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Background

= The U.S. automotive industry is currently emerging from one of the most tumultuous periods of its
100-plus-year history—a period that has significantly altered the landscape

» Though the industry has come a long way during the past two years, it still has far to go to
address fundamental weaknesses and return to sustained profitability

» To help address these important issues, Booz & Company, with strategy+business magazine,
examined the current state of the U.S. automotive industry. The study broadly touched on three
key themes:

— State of the overall industry
— The outlook for OEMs and suppliers coming out of the downturn
— Key challenges and what companies are doing (or are planning to do) in response

= More than 200 original equipment manufacturer (OEM) and supplier executives participated in the
study; a quarter are either C-level or executive vice presidents
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Executive Summary (1 of 2)

= Executives have a fairly sober view of the overall state of the industry and believe it is only somewhat
better than it was during the depths of early 2009. Almost two-thirds of respondents say the industry
restructuring did not go far enough in addressing fundamental structural weaknesses

= Approximately 30% of respondents expect the failure of an OEM within the next 24 months

= Greater discipline in vehicle production and pricing and continued emphasis on developing better
vehicles are viewed as essential for restructuring the industry going forward

= While leading auto industry forecasters predict that light vehicle sales will rise to more than 16 million
in 2015, up from 11.6 million vehicles in 2010, our survey respondents expect a much more modest
uptick, to only 13.5 million in 2013 and 14.5 million in 2015

= This less optimistic view stems largely from uncertainty about the economy, credit availability, and
overall demand

» Despite this, approximately 25% of respondents expect their company’s revenue growth in 2011 to
exceed 15%, and more than 80% expect their company to gain market share over the next 36 months
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Executive Summary (2 of 2)

= OEMs confirm the importance of product, superior quality, and differentiated positioning as
essential for success

= Suppliers cite improving their cost position, high QRD, and supporting OEMs globally as essential
for success

= Approximately 75% of respondents expect alternative powertrain penetration to be less than 20%
by 2020

= About 90% of executives believe that China-based OEMs will reach product parity with vehicles
sold in the U.S. within 10 years. Branding and consumer perception is cited as the most significant
hurdle that Chinese OEMSs will face in gaining consumer acceptance

* [n summary, the U.S. auto industry is in a period of extraordinary transition. Despite all the real
improvements in efficiency, quality, and lean practices, many executives are still bracing for
further change
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Industry Restructuring
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Executives view the overall state of the industry as fairly similar to,
or only somewhat better than, its low point in January 2009

Perceived Current State of the Industry
Compared to January 2009

Responses
65% - 63%
60% -
25% 7 50%
50% 47%
45% A
40% A
350 - 34%
30%
25% -
20% -
15% -
10% -
(5;2 | 0% 1% 3% — 0% 0%
Much worse Somewhat worse About the same Somewhat better Much better

OEM M Supplier
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Almost two-thirds say the industry restructuring did not go far
enough in addressing fundamental structural weaknesses

Responses
70% -

60%

50%

40%

30%

20%

10%

0%

Impact of Restructuring on Future Profitability

37%

35%

53% 52%

Industry restructuring put the
industry on a path to achieving
full return on invested capital

Note: Numbers may not add up due to rounding.

13%

b -_

Industry restructuring helped to
address fundamental weaknesses
but did not go far enough

OEM M Supplier

Industry restructuring was a missed
opportunity to address fundamental
structural weaknesses
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OEMs view capacity reduction, production discipline, dealer
consolidation, and incentive and rebate discipline as having the
most positive impact on industry restructuring

Vehicle manufacturer capacity rationalization
Production discipline

Greater discipline in incentives/rebates
Dealer network consolidation

Reduction in vehicle manufacturer brands
Renegotiating UAW labor costs and benefits
Supply base capacity rationalization
Government intervention (credit markets)
Government Cash for Clunkers program
Government intervention (GM)

Government Supplier Support program

Government intervention (Chrysler)

Note: Numbers may not add up due to rounding.

Perceived Impact of Action
(negative and neutral responses from OEMS)

Neutral
I Negative

42%
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Meanwhile, suppliers felt that addressing UAW labor costs and the
government intervention in GM had the most positive impact —the
Supplier Support program was largely viewed as ineffective

Perceived Impact of Action
(negative and neutral responses from suppliers)

Renegotiating UAW labor costs and benefits 8%

Government intervention (GM) 20%

Vehicle manufacturer capacity rationalization 23%

Neutral

Reduction in vehicle manufacturer brands 26% I Negative

Government Cash for Clunkers program 20% 31%

Production discipline 32%

Supply base capacity rationalization 25% 35%

Government intervention (credit markets) 29% 43%

Government intervention (Chrysler) 24% 44%

Dealer network consolidation 40% 49%

Greater discipline in incentives/rebates 45% 51%

Government Supplier Support program 60% 69%

Note: Numbers may not add up due to rounding.

Booz & Company 8
April 2011



Even after the restructuring of the past two years, almost 30% of
respondents expect the failure of an OEM in the next 24 months

Respondents Expecting an OEM to Fail Within the Next 24 Months

Responses
80% A

71%

70%

60% -

50% A

40% A

29%

30% -

20% A

10% -

0% -

Yes
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Furthermore, more than 60% of suppliers surveyed are actively
pursuing acquisitions

OEMs and Suppliers Pursuing Acquisitions

Responses

100% 1
92%
90%
80% A

70% A

61%

60% A
50% -

39%

40%
30% -
20%

10% - 8%

0%

Yes

oev I Supplier
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Greater discipline in vehicle production and pricing and continued
emphasis on better products are viewed as the keys for
restructuring the industry going forward

Most Important Actions to Take to Restructure the Industry Moving Forward
(respondents listing as one of the three most important actions)

76% 78% 79%

68% 68%

54%

32%

24% 24% 219% 21% 2204

11%

8%

Discipline in Discipline in Emphasis on Stability in Rationalization Consolidation of Consolidation
pricing/use vehicle designing and labor force of supply base  dealer network of vehicle
of incentives  production levels manufacturing manufacturers

better vehicles
OEM [ Supplier
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Market & Company Sales Outlook
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OEMs and suppliers predict U.S. light vehicle sales will grow 4%
to 5% annually from 2010 to 2015

U.S. Light Passenger Vehicles Forecast

Units (Millions) (from 2011 to 2015)

15.0 - OEM
14.7 respondents
+4.8%
14.5 A
14.1 _
Supplier
14.0 A respondents
+4.0%
13.5 A
13.0 A
12.5 A
12.0 A
11.6
| -
OO <I‘/ T T T T 1
2010 2011 2012 2013 2014 2015

Note: Leading auto industry forecasters have predicted a more dramatic rebound in post-recession U.S. auto sales,
from 11.6 million in 2010 to 16 to 17 million in the next four years.
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Both OEMs and suppliers are optimistic about achieving
profitable revenue growth in 2011, slightly less so in 2012 and 2013

Confidence in Profitable Growth Confidence in Profitable Growth over
over Next 12 Months Next 12 Months Vs. Next 36 Months

Average of Responses

10 -
78%

69% 8.2 79 78

28%
21% 3 1

Less confident Confident Very confident Confidence in Confidence in
_ profitable growth profitable growth
OEm Ml supplier over next 12 months over next 36 months

Notes: Interview scale of 1 to 10: less confident = 1 to 4, confident = 5 to 7, very confident = 8 to 10. Numbers may not add up due to rounding.
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Approximately 25% of respondents expect revenue growth in 2011
to exceed 15%

Expected Growth in U.S. Revenue
(from 2010 to 2011)

Responses
80% 7%

70% - 68%
60% A
50% A
40% A

30% - 28%
23%
20% A
10% -
0% 4%
% NN

Greater than 15% 0%-15% Negative growth

0%

OEM [ Supplier
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More than 80% of survey respondents expect to gain market share
in the next 36 months

Expected Change in Market Share
over Next 36 Months
Responses

90% 1 84%

82%

80%
70% A
60% -
50% A
40% A
30% A

17%

13%
e

Expect to gain market share Expect to maintain market share Expect to lose market share

20% A

10% A

0%

OEM M Supplier

Note: Numbers may not add up due to rounding.
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Key Challenges
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OEMs cite increasing competition as their main challenge going
forward; interestingly, supplier relations are of little concern

Key Challenges Facing OEMs

Listed as one
of the five most __ 769%
important keys to

winning
52% 52%
[ 45%
38%
. 34% 34%
Listed as 31%
one of the two 28% 28%
most important
keys to winning 21% 21% 21%
e 10%
21% 21%
0 0
L7% L7% 14% 14%
0
N
Increasing Pricing Cost Macroeconomic Labor Financial Product Manufacturing Dealer Regulatory  Winning Management Sales and  Supplier
competition position situation relations/legacy position capacity capabilities requirements strategy team marketing  relations
costs
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Suppliers cite improving their cost position and developing better
ER&D/innovation capabilities as their greatest challenges

Key Challenges Facing Suppliers

Listed as one
of the five most_,  g7o4
important keys

to winning
0,
69% 67%
62%
58%
Listed as 37% 300,
one of the two 0 200
. 28% 0
most important 26%
keys to winning
22%
17% 16% 14%
7% (1 4%
Cost position ER&D/ Macroeconomic Customer Product Undifferentiated Excess  New entrants Financial Market insight
innovation factors/ responsiveness/ position industry position
vehicle application capacity

demand engineering
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Improved consumer confidence and availability of credit will
drive the market rebound

Availability
of credit

Drivers of Automotive Sales Growth
(respondents listing as one of the top three drivers)

Growth in GDP!

Consumer
confidence
Listed
as #1 60%
driver

Booz & Company
April 2011

U.S. automotive sales are highly
correlated with changes in consumer
confidence, availability of credit, and
GDP growth, all of them outside the

control of the OEM

Replacement Product Fuel prices

of car parc pricing/incentives

6% %

2%

New product
launches

4%

Government
policy

1%

20



More than 40% of all supplier respondents cite insufficient ER&D
capabilities as their main obstacle to near-term growth

Obstacles to Growth for Suppliers

Working capital/credit

Availability of direct lab
vailability of direct labor . gzgm

4%

No challenges expected
7%

Availability
of ER&D

Supply base health | 21% capabilities

Manufacturing capacity

Near-Term Supplier Challenges

» The industry is having difficulty
finding sufficient ER&D talent to
assist in the innovation process and
product launches

= Suppliers are also concerned about
having adequate capacity to meet
increased demand

» Parts shortages started to cripple
assembly facilities even before the
earthquake in Japan further stressed
the supply chain
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Keys to Winning
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OEMs confirm the importance of product, superior quality, and
differentiated positioning as keys to winning

Keys to Winning for OEMs

Listedasone — 93%
of the five most

important keys 86%
to winning
64%
4 50%
43% 46%
0 39%
Listed as 36%
one of the two
most important S7% 54% 21%
keys to winning 39% 18%
21%
\
Product  Product Branding/  Well- Product Cost Dealer Product Fuel  Advertising/
design/ QRD unique defined/ technology/ position  network performance economy promaotion
styling positioning executed innovation
strategy
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Suppliers cite competitive cost, high QRD, and supporting OEMs
globally as keys to winning, with a well-defined strategy and
market insight coming in surprisingly low

Keys to Winning for Suppliers

Listedasone __, gooy
of the five most

important keys 73% 74%
to winning 67%

60%

56%

Listed as

one of the two <
most important
keys to winning

Cost Product Ability to Innovation Product Well- Customer Commitment Market
position QRD support performance  defined responsiveness/ to insight
OEMs strategy application  continuous
globally engineering improvement
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Alternative Powertrains
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Approximately 75% of respondents expect alternative powertrain
penetration to be less than 20% by 2020

Expected U.S. Market Share of Non-Gas ICE Powertrains by 2020

Responses
450 1 |= = = = = m e e e e e e = - - -

40% A
35% -
30%
25% A
20%

17%

15% -
11%

9%

10% - 8%

5%

0% -

21%-30% Greater than 30%

OEM M Supplier

Note: Numbers may not add up due to rounding.
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No powertrain technology has emerged as the dominant solution,
with results suggesting that a variety of powertrains will be used

Prevalence of Alternative Powertrains by 2020
(mentioned as one of top three)

83%

Full hybrid Mild hybrid Diesel ICE Plug-in hybrid Battery electric Fuel cell
(Toyota Prius) (Buick LaCrosse (Chevrolet Volt) (Nissan Leaf) (Honda
with eAssist) FCX Clarity)
Listed as leading
alternative 36% 23% 26% 10% 3% 1%
powertrain
solution

Note: Numbers may not add up due to rounding.
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Chinese Entrants
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Approximately 90% of executives believe that Chinese-based
OEMs will reach product parity with vehicles sold in the U.S.

within 10 years
When Chinese OEM Vehicles Will Achieve Parity

Responses

0/ —
45% 420

40% - 39%
35%
30% -
25% A
20% A
15% A

10% -

5%

0% -

Within 3 years Within 4-5 years  Within 6-10 years  Within 11-15 years Within 16-20 years Never

OEM [ Supplier
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Branding/consumer perception is cited as the most significant
hurdle Chinese OEMs will face in gaining U.S. consumer

acceptance —
Most Significant Hurdles

(respondents listing among top 3)

73%

Branding/ Long-run Initial quality Dealer Product Safety/crash Powertrain  Emissions Financing
consumer quality network/ design/U.S.  standards sophistication
perception distribution ~ consumer
tastes
'#;'frt]ior' i 11% 19% 46% 8% 9% 5% 1% 1% 0%
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Respondent Profile
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More than 200 OEM and supplier executives participated in the
survey, nearly a quarter of them C-level or executive VPs

Position in Value Chain Position of Respondent

Tier 2
Automotive Supplier

\

133
(66%) Director

C-Level

30
(15%)

Vehicle Manager

Manufacturer 39
(19%)
Executive

17  Vice President
(8%)

Vice President

Tier 1
Automotive Supplier

Note: Numbers may not add up due to rounding.
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The survey respondents represent a good mix of functional roles,
and 71% are from North American-based companies

Primary Function Location of HQ

“Other” includes P .
HR and IT, but Logistics South America

0%

mostly Product 1 (1%)
Development Engineering

39
(20%)

Finance

Europe

Sales \{E4)

General
Management North

America

12
(6%) 13 11
Purchasing (7%) (6%)

Marketing Manufacturing

Note: Numbers may not add up due to rounding.
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Contact Information

Chicago

Brian Collie

Principal
+1-312-578-4637
brian.collie@booz.com

Cleveland

Patrick Mulcahy

Senior Associate
+1-216-925-4036
patrick.mulcahy@booz.com

New York

Scott Corwin

Partner
+1-212-551-6578
scott.corwin@booz.com

Tim Lepczyk, Gaurav Panwar, and Malavika Srinivasan also contributed to this Leading Research.
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The most recent
list of our offices
and affiliates, with
addresses and
telephone numbers,
can be found on
our website,
booz.com

©2011 Booz & Company Inc.

Worldwide
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Asia
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New Zealand &
Southeast Asia
Auckland
Bangkok
Brisbane
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Jakarta

Kuala Lumpur
Melbourne
Sydney
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Amsterdam
Berlin
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Dublin
Dusseldorf
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Helsinki
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Madrid
Milan
Moscow
Munich
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Stockholm
Stuttgart
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Warsaw
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Middle East
Abu Dhabi
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Doha

Dubai
Riyadh

North America
Atlanta
Boston
Chicago
Cleveland
Dallas

DC

Detroit
Florham Park
Houston

Los Angeles
Mexico City
New York City
Parsippany
San Francisco

South America
Buenos Aires
Rio de Janeiro
Santiago
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Booz & Company is a leading global management consulting
firm, helping the world’s top businesses, governments, and
organizations. Our founder, Edwin Booz, defined the
profession when he established the first management
consulting firm in 1914.

Today, with more than 3,300 people in 60 offices around the
world, we bring foresight and knowledge, deep functional
expertise, and a practical approach to building capabilities and
delivering real impact. We work closely with our clients to
create and deliver essential advantage. The independent White
Space report ranked Booz & Company #1 among consulting
firms for “the best thought leadership” in 2011.

For our management magazine strategy+business, visit
strategy-business.com.

Visit booz.com to learn more about Booz & Company.
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