adoption of SFAS
123(R).
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Sales Concentration

The contract covering sales to Schaeffler Group (INA) from our European locations expired on June 30, 2006. We are in the final stages of developing a
supply agreement to replace the agreement that expired. Even though the contract has technically expired, we are still actively selling to Schaeffler Group
(INA). We have reached an agreement in principle for a two year extension and expect to have a signed agreement during the fourth quarter of 2006.

In addition, we are in process of negotiating a new long term agreement with SKF to replace the one for precision balls that expired July 31, 2006. SKF has
informally agreed in principle to carry the current agreement through to December 31, 2006. We have an agreement in principle with SKF for a three year
extension and expect to have a signed agreement during the fourth quarter of 2006.

Item 3.  Quantitative and Qualitative Disclosures About Market Risk

We are exposed to changes in financial market conditions in the normal course of our business due to use of certain financial instruments as well as
transacting in various foreign currencies. To mitigate the exposure to these market risks, we have established policies, procedures and internal processes
governing our management of financial market risks. We are exposed to changes in interest rates primarily as a result of our borrowing activities. At
September 30, 2006, we had $22.7 million outstanding under the domestic credit facilities and $40.0 million aggregate principal amount of senior notes
outstanding. See Note 8 of the Notes to Consolidated Financial Statements. At September 30, 2006, a one-percent increase in the interest rate charged on our
outstanding borrowings under our credit facilities, which are subject to variable interest rates, would result in interest expense increasing annually by
approximately $0.2 million.

Translation of our operating cash flows denominated in foreign currencies is impacted by changes in foreign exchange rates. We did not hold a position in any
foreign currency hedging instruments as of September 30, 2006.

Item 4.  Controls and Procedures

Under the supervision and with the participation of our management, including our Chief Executive Officer and Chief Financial Officer, the Company
conducted an evaluation of the effectiveness of the design and operation of our disclosure controls and procedures pursuant to Rule 13a-15 and 15d-15 of the
Securities Exchange Act of 1934 (the “Exchange Act”). Based upon that evaluation, our management, including the Chief Executive Officer and Chief
Financial Officer, concluded that our disclosure controls and procedures are effective as of September 30, 2006, the end of the period covered by this
quarterly report.

There have been no changes in this fiscal quarter in our internal control over financial reporting or in other factors that have materially affected, or are
reasonably likely to materially affect, our internal control over financial reporting.

Part II. Other Information

Item 1.  Legal Proceedings

On March 20, 2006, we, as well as numerous other parties, received correspondence from the Environmental Protection Agency (“EPA”) requesting
information regarding a former waste recycling vendor previously used by us. The vendor has since ceased operations and the EPA is investigating the clean
up of the site or sites used by the vendor. As of the date of this report, we do not know whether we have any liability related to this vendor’s actions or
estimatable range for any potential liability.

All of our other legal proceedings are of an ordinary and routine nature and are incidental to our operations. Management believes that such proceedings
should not, individually or in the aggregate, have a material adverse effect on our business or financial condition or on the results of operations.
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Item 1.A. Risk Factors

There has not been any material changes in risk factors from those disclosed our Annual Report on Form 10-K for the year ended December 31, 2005 filed on
March 16, 2006.

Item 2.  Unregistered Sales of Equity Securities and Use of Proceeds
a)  None
b)  None
c)  Issuer purchases of equity securities

Issuer Purchases of Equity Securities

Period

(a) Total Number of
Shares

 (or Units)
Purchased

(b) Average Price
Paid

per Share (or Unit)
including

commissions

(c) Total Number of
Shares

(or Units) Purchased
as Part of Publicly

Announced Plans or
Programs

(d) Maximum
Number (or

Approximate Dollar
Value) of Shares that

May Yet Be
Purchased Under the

Plans or Programs
March 1- March 31 20,474 $12.03 20,474 $9,753,714

May 1 - May 31 36,347 $11.98 36,347 $9,318,353
July 1 - July 31 3,100 $11.99 3,100 $9,281,185

August 1 - August 31 153,615 $11.82 153,615 $7,466,064

All purchases were made under the publicly announced $10 million repurchase plan authorized by the Board of Directors.

Item 3.  Defaults upon Senior Securities

None

Item 4.  Submission of Matters to a Vote of Security Holders

None

Item 5.  Other Information

None

Item 6.  Exhibits

10.1  NN, Inc. Elective Deferred Compensation Plan as of January 1, 2005, as amended November 2, 2006.

31.1  Certification of Chief Executive Officer pursuant to Section 302 of Sarbanes-Oxley Act.

31.2  Certification of Chief Financial Officer pursuant to Section 302 of Sarbanes-Oxley Act.
 
        32.1Certification of Chief Executive Officer pursuant to Section 906 of Sarbanes-Oxley Act.

        32.2Certification of Chief Financial Officer pursuant to Section 906 of Sarbanes-Oxley Act.
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SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on its behalf by the undersigned
thereunto duly authorized.
 
   
 NN, Inc.
 
 

 
 

 (Registrant)
 

Date: November 8, 2006 By:  /s/ Roderick R. Baty
 

Roderick R. Baty
 Title:  Chairman, President and Chief Executive Officer

(Duly Authorized Officer)
 

   
  
 
 

 
 

 
 

Date: November 8, 2006 By:  /s/ James H. Dorton
 

James H. Dorton
 Title:  Vice President - Corporate Development and

Chief Financial Officer
(Principal Financial Officer)
(Duly Authorized Officer)
 

 
   
  
 
 

 
 

 
 

Date: November 8, 2006 By:  /s/ William C. Kelly, Jr.
 

William C. Kelly, Jr.
 Title:  Vice President and

Chief Administrative Officer
(Duly Authorized Officer) 
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EXHIBIT 10.1
 
 

NN, INC.
ELECTIVE DEFERRED COMPENSATION PLAN

Preamble

This plan which shall be known as the NN, Inc. Elective Deferred Compensation Plan (the “Plan”), is adopted as of the 1st day of January, 2005, by NN, Inc.,
a Tennessee corporation with principal offices and place of business at Building C, Suite 12, 2000 Waters Edge Drive, Johnson City, Tennessee 37604 (the
“Company”). The Plan is an amendment and restatement of the NN, Inc. Elective Deferred Compensation Plan originally effected February 26, 1999 and
subsequently amended effective January 1, 2002. The Company intends that the Plan shall at all times be administered and interpreted in such a manner as to
constitute an unfunded Plan for the members of the Board of Directors of the Company who contribute materially to the continued growth of the Company, so
as to qualify for all available exemptions from the provisions of Title I of ERISA.

ARTICLE I
ELIGIBILITY AND PARTICIPATION

Section 1 .1     All outside members of the Board of Directors of the Company are eligible to become and remain participants in the Plan.

Section 1 .2     The individuals described in Section 1.1 shall be eligible to participate in the Plan and may do so by filing a written election with the
Company in the form attached or other form approved by the Company. In the first year in which a participant becomes eligible to
participate in the Plan, the newly eligible participant may make an election to defer directors fees for services to be performed subsequent to
the election within 30 days after the date the person becomes eligible. Except as otherwise provided herein, elections to defer payment of
directors fees must be made before the beginning of the calendar year for which the directors fees are payable.

 
Section 1 .3     For each individual electing to participate in the Plan, the Company shall establish and maintain a deferred compensation account. The

amount of each participant's deferred compensation shall be credited to this account as of the date such directors fees otherwise would be
payable. No amount shall actually be set aside for payment under the Plan. Any participant to whom an amount is credited under the Plan
shall be deemed a general, unsecured creditor of the Company.

Section 1.4     Any participant may defer all or any portion of his or her directors fees otherwise payable to him or her by the Company for the calendar
year beginning after the date of said election as he or she may specify in said written election to the Company, and the amounts so deferred
shall be paid only as provided in this Plan. Any new election to defer payment of directors fees must be made before the beginning of the
calendar year for which the directors fees are payable. The election to defer shall be irrevocable as to the deferred-compensation for the
period for which the election is made.
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ARTICLE II

DEFERRED COMPENSATION

All amounts credited under the terms of the Plan to a deferred compensation account maintained in the name of a participant by the Company shall be
invested in any investment option acceptable to the Company.

Such investiment election shall be made on a form approved by the Company.

ARTICLE III

DISTRIBUTION

Section 3.1     On the first day of the month next following the date on which a participant ceases to be a member of the Company~s Board of Directors
for any reason including death, distribution of the amount credited to the participant’s account in accordance with this plan shall commence
to or with respect to the participant in a lump sum.

Section 3.2     If a participant should die before distribution has been made to the participant, the account shall be distributed to the participant’s
beneficiary designated by the participant in writing and delivered to the Company at the time the participant first elected to become a
participant in the Plan. If a participant has not designated a beneficiary, or if no designated beneficiary is living on the date of distribution,
then, notwithstanding any provision herein to the contrary, such amounts shall be distributed to such participant’s estate in a lump sum
distribution as soon as administratively feasible following such participant's death.

Section 3.3     In the event a participant incurs an unforeseeable emergency, the participant may make a written request to the Company for a hardship
withdrawal from his or her account established under the Plan. An unforeseeable emergency is a severe financial hardship to the participant
resulting from a sudden and unexpected illness or accident of the participant or of a dependent (as defined in Section 152(a) of the Internal
Revenue Code of 1986, as amended) of the participant, loss of the participant's property due to casualty, or other similar extraordinary and
unforeseeable circumstances arising as a result of events beyond the control of the participant. Withdrawals of amounts because of an
unforeseeable emergency are only permitted to the extent reasonably needed to satisfy the emergency need. This section shalL be
interpreted in a manner consistent with Sections 1 .457-2(h)(4) and 1 .457-2(h)(5) of the Treasury Regulations.

Section 3.4     Anything herein to the contrary notwithstanding, if, at any time, a court or the Internal Revenue Service determines that an amount in a
participant’s account is includable in the gross income of the participant and subject to tax, the Board of Directors of the Company may, in
its sole discretion, permit a lump sum distribution of an amount equal to the amount determined to be includable in the participants gross
income.
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ARTICLE IV

AMENDMENT AND TERMINATION OF PLAN

The Company reserves the right to amend or terminate the Plan at any time. Any such termination shall be effective as of the end of the calendar year during
which notification is given to each participant. Notification will be by first class mail, addressed toeach participant at the participant’s last known address, or
by other notice acknowledged in writing by the participant. Any amounts credited to an account of any participant shall remain subject to the provisions of the
Plan and distribution will not be accelerated because of the termination of the Plan. No amendment or termination shall directly or indirectly reduce the
balance of any account described in this Plan as of the effective date of such amendment or termination - No additional credits or contributions will be made
to the accounts of the participants under the Plan after termination of the Plan, but interest may continue to be credited to the accounts of the participants
under the Plan until all benefits are distributed to the participants or to their beneficiaries. Upon termination of the Plan, distribution of amounts credited to
the accounts of the participants shall be made to the participants or their beneficiaries in accordance with Article III of this Plan.
 

ARTICLE V

CLAIMS PROCEDURE

Section 5.1     For purposes of handling claims with respect to this Plan, the “Claims Reviewer” shall be the Company, unless another person or
organizational unit is designated by the Company as Claims Reviewer.

 
Section 5.2     This Section shall apply to claims not involving a determination of disability

An initial claim for benefits under the Plan must be made by the participant or his or her beneficiary in accordance with the terms of the
Plan through which the benefits are provided.

No later than 90 days after receipt of such a claim, the Claims Reviewer will render a written decision on the claim to the claimant, unless
special circumstances require the extension of such 90 day period. If such extension is necessary, the Claims Reviewer shall provide the
participant or the participant’s beneficiary with written notification of such extension before the expiration of the initial 90 day period. Such
notice shall specify the reason or reasons for such extension and the date by which a final decision can be expected. In no event shall such
extension exceed a period of 90 days from the end of the initial 90 day period.

In the event the Claims Reviewer denies the claim of a participant or the beneficiary in whole or in part, the Claims Reviewer’s written
notification shall specify, in a manner calculated to be understood by the claimant:
 
(a) the specific reason for the denial;
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(b) a reference to the Plan or other document or form that is the basis for the denial;

(c) a description of any additional material or information necessary for the claimant to perfect the claim and an explanation of why
it is needed;

(d) an explanation of the applicable review procedures and the time limits applicable to such procedures; and

(e) a statement of the claimant’s right to bring a civil action under ERISA Section 502(a) following an adverse benefit
determination on review.

Should the claim be denied in whole or in part and should the claimant be dissatisfied with the Claims Reviewer’s disposition of the claimant’s claim, the
claimant may have full and fair review of the claim by the Company upon written request therefore submitted by the claimant or the claimant’s duly
authorized representative and received by the Company within 60 days after the claimant receives written notification that the claimant’s claim has been
denied. In connection with such review, the claimant or the claimant~s duly authorized representative shall be entitled to submit written comments,
documents, records and other information relating to the claim. The Company shall also provide the claimant or his duly authorized representative, upon
request and free of charge, reasonable access to, and copies of, all documents, records and other information relevant to the claimant’s claim for benefits.

In considering the review, the Company shall take into account all materials and information the claimant submits relating to the claim, without regard to
whether such information was submitted or considered in the initial benefit determination.

The Company shall act to deny or accept the claim within 60 days after the claimant’s written request for review unless special circumstances require the
extension of such 60 day period. The notice of extension shall set forth the special circumstances and the date by which the Company expects to render its
decision. In all events, the Company shall act to deny or accept the claim within 120 days of the receipt of the claimant’s request for review. The action of the
Company shall be in the form of a written notice to the claimant and its contents shall include:

(a) the specific reason for the denial;

(b) a reference to the Plan or other document or form that is the basis for the denial;

(c) a statement that the claimant is entitled to receive, upon request and free of charge, reasonable access to, and copies of, all documents,
records and

      other informaiton relevant to the claimant's claims for benefits; and
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(d) a statement of the claimant’s right to bring a civil action under ERISA Section 502(a) following an adverse benefit

determination on review.
 
In no event may a claimant commence legal action for benefits the claimant believes are due the claimant until the claimant has exhausted
all of the remedies and   procedures afforded the claimant by this Article V.

Section 5.3        This Section shall apply to claims involving a determination of disability.
 

 An initial claim for disability benefits under the Plan must be made by the participant or his or her beneficiary in accordance with the
terms of the Plan through which the benefits are provided.
 
No later than 45 days after receipt of such a claim, the Claims Reviewer will render a written decision on the claim to the claimant, unless
special circumstances require a 30 day extension of such 45 day period.  If a 30 day extension is necessary, the Claims Reviewer shall
provide the participant or the participant's beneficiary with written notification of such extension before the expiration of the initial 45 day
period. 
 
Such notice shall specify the reason or reasons for such etension and the date by which a final decision can be expected. If, prior to the
end of the first 30 day extension period, the Claims Reviewer determines that, due to maters beyond the control of the Claims Reviewer, a
decision cannot be rendered within that extension period, the period for making a decision may be extended for up to an additional 30
days, provided that the Claims Reviewer notifies the claimant, prior to the expiration of the first 30 day extension period, of the
circumstances requiring the extension and the date as of which the Plan expects to render a decision. The notice of extension shall
specifically explain the standards on which entitlement to a benefit is based, the unresolved issues preventing a decision on the claim and
the additional information needed to resolve those issues, and the claimant shall be afforded at least 45 days within which to provide the
specified information.
 
In the event the Claims Reviewer denies the claim of a participant or the beneficiary in whole or in part, the Claims Reviewer~s written
notification shall specify, in a manner calculated to be understood by the claimant:
 
(a) the specific reason for the denial;
 

            (b) a reference to the Plan or other document or form that is the basis for the denial;
 

(c) a description of any additional material or information necessary for the claimant to perfect the claim and an explanation of why
it is needed;

 
(d) an explanation of the applicable review procedures and the time limits applicable to such procedures;
 

            (e) a statement of the claimant’s right to bring a civil action under ERISA Section 502(a) folLowing an adverse benefit
determination on review;
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(f) if an internal rule, guideline, protocol or other similar criterion was relied upon in making the adverse determination, either the
specific rule, guideline, protocol or other similar criterion, or a statement that such a rule, guideline, protocol or other similar criterion
was relied upon in making the adverse benefit determination and that a copy of such rule, guideline, protocol or other criterion will be
provided free of charge to the claimant upon request; and

(g) if the adverse benefit determination is based on medical necessity or experimental treatment or similar exclusion or limit, either an
explanation of the scientific or clinical judgment for the determination, applying the terms of the Plan to the claimant’s medical
circumstances, or a statement that such explanation will be provided free of charge upon request.

Should the claim be denied in who~ or in part and should the claimant be dissatisfied with the Claims Reviewer’s disposition of the claimant’s claim, the
claimant may have full and fair review of the claim by the Company upon written request therefore submitted by the claimant or the claimant’s duly
authorized representative and received by the Company within 180 days after the claimant receives written notification that the claimant’s claim has been
denied. The review will not afford deference to the initial adverse benefit determination and will neither be conducted by the individual who made the initial
adverse benefit determination nor the subordinate of such individual. If the adverse benefit determination is based in whole or in part on a medical judgment,
the Claims Reviewer will consult with a health care professional who has appropriate training and experience in the field of medicine involved in the medical
judgment. The health care expert will neither be the individual who was consulted in connection with the adverse benefit determination nor the subordinate of
such individual. The Claims Reviewer will provide the claimant with the identification of the medical expert whose advice was obtained on behalf of the Plan
in connection with the claimant’s adverse benefit determination whether or not such advice was relied upon in making the benefit determination.

In connection with such review, the claimant or the claimant’s duly authorized representative shall be entitled to submit written comments, documents,
records and other information relating to the claim. The Company shall also provide the claimant or his duly authorized representative, upon request and free
of charge, reasonable access to, and copies of, all documents, records and other information relevant to the claimant’s claim for benefits.

In considering the review, the Company shall take into account all materials and information the claimant submits relating to the claim, without regard to
whether such information was submitted or considered in the initial benefit determination.

The Company shall act to deny or accept the claim within 45 days after the claimant's written request for review unless special circumstances require the
extension of such 45 day period. The notice of extension
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shall set forth the special circumstances and the date by which the Company expects to render its decision. In all events, the Company shall act to deny or
accept the claim within 90 days of the receipt of the claimant’s request for review. The action of the Company shall be in the form of a written notice to the
cLaimant and its contents shall include:
 

         (a)  the specific reason for the denial;

             (b)  a reference to the Plan or other document or form that is the basis for the denial;

             (c)  a statement that the claimant is entitled to receive, upon request and free of charge, reasonable access to, and copies of, all
documents, records and      other  information relevant  to the claimant’s claims for benefits;

 
(d)  a statement of the claimant’s right to bring a civil action under ERISA Section 502(a) following an adverse benefit determination on
review;

 
           (f)  if an internal rule, guideline, protocol or other similar criterion was relied upon in making the adverse determination, either the

specific rule, guideline, protocol or other similar criterion, or a statement that such a rule, guideline, protocol or other similar
criterion was relied upon in making the adverse benefit determination and that a copy of such rule, guideline, protocol or other
criterion will be provided free of charge to the claimant upon request;

            (g)  if the adverse benefit determination is based on medical necessity or experimental treatment or similar exclusion or limit,
either an explanation of the scientific or clinical judgment for the determination, applying the terms of the Plan to the claimant’s
medical circumstances, or a statement that such explanation will be provided free of charge upon request; and

            (h)  the following statement: “You and your plan may have other voluntary alternative dispute resolution options, such as
mediation. One way to find out what may be available is to contact your local U.S. Department of Labor Office and your State
insurance regulatory agency .”

In no event may a claimant commence legal action for benefits the claimant believes are due the claimant until the claimant has exhausted all of the remedies
and procedures afforded the claimant by this Article V.
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ARTICLE VI
ADMINISTRATION

 
Section 6.1                The right of a participant or the participant’s beneficiary to receive a distribution hereunder shall be an unsecured claim against the

general assets of the Company, and neither a participant nor his or her designated beneficiary shaLl have any rights in or against any
amount credited to any accounts under this Plan or any other assets of the Company. The Plan at all times shall be considered entirely
unfunded both for tax purposes and for purposes of Title I of the Employee Retirement Income Security Act of 1974, as amended. Any
funds invested hereunder shall continue for all purposes to be part of the general assets of the Company and available to its general
creditors in the event of bankruptcy or insolvency. Accounts under this Plan and any benefits which may be payable pursuant to this Plan
are not subject in any manner to anticipation, sale, alienation, transfer, assignment, pledge, encumbrance, attachment, or garnishment by
creditors of a participant or a participant’s beneficiary. The Plan constitutes a mere promise by the Company to make benefit payments in
the future. No interest or right to receive a benefit may be taken, either voluntarily or involuntarily, for the satisfaction of the debts of, or
other obligations or claims against, such person or entity, including claims for alimony, support, separate maintenance and claims in
bankruptcy proceedings.

Section 6.2                The Plan shall be administered by the Board of Directors of the Company, which shall have the authority, duty and power to interpret
and construe the provisions of the Plan as the Board deems appropriate including the authority to determine eligibility for benefits under
the Plan. The Board shall have the duty and responsibility of maintaining records, making the requisite calculations and disbursing the
payments hereunder. The interpretations, determinations, regulations and calculations of the Board shall be final and binding on all
persons and parties concerned.

Section 6.3                Expenses of administration shall be paid by the Company. The Board of Directors of the Company shall be entitled to rely on all tables,
valuations, certificates, opinions, data and reports furnished by any actuary, accountant, controller, counselor other person employed or
retained by the Company with’ respect to the Plan.

Section 6.4                 The Company shall furnish individual annual statements of accrued benefits to each participant, or current beneficiary, in such form as
determined by the Company or as required by law.

Section 6.5                 The sole rights of a participant or beneficiary under this Plan shall be to have this Plan administered according to its provisions, to
receive whatever benefits he or she may be entitled to hereunder, and nothing in the Plan shall be interpreted as a guaranty that any funds
in any trust which may be established in connection with the Plan or assets of the Company will be sufficient to pay any benefit
hereunder. Further, the adoption and maintenance of this Plan shall not be construed as
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           creating any contract of employment between the Company and any participant.

Section 6.6                The Company may from time to time establish rules and procedures which it determines to be necessary for the proper administration of
the Plan and the benefits payable to an individual in the event that individual is declared incompetent and a conservator or other person
legally charged with that individual’s care is appointed. Except as otherwise provided herein, when the Company determines that such
individual is unable to manage his or her financial affairs, the Company may pay such individual’s benefits to such conservator, person
legally charged with such individual’s care, or institution then contributing toward or providing for the care and maintenance of such
individual. Any such payment shall constitute a complete discharge of any liability of the Company and the Plan for such individual.

Section 6.7                The Plan may be continued after a sale of assets of the Company, or a merger or consolidation of the Company into or with another
corporation or entity only if and to the extent that the transferee, purchaser or successor entity agrees to continue the Plan. In the event
that the Plan is not continued by the transferee, purchaser or successor entity, then the Plan shall be terminated subject to the provisions of
Article IV.

 
Section 6.9                Notwithstanding any provision herein to the contrary, neither the Company nor any individual acting as an employee or agent of the

Company shall be liable to any   participant, former participant, designated beneficiary, or any other person for any claim, loss, liability or
expense incurred in connection with the Plan, unless attributable to fraud or willful misconduct on the part of the Company or any such
employee or agent of the Company.

Section 6.10              All questions pertaining to the construction, validity and effect of the Plan shall be determined in accordance with the laws of the United
States and to the extent not  preempted by such laws, by the laws of the State of Tennessee.
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AMENDMENT TO

NN, INC. ELECTIVE DEFERRED COMPENSATION PLAN

WHEREAS, the NN, Inc. Elective Deferred Compensation Plan (hereinafter referred to as the "Plan") was established effective February 26, 1999; and

WHEREAS, the Employer desires to amend the Plan under Article IV thereof to provide an optional form of benefit payment under the terms of the Plan;

NOW THEREFORE, the Employer hereby amends the Plan, effective as of the first day of January, 2005, as follows:

Section 3.1 of the Plan shall be amended to read, as follows:

 
“On the first day of the month next following the date on which a participant ceases to be a member of the Company's Board of Directors for any reason
including death, distribution of the amount credited to the participant's account in accordance with this plan shall commence to or with respect to the
participant in either (1) a lump sum or (2) three (3) equal annual installments.

(a) A Participant may make an initial payment election under Section 3.1(b) or changes to an election under Section 3.1(c). If the Participant fails to
timely elect a payment election, the Plan will pay the affected Participant’s Vested Accrued Benefit in a lump-sum cash payment.

(b) Initial Payment Election. A Participant must make an initial payment election at the time of the Participant’s election to defer. A payment election
may apply to all deferred compensation regardless of the time deferred or only to specific deferred compensation based on date of deferral, as the
payment election indicates. A Participant must make any permissible initial payment election on a form the Employer provides for that purpose.

(c) Changes to Payment Election. A Participant may change the election. If the Plan permits Participants to change existing payment elections (initial or
change elections) as to any or all deferred compensation, including any Plan default payment applicable in the absence of an election, any such
change election must comply with this Section 3.1(c). A Participant must make any change election on a form the Employer provides for such
purpose. Any Participant change election: (i) may not take effect until at least 12 months following the date of the change election; (ii) must result in
the first payment under the change election being made not earlier than 5 years following the date upon which the originally-elected payment would
have been made (except if payment is on account of death, Disability or Unforeseeable Emergency); and (iii) if the change election relates to a
Participant’s or the Employer’s previous election of a fixed schedule, the Participant must make the change election not less than 12 months prior to
the date of the first scheduled payment under the initial election. A Beneficiary following a Participant’s death may not make a payment change
election under this Section 3.1(c).
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IN WITNESS WHEREOF, this Amendment has been executed this 2nd day of November, 2006.

                                                                         NN, INC.

                                                                         By: /s/ William C. Kelly,
Jr.                                                  
                                                                                                                             
W i l l i a m  C .  K e l l y ,  J r .
                                                                                                                                         &# 160;                                  Title:  Vice President and Chief
Administrative Officer

Signed, sealed and delivered
in the presence of:

/s/ James H. Dorton                                                     
Witness
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                                                                 EXHIBIT 31.1

 
CERTIFICATION PURSUANT TO SECTION 302 OF SARBANES-OXLEY ACT OF 2002

 
I, Roderick R. Baty, certify that:
 

1.  I have reviewed this quarterly report on Form 10-Q of NN, Inc.;
 

2.  Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make
the statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period covered by this report;
 

3.  Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material
respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report;
 

4.  The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and procedures (as defined
in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for
the registrant and have:
 

(a)  Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our
supervision, to ensure that material information relating to the registrant, including its consolidated subsidiaries, is made known to
us by others within those entities, particularly during the period in which this report is being prepared;

 
(b)  Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed

under our supervision, 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;

 
(c)  Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about

the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such
evaluation; and

 
(d)  Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s

most recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has materially affected, or is
reasonably likely to materially affect, the registrant’s internal control over financial reporting; and

 
5.  The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal control over financial reporting,

to the registrant’s auditors and the audit committee of the registrant’s board of directors (or persons performing the equivalent functions):
 

(a)  All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which
are reasonably likely to adversely affect the registrant’s ability to record, process, summarize and report financial information; and

 
(b)  Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s

internal control over financial reporting.
 
   
  
 
 

 
 

 
 

Date: November 8, 2006 By:  /s/ Roderick R. Baty
 

Roderick R. Baty
 Title:  Chairman, President and Chief Executive Officer 
 



EXHIBIT 31.2
CERTIFICATION PURSUANT TO SECTION 302 OF SARBANES-OXLEY ACT OF 2002

 
I, James H. Dorton, certify that:
 

1.  I have reviewed this quarterly report on Form 10-Q of NN, Inc.;
 

2.  Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make
the statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period covered by this report;
 

3.  Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material
respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report;
 

4. The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in
Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for
the registrant and have:
 

(a)  Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our
supervision, to ensure that material information relating to the registrant, including its consolidated subsidiaries, is made known to
us by others within those entities, particularly during the period in which this report is being prepared;

 
(b)  Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed

under our supervision, 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;

 
(c)  Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about

the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such
evaluation; and

 
(d)  Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s

most recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has materially affected, or is
reasonably likely to materially affect, the registrant’s internal control over financial reporting; and

 
5. The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to the

registrant’s auditors and the audit committee of the registrant’s board of directors (or persons performing the equivalent functions):
 

(a)  All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which
are reasonably likely to adversely affect the registrant’s ability to record, process, summarize and report financial information; and

 
 (b)  Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s

internal control over financial reporting.
   
 
 
 

 
 

 
 

Date: November 8, 2006 By:  /s/ James H. Dorton
 

James H. Dorton
 Title:  Vice President - Corporate Development and Chief Financial Officer 



EXHIBIT 32.1

CERTIFICATION OF CHIEF EXECUTIVE OFFICER PURSUANT
TO SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Quarterly Report of NN, Inc. (the “Company”) on Form 10-Q for the interim period ended June 30, 2006, as filed with the Securities
and Exchange Commission on the date hereof (the “Report”), the undersigned, in the capacity and date indicated below, hereby certifies pursuant to 18 U.S.C.
§1350, as adopted pursuant to §906 of the Sarbanes-Oxley Act of 2002, that, to my knowledge: (1) The Report fully complies with the requirements of
Section 13(a) or 15(d) of the Securities Exchange Act of 1934, and (2) The information contained in the Report fairly presents, in all material respects, the
financial condition and results of operations of the Company.

Date: November 8,
2006                              /s/ Roderick R.
Baty 

                        Roderick R. Baty
                        Chairman, President and Chief
                        Executive Officer

[A signed original of this written statement required by Section 906 has been provided to NN, Inc. and will be retained by NN, Inc. and furnished to the
Securities and Exchange Commission or its staff upon request.]



EXHIBIT 32.2

CERTIFICATION OF CHIEF FINANCIAL OFFICER PURSUANT
TO SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Quarterly Report of NN, Inc. (the “Company”) on Form 10-Q for the interim period ended June 30, 2006, as filed with the Securities
and Exchange Commission on the date hereof (the “Report”), the undersigned, in the capacity and date indicated below, hereby certifies pursuant to 18 U.S.C.
§1350, as adopted pursuant to §906 of the Sarbanes-Oxley Act of 2002, that, to my knowledge: (1) The Report fully complies with the requirements of
Section 13(a) or 15(d) of the Securities Exchange Act of 1934, and (2) The information contained in the Report fairly presents, in all material respects, the
financial condition and results of operations of the Company.

Date: November 8, 2006           /s/ James H. Dorton 
                                                                      James H. Dorton

                                                                  Vice President - Corporate Development
                                                                                                                                  and Chief Financial Officer

[A signed original of this written statement required by Section 906 has been provided to NN, Inc. and will be retained by NN, Inc. and furnished to the
Securities and Exchange Commission or its staff upon request.]


