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Executive Summary

= Scale— Over 11 million vehicles worldwide will need to be retrofitted. 2016 diesel
models are not permitted to be sold in the United States or European Union.

= Emissions Impact— Software in the vehicles detects testing environments to comply
with emissions requirements. When not in a test environment, NOx emissions are 10-
40x permitted levels.

= Supplier Savings— Volkswagen has initiated a plan to capture 3 Billion Euros in
savings from its supply base.

= Supplier Comments— Some VW suppliers have already seen an impact on their
business, while others are unsure about the potential impact of new diesel regulations.

= Supplier Exposure— VW accounts for over 40% of some suppliers’ revenue.
Significant decreases in sales of VW vehicles, or diesel vehicles in general, will have a
material impact.

= Supplier Risk— Public and Private suppliers’ financials should be reviewed to
determine exposure to VW, cash reserves, and available means of mitigation.
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Emissions Scope & Impact

» Largest business scandal in company’s 78 year history
« Emissions testing defeat software is installed on 11 million vehicles globally
» Vehicles emit up to 40x the legal limit of NOx

« US diesel cars represent 1% of total sales, however 54% of new vehicles sold in
the EU have diesel engines

VW s not currently permitted to sell affected diesel vehicles in the United States or
European Union

* Recalls are underway with hardware and software fixes being engineered by VW

 EPA may fine up to $37,500 per vehicle, which would imply a potential 18 BUSD
penalty in the United States alone

« Texas and other states have started to file lawsuits, while consumer class-action
suits are being organized in the US and investigations by other countries are
underway
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Emissions Issue Timeline

Volkswagen technician May 2014, September 3, EPA September 29, VW October 12, VW
raises concerns about  University of notifies VW it will not announces plans announces it will
illegal practices in West Virginia certify 2016 diesel to retrofit 11 million seek 3 Billion Euro
connection with researchers models without vehicles worldwide savings from
emissions levels. present findings explanation of affected by the suppliers
to EPA irregularities. emissions scandal
2007, 2011 2014 2015

A 2007 letter from parts September 18, VW September 23, October 6, VW puts

supplier Bosch warning admits to systematically VW CEO Matrtin all non-essential

the company not to use cheating US air pollution ~ Winterkorn projects &

the defeat software tests. VW shares drop resigns investments on hold

during regular operation
is sent to Volkswagen.

20%.
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Emissions Issue Overview

Emissions Control

Volkswagen acknowledges
irregularities in emissions

output on some of its
diesel cars as it tried
to meet tough U.S.

standards
Nitrogen
p ENGINE oxide trap

Volkswagen said the 4 EXHAUST
software discrepancy has 0 UNDER THE CAR
occurred on Type EA 189 R il _ Regulators and the Center for
engines used in around 11 million 2 CONTROLS B e g of Alternative Fuels, Engines and
vehicles. Diesel engines use a _ devices to meet pollution limits,  Emjssions at West Virginia

: Information gathered by sensors but they can hamper fuel University detected variations
complex mix of sensors and . . d lerator ti doth : G
filtration methods to track meaSlerlng Steenng and accelera consumption and o er in emissions on VOlkswagen
and limit arnission lavels pedal inputs are suspected to have performance, aufcomotwe cars when they were being

been used to determine whenthe  engineers say. Nitrogen oxides operated on the road to those
Note: Diagiari ik to scle cars are being tested for emissions, in some circumstances could be emitted when being tested.
Sources: the company; U.S. Regulators; triggering more thorough filtered more heavily based on
Center for Automotive Research treatment of exhaust. car configuration_ THE WALL STREET JOURNAL.
Cost Source: The Wall Street Journal
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VW Share of Suppliers’ Business

VW accounts for over 40% of some suppliers’ revenue.
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Recent Statements

Some VW suppliers have already seen an impact on their business, while
others are unsure about the potential impact of new diesel regulations.

ﬁistorically, Puebla has representeh

about 10% of our total finished vehicle
volume. We've already seen a slight
decrease in the production from
this facility. And the industry news
also suggests the company-wide cost
cutting measures, which could
potentially impact production at a
number of the facilities. If the Puebla
plant experiences substantial
production cutbacks, we will redirect
the use of the excess automotive
equipment to support the other plants
in our Mexican automotive customer
base.

- Brian Hancock, EVP & CMO of KCS/

/Tenneco's revenue from the VW MQB
platform was approximately $310
million in 2014 including clean air and
ride performance components.

/

- Tenneco Corporate Press Release

N

)

ﬂWe see BorgWarner and Tenneco \
having the most exposure given their
specific involvement with VW’s diesel
engine production and emissions
control technology,”

- Douglas Karson, Analyst at Bank of
k’-\merica Merrill Lynch

/

/We have made some small estimates, I\
would not say it is immaterial, but for
the moment our consideration is that if
something happens, materiality would
be very limited.

- Michel Favre, CFO of Faurecia

o

/The VW affair has introduced a factor of
uncertainty that affects the solidity of
our planning.

)
~

- Leoni Corporate Statement

N

/When we see what our releases look Iike\
for Volkswagen, we don't see anything
that looks like it's changing in the near
term. And we don't expect anything in the
long term to change strategically about
how they're positioned.

Steve Downing, CFO of Gentex

\_ J

Krhe automotive market is not going to \
become any because consumers are
going to buy the same number of cars. It
is possible they won’t be buying quite
as many Volkswagens but, there isn’'t a
vehicle in the world that doesn’t have
Bosch parts.

&René Schlegel, President Bosch Mexicd

It is too early to evaluate the impact of
tighter diesel emissions regulation over the
long term.

- Jacques Aschenbroich, CEO of Valeo
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VW, SHW and Perceptron have seen the largest decline in their stock prices

since September 1, 2015.

Stock Development
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Production Cut Analysis

Suppliers will undergo varying degrees of stress if VW’s volumes fell by 30%
over the next year.

Projected Sales Impact

-14.0% -12.0% -10.0% -8.0% -6.0% -4.0% -2.0% 0.0% » A significant decline in VW’s
0.0% .
Corningeq sales would have a material
Mobileye i i ;
BorgWarnee Osram impact on many of its suppliers
Tﬁnedokra Nvidia » Perceptron would have the
ema 5 largest impact on EBITDA while
Tenneco 4.0% @ )
o & SHW would see the biggest
< impact on sales
Aisi -6.0% )
1Sin — . .
o = « Companies could incur
a0y U additional charges if they are
© .
Harman £ forced to reduce staffing levels
(] . ey
(]
100% D or idle facilities
R

-12.0%

-60.0%
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Production Cut Analysis

Suppliers will undergo varying degrees of stress if VW’s volumes fell by 30%
over the next year.

$10,000 « Compared to the peer group,
Perceptron and SHW have a
limited amount of cash &

equivalents on hand
$1,000

« Companies that need to raise
additional capital may risk

violating credit covenants
$100

$10

Cash on Hand (MUSD - Log Scale)

$1
-60.0% ~ -12.0% -10.0% -8.0% -6.0% -4.0% -2.0% 0.0%

Projected EBITDA Impact
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Risk Identification

Supplier Detail Report — ArvinMeritor ;

Risk Assessment

= Review financial statements and analyze
key metrics determine level of supplier
risk

Summary Constraints Analysis

Awed Cost

= Rank suppliers in terms of potential short
term and long term stress

Working Capital Performance
Dans Sades Dustanding

= |dentify actions to address with the supply
base, depending on level of risk

Supplier Detail Report — ArvinMeritor '

Diagnostics Cash Metrics
LT Dabt / Equly
- ‘Quartarly Revanus 2nd Praojsction CurmndPorien of LT Debt) Zauly B
= == CurmntRatio . .
Cash Burn Walk Chart == Gulck Ratl -
Sample Cash Burn Walk Chart o= LT DebtJ Traming EETTDA s e |
Why: Based on the revenue and fixed cost ] = TR I Seeneniis IORECTEREDE
assumptions, the model estimated the 10 g _— ey EE B e E s C2sh Requiremant for 2008 Cash on Hend e ————
quarterly cash burn rate foreach supplier - n = — — [ e =
Whatto discuss with the supplier: The 0 . e CaenPasition )
assumptions estimate reduced revenue = Yolume Netrics
am Feroeriof Non DIsirsssed CLSIOMETS |
based on exposureto GM, Chrysler,and l = g Frelssies 0 2005 e ve 04 2003 [T
automotivein general. Discuss revenue 10 r 21 e = ==
projections, specific programs and new T Opersting Metrics
business awards. Ifthey show a near-term 0 ks =
default (cash below 0) determine what steps Cashon  Credt 04 o1 @ Q3 Q4 Dast/ {Datt- Sty | |EEa mes il
RED/ Sales oo
they are taking to secures additional cash tand Revover Change Change Change Change Change 1= | |cerm pates 1
i.e. debt, selling assets, etc. e e i
DFO s
How to Calculate: The modelusesthe DH0  DFD -
H ’, Cays of Inverdory 225
suppliersmostrecentrevenue, EBIT and sl | [mssseiruser
fixed assetnumbers to estimate forward Cost
quarterly revenue and costs resultingin Tae Tz Capita
quarterly cash flows
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Supplier Engagement

Supplier Interviews

= Determine proper topics to address for
both public and private suppliers to gauge esase o o oo ooe o am

P&L Data Q12009 Q4 2008 Q3 2008 Q2 2008 Q12008 Q4 2007

financial risk

= Quantify supplier initiatives to reduce
cash burn rates to maintain solvency

Q12009 Q4 2008 Q3 2008 Q2 2008 Q12008 Q4 2007

= |dentify ownership structures and
financing for private companies

Financials

= Calculate credit revolver covenants and
understand supplier cash consequences

for default " Customer Mix

Custormer mix Enter the amount of sales to the following industries in terms of a percent
Select industry from the drop down and include a percentage
0%
0% 2 2013
0%

FNRTIIN

= Apply standard templates to collect
financials from private suppliers

Liquidity

Cost&
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Private Supplier Assessment

Gut Check Data Received Examples

= Suppliers may view this data request as
unimportant and simply provide e
information to make the problem go away | Conied Pulic ctoams

= Thus, the materials provided will likely
have unintentional missing information,
incorrect information, or contradictory
information

September 8, 2009

Dear M.

1 have been [we-quesled' by the management of | : o
provide you with a letter regarding the financial condition of their company.

. Our ﬁrm has been Ihe public uwummg firm for
since its inception in 1976, The companyhas been consistently profitable throughout its ~
cmsteﬂce and continues to be so even in the current difficult economic ¢onditions. )

.\-T nagement has the company ina slrong economm position with zero long-term or
short-term debt financing. The companys debt to equity ratw 15 um’unily E:10 and has a
- current ratio of approximately 10:1 ~ '

Hopefu[l}-‘ th_ls information will be benelicial for you in completing your analysis.

Cost&
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Supplier Engagement

Liquidity Viability Volume
* Credit covenants * Manufacturing  Capacity reduction
« Sources of short footprint « Cash management

term cash « Stability of contracts

What to Ask « Ownership of equity

and their access to
capital

* Interest Coverage * Quantify initiatives » Cash Conversion

« CAPEX limits and timing for cost Cycle
reduction activities
such as SG&A
reduction, plant
consolidation and
business segment
disposition

» Working capital
initiatives

Key Data
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Risk Management Playbook

Developing counter measures for the riskiest suppliers

Critcality Matix

Cost and Capital will work to develop risk
mitigation playbooks for the identified

Highly

high-risk, high-impact suppliers S Probabe
= For each identified supplier, a specific 3 Probable
contingency roadmap will be created with o
event triggers and defined g e
o
countermeasures 2 Remoe
Improbable
Negligible Marginal Serious Critical Catastrophic
Severity of Impact
Cost
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Private Supplier Process
Cost & Capital’s private supplier evaluation

Send financial : Interview
template to supplier Review data CFO
* Use the Cost &  Evaluate submission « Interview CFO or » Generate risk profile
Capital template for and calculate key controller to add for supplier
P&L, Balance Sheet ratios detail behind the
and Cash Flow « Assess liquidity submitted template
position

» Gauge risk due to
customer mix

Cost.&ﬁ 18
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Cost & Capital Partners Introduction

= Cost & Capital Partners focuses on the two
most critical levers for shareholder value
today - Cost Efficiency and Capital Efficiency

- Cash should be treated as the valuable resource it is
- Spend management preserves cash

- Capital efficiency frees cash trapped in traditional
operations

= We deliver results — not just recommendations,
each and every time

- We stand behind our recommendations and prefer to be
involved in implementation

- We conduct negotiations on behalf of our clients
- We are passionate about our work and the results

- We work with our clients to implement the changes
required to improve the business

Previous project work

Amen:icuan

Commercial Lines

“” R MASCO
2 PENTAIR

PAacTIiv

J’\

. CARLSON

ASSA ABLOY @ # BorgWarner

Johnson /)I(‘ Iy """

Controls
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Reference Case

Risk Management

Packaging — Chemicals

Engagement Overview

= Cost & Capital was asked to review risk
factors for packaging suppliers for a
maker of lawn and garden care products

= The team analyzed and audited
packaging suppliers to determine the level
of risk in the supply chain due to financial
strain, capacity and cost reduction
Initiatives

1000%

ebeid = Suppliers were segmented into low,
medium, high and critical risk suppliers

supplla ]§Uppli8r 23 @ Supplier 9

100% f T

Supplier 4 o Supplier 14 | @ Supplier 15

i Supﬁierf&Sup@ zemesuggller 20
uppligr 16

L 4 S“@'@LSpher 25

s ®-Suplor < sumrts = Detailed agendas were created to engage
o ot the suppliers and develop risk mitigation
plans
COSt& page 21
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Reference Case

Risk Management

Supplier Risk Management — Industrial Equipment

Engagement Overview

Financial Ratio

Annual Volume Change (13.0%)
I EBITDA Margin 1.5% Very low cash generation from operations
I Debt to Assets NA 5.1MM debt (25% of sales) . .
I Debt to Equity (0.83) Negative equity levels suggest financial distress " A gIObaI IndUStrIaI Company needed to
Debt Due in One Ye 31.9% L debt principal tdue i xt 12 1 1
m— DebPuein One Year " one | ePepaymentdue e assess several dozen private suppliers for
_ (Cash + Credit) / Revenue (0.5%) No cash on hand and company did not disclose 1 1 1
available credit line flnanCIaI rISk
_ Current Ratio 1.53 Working capital ratios show signs of financial
i . .
. = Templates were distributed to the
I Interest Coverage Ratio <0 . . .
W Debt o EBITDA Ratio 1441 suppliers and interviews were conducted
S = to determine key operating and cash
| |
Annual (Cash + Interest Leverage Ratio - y p g
Change _Margn __Assete _Eauity _One vear _ Revenbe _Current Raio et EBITOA _ Quick Raio _assessment metrics

18.8% 1.70 Critical
Probable
Moderate

= Second round interviews were held to
uncover any inconsistencies in data that
Raros was submitted

7.14 Remote

27.6% d . 06NN Remote

16.9% ; 3.07 Improbable
Improbable

(iml 5 ﬁ _ S— e = Suppliers’ financial risk was ranked and

L reported to management and risk

12.4% 12 7% 21.3%
(12.5%) 0 00 0.00 NA 1520 (I, robable
(18.7%) 16.1% 0.0% 18.5% 3.42 60.67 029 223 Improbable “ge .
(25.0%) 6.3% 0.00 0.00 NA 18.1% 1.70 NA 0.00 0115 | improbable m Itl atl O n I a n S We re d eve I O e d
(5.2%) 8.5% 0.15 0.18 00% [ESHIN 238 381.50 0.39 1.25 Improbable

8.7% 7.1% 0.00 0.00 NA 15.0% 4.00 NA 0.00 2.70 Improbable

3.2% 5.6% 0.00 0.00 NA 21.5% 3.40 NA 0.00 2.40 Improbable

(23.6%) 14.7% 47.9% 219 2.40 174 Improbable

0.00 0.00 NA 27.8% 8.23 0.00 7.02 Improbable
(8.0%; 5.3% 0.25 0.33 5.7% 36.8% 1.66 2.03 1.09 153 Improbable
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Reference Case

Risk Management

Supplier Risk Management — Industrial Equipment

- v Y 3 .
b~ 7% n ~ Engagement Overview
g , { / ‘

= Maintaining plant continuity during a credit
crunch, a major automotive OEM tasked
the team with identifying troubled
suppliers beyond D&B ratings for private
suppliers

= Suppliers were audited and key cash burn
rate details were summarized to identify

the more critical suppliers to monitor

$1.000 — = Each supplier was assessed for access to
$g<38$8; ‘ ' - = : : credit, cash as well as upcoming debt
§§§§§§ O B maturities
saz00 = = The resulting analysis helped the client to
84500 , consolidate the supply base and manage

Cash on Credit Q1Change Q2Change Q3Change Q4 Change

rend. - Revolver reduced volumes

COSt& page 23
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Reference Case

Cost Reduction

Skills Development — Industrial Equipment

Engagement Overview

= A global industrial equipment supplier
needed to gauge the level of supply chain
competence within a new structured
organization

= Leveraging the experience and materials
from supporting sourcing projects across
Cost Analysis multiple industries, the team developed a
| Question Answers set of assessment questions for each
With all other business conditions the same, Com pete nCy area

what is the effect on the ROIC performance of A u
a supplier as Raw Material Prices decline?

Return On Invested Capital (ROIC)

BenchmarkingCost Analysis
Finance Market Knowledge
Negotiations Risk Management

Value Chain Analysis

[ 1[I [
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C St f For more information contact;

Tom Bokowy, Partner
(208) 610-0032

e
‘ : I l t : l 1 Cost & Capital Partners LLC
tbokowy@costandcapital.com
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