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Executive Summary

Supplier Barometer Index™ (SBI)
SBI Score = 32;

down from Q2 level of 40

4

The outlook for the third quarter fell deep
into pessimistic territory due to continued
concerns over production shutdowns, and
heightened concerns over a weakening
U.S. economy. Sentiment deteriorated
sequentially across firms of all sizes but
fell drastically for mid-level suppliers. The
largest, most globally exposed suppliers’
outlook remained deeply pessimistic.

Production shutdowns due to
supply chain shortages and
labor availability remain the
top threats to the 12-month
outlook.

Continued shortages of
semiconductors and other
components and materials
continue to place immense cost
pressure on the supply base.
Growing concerns over the
strength of the U.S. economy
and continued issues with labor
scarcity depressed the outlook
further.

Supplier executives estimate
arecession is more likely to
occur in the coming 12
months than not.

Fortunately, most feel at least
somewhat prepared if a
recession were to occur.

L4Rs

Suppliers that feel unprepared for a
U.S. recession plan to decrease
costs and headcounts, strengthen
balance sheets and improve cash
flows. Suppliers that feel prepared
have already implemented these
measures to focus on cash
conservation.

Capital needs are expected to
broadly increase in terms of use
and by company size.

On net, general working capital,
product innovation investment,
capital investment and capital for
M&A opportunities is expected to
increase over the coming year.

The industry expects the capital
needed to support new program
launches and production volumes
will increase 4.7% and 6.2% in
2022 and 2023, respectively.
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Eighty percent (median) of suppliers prefer to purchase new
equipment rather than used.

The availability, lead-times, cost, long-term viability and efficiency of
high tech, custom equipment drive the decision to buy new.

Very few, suppliers have significantly altered their capital
structure as emphasis on debt reduction and balance sheet
strengthening are a larger priority in the current environment.

Terms of commercial loans and credit lines are expected to continue
to tighten over the coming year with the only exception being the
maximum size of commercial loans.

Confidence in capital acquisition remains at strong levels, and
suppliers are more confident they will be able to access their needed
capital in comparison to last year for all use cases.

Fifty-six percent of suppliers are very confident that their
company will move ahead and implement the needed capital
investment to meet their 2022 demand requirements, with the
outlook for 2023 and 2024 being less certain but strong.

Weakness in the U.S. economy, further supply chain disruptions and
the inability to recover increased costs from customers are the
leading factors that may delay or hinder investment plans.
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North America and China CAPEX are expected to grow faster
than the share of sales while Europe, the Rest of AP, and South
America will see less growth in CAPEX than in sales.

Forty-five percent of suppliers believe they are ahead of the
industry’s pace of innovation while eighteen percent feel they
are behind.

Focusing on technological R&D and developing products that support
the EV market are common practices by firms that consider
themselves the most innovative. Firms that are catching up with the
pace of the industry are investing in their engineering teams, R&D,
and continuously discussing with their customers to find out their
needs.

On average, co-creating products with OEM customers after the
initial product feasibility has been proven is the most effective
strategy for bring new technologies to market. Leveraging
venture capital is the most ineffective strategy of launching a
new product. Firms of all sizes are utilizing a capital strategy
that supports open innovation, including external partners.
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Supplier Outlook
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OESA Supplier Barometer: Q3 2022 Results

Describe the general twelve-month outlook for your business. Over the past three months, has your opinion become...?

Current Supplier Outlook (Share of Respondents) Supplier Barometer Index: (SBl and 6m Average)
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The 12-month outlook for the second quarter fell deeper into pessimistic territory as concerns over production

shutdowns continue, coupled with increased risk from a weakening U.S. economy.
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OESA Supplier Barometer: Q3 2022 Results By Revenue

Describe the general twelve-month outlook for your business. Over the past three months, has your opinion become...?

Quarterly 469 45.6
May July

z

SBI A

100%
90%
80%
70%
60%
50%
40%
30%

20% | 44%

10%
0%

RSM

47%

24%

29%

<$50
million

48.1 25.0 42.2 25.0 479 27.9 32.8 31.9
May July May July May July May July
28%
50% B Significantly more pessimistic

50% 50% O Somewhat more pessimistic

59%

44% ® Unchanged

75%

O Somewhat more optimistic

28% W Significantly more optimistic
18%

14%

28%

8%
$50-$150 $151-$500 $501 million — >$1
million million $1 billion billion

The outlook is pessimistic for firms of all sizes.

Sentiment dropped drastically for mid-size domestic suppliers.




OESA Supplier Barometer: Industry Threats

Production shutdowns due to supply chain shortages and issues

Inability to fulfill customer volumes (component and raw material

External "black swan" event (geopolitical, natural disaster, etc.)

=

What are the greatest threats to the industry over the next 12 months?

Average Rating

o
X

20% 40% 60% 80% 100%

Weakness in the U.S. Economy

Labor availability constraints

= (R0

shortages)

Likelihood of higher interest rates

Poor sales of vehicles in programs supplied

Continued issues related to the COVID-19 pandemic

Implementation of new government regulations

B 1=Greatest Threat B2 ©3 04 05 ©O6 O7 O8 B9 mI10=Smallest Threat

Changes in government trade policy

May
2.8

4.6
3.5
3.7
5.0
5.8
4.5
4.7
6.6
6.8

Production shutdowns due to supply chain shortages and issues remain the largest threat to the 12-month

outlook. Risk associated with a weakening U.S. economy made a substantial increase sequentially.
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OESA Supplier Barometer: Recession Probability and Preparation

How prepared is your company if a U.S. recession
were to occur in the next 12-months?

35%

30%

N
a
]

Pct. Responding

Lo

Please estimate the probability of a U.S. recession occurring

in the next 12-months.

24%

0%

Between
0-20%

16%

Between Between
20-40% 40-60%

33%

Between
60-80%

27%

Between
80-100%

100%
90%
80%
70%
60%
50%
40%
30%
20%
10%

0%

12%

35%

49%

Overall
Witd. Avg. = 3.4

10%

35%

50%

Less than $1 Bils.
wtd. Avg. = 3.5

1=Completely unprepared
2=Somewhat unprepared

4=Somewhat prepared
5=Completely prepared

[ |
[
[ 3=Neutral
[
[ |

15%

35%

48%

Greater than $1 Bils.
wid. Avg. = 3.4

Supplier executives estimate a recession is more likely to occur in the coming 12 months than not.
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Fortunately, most feel at least somewhat prepared if a recession were to occur.




OESA Supplier Barometer: Recession Preparation

How could your company better prepare for a possible U.S. recession? What has your company done to prepare for a possible U.S. recession?
(Unprepared to neutral for possible recession) (Somewhat or completely prepared for possible recession)
Responses Responses
0 5 10 0 5 10 15
Cost/Headcount Reduction NN S Spend Conservation NN 12
|
Balance Sheet/Cash Flow Management | NI / Balance Sheet Managemgnt 9
. - . Cash Conservation I 7
Operations Flexibility/Consolodation | NN / Lean management I 5
Unsure/Lack of Alternative Measures | NN / Head-count freeze/reduction N 4
Investment Reduction/de|ay _ 3 Debt reduction/elimination N 4
Restructering NN 4
Cost Recovery IR
) ] ) y 3 Cash-flow Management N 3
Scenariofcontingency Planning I 2 Delay/Reduce CAPEX/Investment EESS—. 3
Accounts Receivable Adjustments | N 2 Resource Retention I 3
Debt Reduction N 2 Cost Recovery I 2
. Inventory Management I 2
Flexibility - I 2 Geographical/Customer Diverisification il 2
Inventory Management [ 1 Non-OEM Revenue Diversification Il 2
Off-shore Sales N 1 Demand Expectations N 2
Cash Conservation I 1 Customer Negotiations NN 2

Suppliers that feel unprepared for a U.S. recession plan to cut costs and headcount, strengthen balance sheets
and improve cash flows. Suppliers that feel prepared have already implemented these measures to focus on

cash conservation.

s Y



2

Capital Markets

Q3 2022 OESA AUTOMOTIVE SUPPLIER BAROMETER



Capital Needs

For your next fiscal year, how do you see your capital needs changing for the following requirements, compared to current year?

40% 60% 80% 100%

0% 20%
.

General Working Capital 32%
[
Product Innovation Investment (R&D) 27%
[

Capital Investments 31%

[

Merger & Acquisition Opportunities 31%

m Significantly Increased ©Somewhat Increased EBasically Unchanged ©OSomewhat Decreased B Significantly Decreased

Comments:

Investment in R&D for EV applications

Overall business has been good from a new award standpoint. Launching and all that
goes with it from labor, raw materials, capital and so on

Reduced number of R&D projects in order to redirect our resources onto raw material
shortages.

All dependent on recession activity

Electrification is bringing extra challenge for capital investments. The market is the
same, but the investment are needed for ICE projects and also EV projects

Transition to EV requires Capex/R&D investment

Q3 2022 OESA AUTOMOTIVE SUPPLIER BAROMETER

With increased BEV demand, will stay constant

We have cut back in all of these areas over the past 2 years. | don't see that changing
in this environment.

eMobility products need way more innovation support and new/different invest
Transition to e-mobility direction will require acquisitions and product innovation.

More significant investment related to both R&D and Capital as it pertains to non-ICE
business. Majority of decreases are significant for ICE.

Continue our conservative approach since the onset of Covid, Supply chain issues.




Capital Required

To better understand the capital needed to support the number of new program launches and production volume in North America,
please estimate the change in capital expenditures using prior year as the base year.

Estimate of Percent Increase Over Prior Year Base

wid.
0% 20% 40% 60% 80% 100%  pyg.+

4.7% m More than 20% Increase

T T T W 16%-20% Increase

6.2%  m11%-15% Increase
06%-10% Increase

2022/2021

All respondent Companies

2023/2022

By Company Revenue

01%-5% Increase

2022/2021 4.9% ONo change
Less than $1 Bils. . ! ! 01%-5% Decrease
2023/2022 5.9%
06%-10% Decrease
®11%-15% Decrease
W 16%-20% Decrease
2022/2021 4.4%
0,
Greater than $1 Bils. I I T ™ More than 20% Decrease
2023/2022 6.7%

*Assumes mid-point of each range, >20% = 23%
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New Versus Used Equipment

For your equipment capital expenditures budgeted in the next fiscal

year, estimate what percent of spend you are allocating to the

purchase of new vs. used equipment.

% of spend being allocated to purchase new equipment

St vedan  JPPe

Value Value
July 2022 57.5 80.0 91.3
Oct. 2021 50.0 90.0 100.0
Oct. 2020 70.0 80.0 100.0

% of spend being allocated to purchase used equipment

Sower e SPPe

Value Value
July 2022 10.0 20.0 31.5
Oct. 2021 0 10.0 50.0
Oct. 2020 0 20.0 30.0

What market issues are driving your decision to buy new versus

used?

0 10 20

avaitabiiity ||| T 16
Lead-times/Timing _ 11
Cost _ 10
Custom Equipment Required - 7
Technology - 7
Reliability/Quality/Longevity - 7

Prefer New . 2

Automation I 1

Productivity I 1
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Changing Capital Structure

In the last 12 months, have you significantly altered your company’s capital structure?
If yes, what were the most significant sources of new funds?

Number of responses
0 1 2 3 4 5

Bank Loan

Changing Capital Structure Comments:

» Wil not fund capital unless customer 100% guarantees
and backs investment should volumes not materialize or
customer cancels program.

* Reinvesting in some base equipment...refusing many
new programs...we’re full

* Increase fixed term debt versus floating to protect
interest rates

* No, but thinking about it

*  >50% equity financed

* Reduced

Other Equity

Additional Equity from Owners

Private Equity

Mezzanine Lender

Government Assisted Lending

Combination, not new equity
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Commercial Loans and Lines of Credit

Considering your lead commercial bank, over the next 12 months,
how do you anticipate the terms of your commercial loan or credit line applications changing?

Percent of respondents *Weighted Value
0?/0 29% 40!% 60!% 89% 109% B 2=Ease Considerably
Commercial Loan Interest Rates : | . . . [ 1=Ease Somewhat
Cost of Credit Line \ \ .
Commercial Loan Covenants : I \ | | & 0=Remain Same
Maximum Size of Commercial Loans | : : : | : [] -1=Tighten Somewhat
Maximum Size of Credit Line B : : | | B -2=Tighten Considerably

Changes in terms by revenue Less than $1 bils. Greater than $1 bils.
Commercial Loan Interest Rates -0.78 -0.80 -0.75
Commercial Loan Covenants -0.58 -0.54 -0.67
Cost of Credit Line -0.53 -0.42 -0.75
Maximum Size of Credit Line -0.19 -0.16 -0.25
Maximum Size of Commercial Loans 0.04 0.12 -0.13
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Access to Capital

Over the next 12 months, how confident are you that you will be able to access
required levels of capital at appropriate costs for the following uses?

% of Respondents Wt. Value*
0% 20% 40% 60% 80% 100%

2022 2021

42%

Tooling 1.81 1.94

Plant and Equipment Investment 4|].7% 2.06

Accounts Payable Financing 29% | 2.02 2.15

Inventory Financing 28% | 2.07 2.26

Other Working Capital Needs 38% | 2.09 2.27

Product Innovation Investment :|38% | ° 2.27 2.45

gbsér;%ﬁzoring Manufacturing 36:% o 273

Merger & Acquisition Opportunities 38% 15% 6% 2.50 2.72

Off-Shore Manufacturing Operations 25% | 6% 2.81
mVery Confident 0O Somewhat Confident @ Neutral 0O Somewhat Doubtful m Very Doubtful *Weighted Value

1=Very Confident,
5=Very Doubtful
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Access to Capital

Over the next 12 months, how confident are you that you will be able to access
required levels of capital at appropriate costs for the following uses?

!_evel of C_onfiden_ce Overall Less t_han Greater_ than
in Accessing Capital $1 Bils. $1 Bils.
Tooling 1.81 1.70 2.00
Plant and Equipment Investment 1.82 1.71 2.00
Accounts Payable Financing 2.02 1.92 2.17
Inventory Financing 2.07 1.98 2.25
Other Working Capital Needs 2.09 1.96 2.35
Product Innovation Investment 2.27 2.29 2.23
U.S. Re-shoring Manufacturing Operations 2.34 2.28 2.43
Off-Shore Manufacturing Operations 2.47 2.64 2.26
Merger & Acquisition Opportunities 2.50 2.44 2.61

*Weighted Value
1=Very Confident,
5=Very Doubtful
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Sources of Capital

Over the next 12 months, indicate whether the following sources
of funds will increase/decrease/remain the same in importance on your balance sheet?

% of Respondents Net Change*
0% 20% 40% 60% 80% 100% 2022 2021

Bank Loans (term or revolver) 19% 7%
Mezzanine Financing 0% -14%
Bonds 8% -10%

Private Equity 8% 12%

Additional Equity from Others 6% 5%
Government Assisted Lending 8% -19%
Overall Debt 2204 7%

Overall Equity 20% 9%

m Will increase @ Will Remain same m Will decrease
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Sources of Capital by Company Revenue

Over the next 12 months, indicate whether the following sources

of funds will increase/decrease/remain the same in importance on your balance sheet?

Net Change in Sources of Funds

Overall

Less than
$1 Bils.

Greater than
$1 Bils.

Bank Loans (term or revolver) 19% 18% 22%
Mezzanine Financing 0% 11% -14%
Bonds 8% -10% 20%
Private Equity 8% 14% 0%
Additional Equity from Others 6% 6% 7%
Government Assisted Lending 8% 0% 14%
Overall Debt 22% 13% 39%
Overall Equity 20% 26% 9%
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Capital Planning

How confident are you that your company will move ahead and implement the needed capital investment
to meet your remaining 2022, 2023, and 2024 demand requirements?

100%
90% 18% 17% 13%
80%
70% 25%
60%
50%
40%
30%
20%
10%

0%

35% 38%

2022 2023 2024
witd. Avg.* 69% 67% 68%

= Not applicable, we are not planning for increased capital expenditure investments
O Slightly confident (<50%)
O Somewhat confident (50-75%)

*Assumes mid-point of each range Vv fident (>75%)
B Very confident (> o
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Capital Planning

If you are planning for some level of capital expenditure investment,

what is the likelihood that the following factors may hinder or delay your investment plans?

0% 20% 40%

60%

80% 100%

Weakness in the U.S. economy 25% 50%

7%

Supply chain disruption (semiconductors, etc,) 22% 54%

11%

Inability to recover increased costs from customers 34% 30%

Poor sales of programs supplied 26% 32%

9% RSP

| 12% BiZ

24%

Continued issues related to the COVID-19 pandemic 24% _

30%

Changes in government tax policy F£&%

32%

22%

Changes in government regulatory policy 0/

36%

El1=Very Likely 02 @3 O4 m5=Very Unlikely

Q3 2022 OESA AUTOMOTIVE SUPPLIER BAROMETER

Average
Rating

2.1

2.2

2.3



Capital Planning

What percent of your capital needs do you estimate you will fund from free cash flow?

Wtd.
0% 20% 40% 60% 80% 100% Avg.*
2022 Projected 7% | 10% 22% 58%

All respondent Companies T I
2023 Budgeted 8% 24% 60%

By Company Revenue

Less than 2022 Projected 8% | 6% 20% 57%
$1Bils. 2023 Budgeted 17% 8% 23% 58%
2022 Projected 17% 25% 62%

Greater than ; ; :
$1 Bils. 2023 Budgeted 8% | 8% 25% 63%

m0%-15% ©16%-30% 031%-45% 046%-60% ©61%-75% ® More than 75%
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Capital Planning

Looking at your current global footprint, for each of the following regions,
how do you anticipate your regional cap ex investment levels shifting over the next five years?

0% 20% 40% 60% 80% 100%

NOI’th Amer'ca = Cap Ex Regiona'
Investment will grow
greater than the
regional share of

corporate sales

Europe

@ Cap Ex Regional Comments:

Investment will grow «  No near-term plans for Cap Ex
equal to the regional investment outside of North
share of corporate America at present.

sales

China

8% m Cap Ex Regional
Investment will grow
slower than the
regional share of
corporate sales

Rest of Asia/Pacific [HL0L%)

South America
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Innovation
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Innovation

Given the dynamic pace of industry change,
describe your firm’s pace of innovation.

Well behind industry
0,
7 Slightly

_ behind
Leading the industry
industry 11%

11%

Slightly ahead
of industry

34% .
On pace with

industry
37%

What specific steps has your company taken to

become an industry leader in innovation?
(Leading or slightly ahead of industry)

Continued efforts with R&D despite results behind schedule
Anticipate trends in the industry and be 'near the leading edge’
of technology development to be early in the market
development for the new technology.

R&D in our unique technology for relevance to EV's

Focus on commodities in need, rapid development, Engineering
to validation to prototype to serial production in one company.
Invest in innovation

Focus on customer and end customer challenges.

Waiting

Taken our experience in the electronic industry and
promoted/developed it in the auto space.

Large investment in R&D combined with an inorganic growth
strategy

Heavy investment into transitional technologies over the past
years.

Close cooperation with OEMs

Larger than normal R&D group versus industry standard

Keep high R&D investment rate, shift focus on new-mobility,
clearly define and follow innovation projects, reduce efforts in
ICE to a reasonable level

Light-weighting efforts to support EVs and NEVs

High investment in product innovation in the e-mobility part of
automotive.

Investment in start-up companies

Acquisition and shifting R&D spending towards innovation vs
change management

Investment in R&D is a core policy of our organization, and we
consistently lead the market in this investment.

Continuously looking for ways to innovate.

Q3 2022 OESA AUTOMOTIVE SUPPLIER BAROMETER

What specific steps has your company taken in

order to increase its pace of innovation?
(On pace or slightly/well behind industry)

Consideration taken in product and business acquisitions
Exiting certain commodities to enter new commaodities and
verticals.

Created new focused R&D group not tied to current business =
more focus, less hinderance

Hired key people assigned to grow the business.

Invested in engineering and some unique technology

None

Continuous discussions with customers about needs
Invested in more head count in sales & engineering to re-
position our company

Additional innovation resources have been hired.

Focus of our advanced engineering team to understand
customers needed and desires.

Developed 2030 Plan and just rolled it out

More focus on sustainability

Further investment in personnel and material resources.
Varies with BU. Some ahead some behind, average on pace
focus on most likely scenarios

Diversification

Dedicated resources have been allocated

We have spent the last 16 months re-designing existing
products for component availability so now we can re-focus on
innovation.




Capital Strategy

To what extent does your company’s capital strategy support dimensions of open innovation, which includes working with external partners?

100%
90%
80%
70%
60%
50% 37% 40% 3204
40%
30%
20% 25% 23% 29%
10%

0% </ —

Overall <$1 Bils. >$1 Bils.

Comments:

*  We are doing this where possible

ENotatall OMinimal ©Moderate ®mHigh mVery high
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New Technologies and Innovation Acceptance

Rank each of the following approaches on their success in getting new innovations and first to market ideas to production?

Less Greater
than than

0% 20% 40% 60% 80% 100% " Overall $1Bils. $1 Bils.
OEM participates after initial product feasibility is proven 14% 49% 29% 4% 3.14 3.02 3.31

OEM participates and helps co-create in the early stages Lol 21% 38% 25% 6% 2.96 2.87 3.09

Joint Ventures 18% 25% 40% 16% 2.55 2.55 2.56

Venture Capital 38% 38% 23%

1.89 1.89 1.88

m1=Completely Unsuccessful O2=Seldom Successful O3=Moderately Successful m4=Mostly Successful m5=Completely Successful
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Merger and Acquisition Activity

How would you rate your company's current and/or near-term level of merger & acquisition activity as it pertains to its innovation strategy?

0% 20% 40% 60% 80% 100%

Overall Wtd. Avg. = 2.2 38% 29% 9%
Comments:
» Seeking opportunities with little success
<$1 Bils. Wtd. Avg. = 2.2 34% 3204 8% due to limited deal origination
>$1 Bils. Wtd. Avg. =2.2 43% 23% 10%

B 1=No activity O2=Minimal 0O3=Moderate m4=Substantial
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OESA Automotive Supplier Barometer is a survey of the top executives of
OESA regular member companies. The OESA Automotive Supplier Barometer takes
the pulse of the suppliers' twelve-month business sentiment. In addition, it provides a
snapshot of the industry commercial issues, business environment and business
strategies that influence the supplier industry. www.oesa.org.

RSM US LLP is the leading provider of audit, tax and consulting services focused
on the middle market, with nearly 10,000 professionals nationwide. It is a licensed
CPA firm and the U.S. member of RSM International, a global network of
independent audit, tax and consulting firms with more than 41,000 people in 116
countries. RSM uses its deep understanding of the needs and aspirations of clients
to help them succeed. For more information, visit rsmus.com, like us on Facebook at
RSM US LLP, follow us on Twitter @RSMUSLLP or connect with us on LinkediIn.

Data collected June 22 — July 12 via invitation to online survey.
Executives of OESA supplier companies.
88 complete survey responses were received, with 111 responses total.

The information and opinions contained in this report are for general information purposes. Comments are edited only for spelling and
may contain grammatical errors due to their verbatim nature. Responses to this survey are confidential. Therefore, only aggregated
results will be reported and individual responses will not be released or shared.

Antitrust Statement:
Respondents/participants should not contact competitors to discuss responses, or to discuss the issues dealt with in the survey. It is an
absolute imperative to consult legal counsel about any contacts with competitors. All pricing and other terms of sale decisions and
negotiating strategies should be handled on an individual company basis.

=

RSM

Contacts

Mike Jackson
Executive Director
Strategy and Research
248.430.5954
mjackson@oesa.org

Joe Zaciek

Senior Manager

Research and Industry Analysis
248.430.5960

jzaciek@oesa.org

Larry Keyler

RSM Global Automotive Leader
317.805.6205
lawrence.keyler@rsmus.com

Original Equipment Suppliers Association

25925 Telegraph Road
Suite 350
Southfield, Michigan 48033



http://www.oesa.org/
http://www.rsmus.com/
https://www.facebook.com/rsmusllp/
https://www.twitter.com/rsmusllp
https://www.linkedin.com/company/rsm-us-llp

