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Market Challenges for Suppliers - Past and Future

Market Behaviour of High Performance Suppliers

Summary
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For the global autometlve industry, excess-capacity. cor__nbiﬁed with low
growt‘ﬁ' has resuft&d in generally unfavorable econom > ics for OEMsg; ..
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Sources: CSM Worldwide, OESA, Automotive News



OEM Price Reductions
Requested From Suppliers

4.8% >-4%

3.8%
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Auto Parts Prices Changes
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Average Supplier Industry
Return on Invested Capital

14.2%

8.7%

1995 2004

Source: University of Michigan — Center for Automotive Research, Bureau of Labor Statistics, OESA, Fraunhofer Gesellschaft, Accenture analysis
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Interestingly, the Supphers have been.outperformin_.* ¢ th__eir‘f)EMu-,customers
_sandéthe S&P 500 — in redent years. '

Supplier — OEM Performance

Suppliers = = =0OEMs

TRS Performance,
1997 — 2005
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In future, the globalization-of the industry will ead’'to new, emekging
market OEMS an@ suppliers, bringing added|pressure to legacy players’;

Globalization Stages

After Japan & Korea have entered the global automot  ive industry and secured a strong

osition, China is surging as the next global playe r
P ging 9 play Indian OEMs

== Chinese OEMs
Korean OEMs

Japanese OEMs

European OEMs

US OEMs
1965 1990 2015¢
1st Stage 2nd Stage 3 Stage 4t — 5t Stage
China auto India might
North America & Europe have been at | Japan has reached its own South-Korea developed.  industry be next
the origin of engineering excellence excellence through knowledge strong capabilities flourished ;S#ergllnogbg}to
and innovation in the global automotive / transfer and continuous through co-operations by JVs with auto i%\dustry
industry improvement and alliances global OEMs landscape
6
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.z.especially in t&¥ms of market share a§ well as ca|| . rand parts pricind.

Commodity
UNDEFINED FILTERS

| | 5905 '

AGRICULTURAL CARDAN

MACHINED PARTS FROM BAR & TUBE A4%
SPECIAL IRON CASTING PROCESSES |
INDUSTRIAL CARDAN 149% - 449 T —
WATER COOLERS - RADIATORS I
|

MALLEABLE IRON CASTING

|
|
|
|
|
|
MEDIUM & SMALL GRAY IRON CASTINGS | 37% |
AIRCO HOSE ASSEMBLY !
ALTERNATORS !
HOSE & TUBE ASSEMBLY !
SEATS !
LIGHTS, LAMPS, BULBS & REFLECTORS !
HOSE ASSEMBLY !
STEERING RODS !
WELDED PARTS & ASSEMBLIES !
AIR FILTERS !
HYDRAULIC CYLINDERS |
SIEVES (WELDED PARTS) & SIEVE LAMELS !
MACHINED PARTS FROM CASTINGS !
ROLLER BEARINGS 7%
BALL BEARINGS 7%
SEALS & O-RINGS 7%
GASKETS 7%
SHELL BEARINGS 6%
WELDED PARTS & ASSEMBLIES - PLATFORMS 6lV0
ELECTROMECHANICAL CLUTCHES GE/O
GLASS 600
OIL FILTERS Gl’/o
FUEL FILTERS (INCL. WATER SEPARATORS) 1 OI
NEEDLE BEARINGS 14%

10% 15% 20% 25% 30% 35% 40% 45%
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Furthermore, Iow cost imperatives and the-futore OE.* M production
Ia-nds"”ape will forRe suppliers to rapidly redefine their.global footprf_;pts.

Production Volumes By Region, 2000 vs. 2015

20
2000 m 2015

18

92% of volume growth between 2000
and 2015 (25 million units) will come
from emerging markets

16
14
12
10
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Europe
South
America

East/Africa -

South Asia
Middle
Japan/Korea
West Europe
North America

China/Taiwan

(o]

Sources: CSM Worldwide
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On the other han_(:j_,. éﬁbpliers will eontinue getting

responisibility, with the chance to extend,their foo | tprint

growing-

Suppliers drive technological innovation and
reach a leadership role in technology
development

Suppliers are significantly involved in R&D
projects and will get growing responsibility in
R&D

OEMs will focus rather on marketing and will
continue outsourcing of production to specialized
suppliers

Logistics and technological competencies are
regarded as the critical success factors for
suppliers

84% 84% of experts regard suppliers as

technology leaders

V W 2005

@ 2010
0, 0
11% 11% 5%
ja ? nein
38% of experts expect
outsourcing of production of
OEMs 68%
W 2005
@ 2010

ja ?

nein




..which overall sho&ld lead to attractive oppoftunit.
perfo'F’mmg suppﬁérs iIn an even more\challenging ma

ies fgrthe tep

Number of Automotive
Suppliers

—e— Tier | suppliers
Total suppliers

30,000

4,000

Supplier Value Per Vehicle

$15,640

$13,600
$11,940

1990 2000 2010 (E)

1990 2000

2010 (E)

rket environment.

Growth Rates of
Component Market
vs. Vehicle Sales

Automotive Component
Sales = 3.8% CAGR*
$1,110B

71M

$537B Vehicle unit sales
S8M =2 304 CAGR

45M |
1990 2000 2010 (E)

Source: University of Michigan — Center for Automotive Research, Bureau of Labor Statistics, OESA, Fraunhofer Gesellschaft, Accenture analysis
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To betterrunderstandwhat high performers in the au® - tefhotivessupply

indusfry are doing te achieve their position,-we-ap _, ‘plied gur HPBsa
meth@dology. & '

Accenture High Performance Business (HPB) Methodolo gy

1. 2. 3.

Calculate Suppliers’ Total

RIS Return to Shareholders (TRS)

Identify High Performers

Began with 50 largest Global Suppliers Collect month-end share price, dividend, Evaluate TRS for suppliers
(Automotive News) stock split data for past 7 years (12/1997 . . .
Identify suppliers consistently among
. —12/2005) : :

Screened suppliers: top third of peer set across all time

— Significant automotive/Tier 1 focus Calculate 3-, 5- and 7-year TRS for each periods as High Performers

— Public company for five years supplier _ _

— Shares actively/publicly traded Measure High Performers’ operating

— Not an OEM “captive” supplier Evaluate other metrics (growth, ROIC and financial metrics versus peer set

Added suppliers of interest spreads, future value)

5-Year TRS (CAGR} vs. 7-Year TRS (CAGR} 5-Year TRS (CAGR} vs. 7-Year TRS (CAGR}
B t Recently Challenged s High Perfonmers
el .._/'
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el Underperfonmers e On the Redwound
* basedt on & yr vo. 337 5-Year TRS CAGR (06/99 _06/04) *hased on b yr s 3y 5-Year TRS CAGR (06/99 —06/04)
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(Market-cap weighted TRS index)

Source: Factset, Accenture analysis
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2. and generatéfi%uperior growth and, profitabilit

Five-Year Annualized Revenue Growth
1999 — 2004

5.7%

High Peers
Performers

High Performers
Drive consistent year-on-year revenue growth
Maintain balance of acquisitive and organic growth
Benefit from customer diversification
13

Sources: Annual Reports, Compustat, Accenture analysis

Average EBIT Margin
2000 — 2004

4.0%

High Peers
Performers

High Performers

Maintain revenue growth above growth in
operating costs

Support profitability through lean operations and
efficient R&D spending



High Performers aggresswely capture largerShares of yeh'i"ble contentwhile |
posm@nlng them&eélves in product markets with hlgh er growth potentiat. '

1998 — 2004 Revenue Growth Due to
Increased Content Per Vehicle

High Performers Peer Suppliers

explained by increased [ explained by increased
OEM production value per unit

Sources: Annual Reports, University of Michigan — Center for Automotive Research, Accenture analysis
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However; more fundafentally, we found that high péi

ufqim_g_ys aligh their
business models tightly to-the competitive-reguirem. .. entgﬁf*theit:*,-supw .
seg t: low cc% v. technology leadership. | y 28
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Automotive Supplier Industry Framework

Product Segment
Commoditized Products

Stamping
Windows/glass

Highly-Engineered Products

Wiring harnesses Transmission

Cockpit module

Exhaust Electronics Brake sensors
Pistons, valves Lighting Seating Body sensors
Exterior trim Etc. Engine controls Etc.

Interior trim Safety systems

Automotive Supplier Industry

Low-Cost Producers Differentiated Producers

Economies of scale

Low-cost country manufacturing
Back office efficiencies
Manufacturing process controls
Operational excellence

Etc.

15

Technology/innovation
Engineering competencies
Time to market

Deep OEM integration
Niche products

Etc.



High'Performers and~|nnovat|on Make larger-growth investments ingthe
farm of new prodﬂctlon capabilities and innovation. '

Capital Spending Annualized
Growth Rate, 1999 - 2004

1.9%

High Peers
Performers

High Performers

Invest in growth through building new facilities such as
plants, technical centers, overseas operations

Manage higher returns from assets
16

Sources: Annual Reports, Compustat, Accenture analysis

R&D Spending Annualized
Growth Rate, 1999 — 2004

3.3%

High Peers
Performers

High Performers
Invest more rapidly in developing new products

Leverage R&D investments to drive revenue
growth



High Performers have demonstrated-betterpost- merge
capaﬁﬂltles than-p;eer suppliers.

Lirtegration

Mgl
e

Post-Merger Integration Performance

High Performers maintain asset
returns closer to pre-merger levels . .

Return on Assets

100
93
91
80
76
| Merger | Merger | Merger
Year -1 Year Year +1
—— High Performers —— Peers

Note: based on 15 largest deals between 1997-2003 for both High Performer and Peer sets; average T7(rics indexed to 100
Sources: Thomson Financial’'s SDC Platinum Database, Annual Reports, Company presentations, Accenture analysis

. and take advantage of scale
to reduce SG&A costs

SG&A to Revenue Ratio

100
98 97
89
87
Merger Merger Merger
Year -1 Year Year +1



High'Performers dlver3|fy sales across both-ctstome r bas“és and
geogﬁéphlc regidps. '

2004 Sales to Top 3 OEM Customers Annual Overseas Gro  wths, 1999 — 2004
High High
Performers 46% Performers 13.5%
Peers 59% Peers 10.5%

High Performers High Performers
Diversify their customer base to hedge against volume Quickly follow OEM production migrations
declines at particular OEMs Leverage overseas facility investments to serve
Constantly seek ways of penetrating new OEMs and global OEM customers
programs

18

Sources: Annual Reports, Compustat, Accenture analysis



Stimfary

Key Industry Trends

Continued industry consolidation and restructuring

Rapid expansion of suppliers’ global footprint

Ongoing need for Business Model alignment:
Low-cost producer for commodities; innovation leade
for technology-driven supply

19
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