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Executive Summary

= COVID-19 Fallout— With operations in some areas suspended for more than a month,
manufacturers are facing an unprecedented challenge. Major manufacturers, such as
Automotive OEMSs, have cut all US production capacity—plans on when to restart
production have been delayed several times through public announcements.

= Near Term Criticality— Companies should review their supply base for critical
components from plants that have or might shutdown, have low safety stock levels, and
are under financial stress.

= Supply Risk— Companies should review their supply base for critical suppliers that will
lose large amounts of revenue and have low cash levels. Suppliers’ approaches to
COVID-19 risk mitigation should also be reviewed. In addition to financial risk,
companies with low cash levels may have additional difficulties rapidly reopening.

= Production Restart— Geographic clusters of restart dates will require suppliers to
prioritize production timed to each OEM and production lines.

= Supplier Financial Risk— Companies will undergo varying degrees of stress if
operations remain suspended over the next few weeks and months. Public and Private
suppliers’ financials should be reviewed to determine exposure to the industry, cash
reserves, and available means of mitigation.
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Supply Risk Assessment

Companies should review their supply base for critical components from plants that
have or might shutdown, have low safety stock levels, and are under financial stress.

» Resources should be focused High
on major suppliers as well as
suppliers that provide supply-
critical components

* Financial stress will increase
as shutdowns become
prolonged

« Working with manufacturing
and engineering highlights
critical components

Shutdown Risk

» Working with supply chain
highlights limited sources for
critical components

Low

» Efforts should be narrowed to High | Lovel | Low
the most critical suppliers nventory Levels
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Automotive Capacity Cuts and Planned Restarts

Automotive OEMSs have cut all US production capacity—plans on when to restart
production have been delayed several times through public announcements.

100% 1 i « GM and Ford have not publicly
90% Initial Plan committed to restart dates
80% toReopen je=r----r-q  Several OEMs located in the
70% e=r ] Southeast will likely delay
50% ': planned restart dates as infection

i - rates have been increasing in
20% i those areas
40% et rrent Plan :

. : 1 Ctl:) F\?ect) ei\l « OEMs are looking to balance
30% ! (As of Ap rﬁ 170) securing production capacity with
20% ': suppliers with the need to wait
10% 0o l_,J until plants can be safely opened

0% - - . - o « Automotive shutdowns reflect
s 2 & & & & similar actions being taken in
- I N other manufacturing-related
— (90) — N . .
industries
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Automotive Capacity Cuts and Planned Restarts

Planned restart dates tend to be more aggressive in the Southeast.

US Automotive OEM Restart ° Geographic clusters of restart dates
will require suppliers to prioritize

production timed to each OEM and
production line

®e¢ @ . . .
@ & » Freight capacity between suppliers
°e o and OEMs will need to be managed
® So - to secure capacity timed to each
restart
@ Plan to Open in April
Plan to Open in May
® No Stated Restart Date
Cost & vage 6
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Production Cut Analysis

Companies started the year with large cash cushions and could easily cover
interest payments. However, this will change if significant shutdowns continue.

If 33% drop in Annual Revenue
EBITDA / (Cash + EBITDA /
LTDebt/ LTDebt/ LTDebtDue Interest EBITDA Current Credit) / EBITDA Interest
Equity EBITDA  in One Year Expense Margin Ratio Revenue Margin Expense Risk
AK Steel 2.9 7% 191%  8%|
AkzoNobel 13% 158% 33%
Amphenol 23% g 14%
Arkema 17% 26%
Axalta 19% 32%
BASF 13% 14%
Corning 24% 21%
Dow 6% 157% 23%
Fastenal 22% 16%
Grainger 13% 10%
Intel 46% 140% 20% 39%
Micron 65% 83%
Nucor 12%
NVIDIA 30%
PPG 15% 141% 23%
Saint-Gobain 11% 135% 21%
SKF

15%
12% 25%

21% 164% 18%

Timken 18%|  254% 19%

US Steel 3% 145% 21%
Additionally, many companies have large long-term debt loads which could cause additional
financial stress if waves of virus last 18-24 months.

Steel Dynamics
TE Connectivity

Cost Note: AK Steel’s 2019 financials were used. The company’s acquisition by Cleveland-

@pita Cliffs was completed in March 2020. page 7



Production Cut Analysis

Companies will undergo varying degrees of stress if annual revenue declines 25%.

25%

20%

AkzoNobel 15%

10%

SKF

Nucor

[ )
&% Steel TE Connectivity @

Timkgn® ® ntel S0t
0

0%
-110% -90% -70% -50% -30% -10%

Projected EBITDA Impact

Cash on hand as a % of Annual Revenue

« Compared to the group, AK

Steel, Fastenal, and
Grainger have less of a
cash cushion on hand

Low cash cushions might
make it more difficult for
companies to rapidly reopen
and ramp up operations

Companies that need to
raise additional capital may
risk violating credit
covenants

Cost
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Risk Exposure

Companies will undergo varying degrees of stress depending upon how much
their revenue declines.

50%
40%
\ intel
30%
=
% 20%
E \ Amphen0|
< ema
uc .
0
)] 10% é\{ee?bynamlcs
TE Connectivity
~ ~ Timken
ﬂ SKF
ﬁﬁag?eel
0% UsS Steel
ASF
oW
astenal
NVIDIA
Saint-Gobain
-10% Grainger
PPG
AkzoNobel
-20%
0% -10% -25% -33% -50%
Revenue Decline
Cost : - , : .
- Note: Many categories’ exposure varies by supplier and location page 9
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Interest Coverage

Before the crisis, benchmarked companies could cover interest expenses?, however
several may not be able to meet obligations if sales decline by more than 30%.

Annual Revenue Decline

0% -5% -10% -20% -30% -40% -50% -60%
AkzoNobel 15.8 13.2 10.6 5.4
Amphenol 15.8 14.8 13.7 11.5 9.4 7.2 5.0 2.9
Arkema 12.6 11.8 11.1 9.7 8.2 6.8 5.3 3.9
Axalta 5.2 4.7 4.2 3.2 2.3 1.3 _
BASF 16.6 14.8 13.1 9.6 6.1 2.6
Corning 12.7 11.8 10.9 9.1 7.2 5.4 3.6 1.8
Dow . 2.5 2.1 1.5
Fastenal
Grainger
Intel
Micron
Nucor
NVIDIA
PPG
Saint-Gobain
SKF
Steel Dynamics 4.3 3.1
TE Connectmty_ 11.3 2.7
Timken 3.1
US Steel 2.7 2.4 2.1 1.5 0.9
Cost Note: EBITDA / Interest Expense. Values of greater than 3 are typically considered safe.

@pita Values below 1 indicate a company cannot meet its current interest obligations. page 10
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Risk Identification

RI S k AS sSessm t Supplier Detail Report - ArvinMeritor

Summary Constraints Analysis

Awed Cost

= Review financial statements and analyze
key metrics determine level of supplier o ok o et _,A
risk Supplier Detail Report — ArvinMeritor
= Rank suppliers in terms of potential short Woring Cpil eromanse
term and long term stress —| Pl

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

Supplier Detail Report — ArvinMeritor

- Diagnostics Cash Metrics
- LT Dabi/ sQuly
- ‘Quarterty Revanus and Projection - Bartien ot LT Debd ) Sxuly
- == [ tRatin o o
== Gk Rt -
Gl B Well Clierii Sample Cash Burn Walk Chart = [T St T seTa Do
Why: Based on the revenue and fixed cost L P 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 for each supplier | - Cam ana CasnEqusisnls ot 49 =
Whatto discuss with the supplier: The 0 - CaenPasition
: . - s Volume Metrics
assumptions estimate reduced revenue = Forooal o T Hos Tiale330a CHTlo TS R
based on exposureto GM, Chrysler,and l = Frolested @1 2002 e i vs. 04 200 [ B e
automotivein general. Discuss revenue 10 r S b AL o =
projections, specific programs and new T Opersting Metrics
business awards. Ifthey show a near-term 0 ToEE TR ==
default (cash below 0) determine what steps Cashon Credit Q4 o1 @ Q3 Q4 | |EEa e iy
they are taking to secures additional cash tand Revover Change Change Change Change Change CaPEX | Bales 1
i.e. debt, selling assets, etc. ey el i
PO LT
How to Calculate: The modelusesthe D0 /0RO e
supplier'smostrecentrevenue, EBIT and : | [Precismromser e
fixed assetnumbers to estimate forward T Cost
quarterly revenue and costs resultingin Tae Tz Capita
quarterly cash flows
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Supplier Engagement

Supplier Interviews

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

= Determine proper topics to address for
both public and private suppliers to gauge esase o o oo ooe o am
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 &
Capital page 13



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&ﬁ age 14
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Supplier Engagement

Liquidity

* Credit covenants

Viability

* Manufacturing
footprint (e.qg.
components from

sties deemed
‘nonessential’)

* Sources of short
term cash

» Ownership of equity

Volume
» Capacity reduction
« Cash management
 Safety stock levels

What to Ask and their access to N
capital - Stability of contracts
* Sole sourced
components
* Interest Coverage * Quantify initiatives » Cash Conversion
« CAPEX limits and timing for cost Cycle
reduction activities Working capital
Key Data such as SG&A initiatives

reduction, plant
consolidation and
business segment
disposition

Cost
Capiéﬁ
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Supplier Prioritization

Risk assessment can be prioritized for large as well as small but critical suppliers.

Prioritized Approach Supplier Focus by Spend

= Resources should be focused on major

suppliers as well as suppliers that provide 100.0%
supply-critical components 90.0% -
. : : 80.0% -
. Wor_klng Wlth _mar_mufactur_lpg and § 20.0% -
engineering highlights critical components 2 44 oo, -
= Working with supply chain highlights g“ 50.0% 1
limited sources for critical components 5 40.0% -
P 30.0% -
= Efforts should be narrowed to the most S 20.0% -
critical suppliers 10.0%
0.0% W
Major Suppliers Small But Critical

Suppliers

Cos@&Ll age 16
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Supply Continuity

A daily call is critical as conditions are changing rapidly.

COVID-19 Readiness and Impact Scorecard

Supplier Name Date of last interview State City Zip Code
March (Sample Data)
16 17 18 19 20 23 24 25 26 27 30 31
Absentee Rate 12% 15% 13%
On-Site Procedures -
PPE - Facemask No No No

PPE - Gloves
Social Distancing
Temperature Check
Paid Sick Leave
State / Local Restrictions
Deemed Essential
No Restrictions
Non-Essential Businesses
Stay At Home Order
Local Rate of Infection
Tier 2 Supplier Assessment

A standardized and consistent approach to critical

suppliers will identify trends and sounds alarms when
conditions deteriorate.

Costly age 17
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Risk Management Playbook

Developing counter measures for the riskiest suppliers

Focus Area

Cost and Capital will work to develop risk
mitigation playbooks for the identified
high-risk, high-impact suppliers

For each identified supplier, a specific
contingency roadmap will be created with
event triggers and defined
countermeasures

Criticality Matrix

Highly
Probable

Probable

Moderate

Remote

uondnusiq 0 pooyai

Improbable

Serious Critical

Negligible

Marginal
Severity of Impact

Catastrophic

Cost
C_aPit&aﬁ
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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 age 19
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Sample Supplier Detail Report

ABB

NTM Cash
EBITDA / Required / (Cash +
LT Debt / LT Debt / LT Debt Due Interest EBITDA (Cash + Credit) /
Equit EBITDA in One Year Coverage Margin Current Ratio Credit Revenue Z-Score Risk
ABB 3.5x 2.7% 131% 21% Moderate
Nidec 3.6% 145% 15% Moderate
Regal Beloit 48.4% 3.0% 23% 1.85 Moderate
Yaskawa 1.0% 2.07 Moderate
WEG 5.3% 19% 25%
Emerson 7.7x 3.8x 4.2% 114% 28%
Ametek 54.1% 7.7x 18% 4.1x 7.0% 142% 27% 1.90
Cost
page 20
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Sample Supplier Detail Report

ABB

Diagnostics

$8,000,000
$6,000,000
$4,000,000
$2,000,000

$0

o O P
PN O LN

Quarterly Revenue & Projection

Cash Metrics

03
90

feN el ®
S G0 g

(Y
P ¢

Cash Position

LT Debt / Equity Ratio

Current Portion of LT Debt / Total Capital
Current Assets / Current Liabilities

LT Debt / Trailing EBITDA

Percent of Debt Due in One Year
Projected Change in Cash / Revenue NTM
Cash Requirement NTM / Cash on Hand
Cash Requirement NTM / Available Credit
Cash Requirement NTM / (Cash + Credit)
Cash and Cash Equivalents / Revenue NTM
Credit Revolver Available / Revenue NTM

0.67
0.10

1.31

2 58.0 Volume Metrics
.0 $6.0 Projected FY 2020 Volume vs. FY 2019
S2.0 COGS / Sales
$0.0 SG&A / Sales 19.3%
‘ Cash on Hand 2020 Q2... 2020 Q4... CAPEX / Sales, . 3.3%
Credit Revolver 2020 QL1... 2020 Q3... Operating Profit Margin 7.2%
Days Sales Outstanding (DSO) 80.1
Fixed Asset Turnover Days Payables Outstanding (DPO) 81.6
1.48 DSO / DPO 1.0
1.46 Days of Inventory 80.23
1.44 Cash Conversion Cycle 78.7
142 Working Capital Turnover 111
1“3‘2 Fixed Asset Turnover 1.44
B
1.34 T T T
2019 QL 2019 Q2 2019 Q3 2019 Q4
Cost &
page 21
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Sample Supplier Detail Report

ABB

Working Capital Performance

Days Sales Outstanding (DSO) Uses of Cash
88
86
g4 "\, ®COGS
—_—

82 \\ B SGE&A
80 42% B Interest
78 m R&D
76 r r T .

2019 Q1 2019 Q2 2019 Q3 2019 Q4 u Dividends

= Debt Maturity

Days Payables Outstanding (DPO) " CAPEX
84
82
80 N ~ c Mi

ustomer Mix

78 \\//
6 11% m Electrification
74 . . .

2019 Q1 2019 Q2 2019 Q3 2019 Q4

m |ndustrial Automation
22% 44%
Days of Inventory = Motion

88
86 \ H Robotics & Discrete
84 .
- \ 23% Autoation
80 \
78
76 : . .

2019 Q1 2019 Q2 2019 Q3 2019 Q4

Cost
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Sample Supplier Detail Report

ABB

Fixed Asset Ratio

Volume Reduction

Current Debt /
Total Debt

Z Score

Working Capital / Total Assets 0.13
Retained Earnings / Total Assets 0.43
EBIT / Total Assets 0.05
Market Value fo Equity / Total Liabilities 0.00
Revenue / Total Assets 0.61
NTM Projected C&CE Score 3.78
Cash Flow / Revenue 3.0%
Cash Flow / Capital Employed 13.5%
Cash Flow / Debt 7.4%
Cash Flow / Current Liabilities 3.3%
Cash Flow / Equity 4.9%
Cash / Capital Employed 82.8%
Cash / Debt 45.4%
Cash / Current Liabilities 20.3%
Cash / Equity 30.4%

Cost &

Capital
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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

Cost
Caplt&:ﬁ
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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

— ) PO = Suppliers were segmented into low,

Supplers $-PPlig L iier 23 @ Supplier 9 : 1 11 1 i
e — | medium, high and critical risk suppliers
o bt g 2se, SRS

O D P A i * Sumpec2 = Detailed agendas were created to engage

o st the suppliers and develop risk mitigation
plans

0%
-60% -40% -20% 0% 20% 40% 60%

COSt-&ﬁ age 26
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Reference Case

Risk Management

Supplier Risk Management — Industrial Equipment

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
_ Debt Due in One Year 31.9% Large debt principal payment due in next 12
months
s (Cash + Credit) / Revenue (0.5%) No cash on hand and company did not disclose
available credit line
_ Current Ratio 1.53 Work|ng capital ratios show signs of financial
distress
I Interest Coverage Ratio <0
I Debt to EBITDA Ratio 14.41
I Quick Ratio 0.63
Annual (Cash + Interest Leverage Ratio
Volume EBITDA Debt to Debt to Debt Due in Credit) / Coverage (Debt / LTM
g Margin Assets Equit One Year Revenue  Current Ratio Ratio Quick Ratio Assessment

(11.19%)

12.4%
(12.5%)
(18.7%)
(25.0%)
(5.29%)
8.7%
3.2%
(23.6%)

(8.0%;

18.8%

9.5% 10.4%

19.9%

0.2%
NA

27.6%

Critical
Probable
Moderate

Remote
Remote
Remote
7.14 Remote

18.2% 3.9% 0.00 0.00
0.00 0.00
5.5% 0.24 0.32

12.7% 0.00 0.00

0.00 0.00
16.1%
6.3% 0.00 0.00
8.5% 0.15 0.18
7.1% 0.00 0.00
5.6% 0.00 0.00
14.7%

0.00 0.00
5.3% 0.25 0.33

16.9%

22.5% 19.4%
NA 21.3%
NA 15.2%

0.0% 18.5%
NA 18.1%

0.0%

NA 15.0%
NA 21.5%
47.9%

NA 27.8%
5.7% 36.8%

36.1%

3.07 Improbable
Improbable
Improbable
Improbable

2.36 Improbable

3.64 7.50 0.95 2.00 Improbable
1.92 NA NA 1.83 Improbable

Improbable
3.42 60.67 029 223 Improbable
1.70 NA 0.00 1145 improbable
2.38 38150 039 125 Improbable
4.00 NA 0.00 2.70 Improbable
3.40 NA 0.00 2.40 Improbable
219 2.40 174 Improbable
8.23 0.00 7.02 Improbable
1.66 2.03 1.09 153 Improbable

Engagement Overview

= A global industrial company needed to
assess several dozen private suppliers for
financial risk

= Templates were distributed to the
suppliers and interviews were conducted
to determine key operating and cash
metrics

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

= Suppliers’ financial risk was ranked and
reported to management and risk
mitigation plans were developed

Cost
Capiéﬁ
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Reference Case

Risk Management

Supplier Risk Management — Industrial Equipment

T v , :
Y (AN v vaw Engagement Overview

= 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
4 L + + + . .

$£(38$S§ ' —1 credit, cash as well as upcoming debt
3500 [ a maturities
(5000 . . _
saz00 = = The resulting analysis helped the client to
$(4,500) .

Cash on Credit Q1Change Q2Change Q3Change Q4 Change ConSOIIdate the Supply base and manage

Hand - Revolver reduced volumes

Cost.&ﬁ 08
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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 petency 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

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