Parts makers feel pinch as U.S. market
shrinks - Mctevia says get used to it
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The woes of the Detroit automakers, who lost a combined $15 billion last year, are taking their toll on
North America's financially distressed parts makers.

Recent studies of the supplier industry show that these companies are cutting costs, changing where
they do business and what they make in order to survive the most competitive auto industry they've
ever seen.

As Detroit automakers lose market share to competitors like Toyota and Honda, they're making fewer
vehicles, so they need fewer parts. And they're pressuring suppliers to charge less for those parts.

But at the same time, the cost of doing business keeps going up. Plastics, steel, electricity and health
care are all getting more expensive. And many suppliers are burdened with lots of debt, which has
become more costly to carry as interest rates rise.

Rising costs and falling demand make a brutal combination.

"They have to be able to rethink the entire way in which they do business," said Erich Merkle, an auto
analyst with IRN Inc. in Grand Rapids. "That means going out and finding new customers. That means
looking for innovations in terms of their product line."”

The suppliers that are doing well in the massive auto-parts industry -- estimated at $902 billion by
Merrill Lynch -- are typically those with lean operations, global scope and proprietary technology.

"It can be a great business for those who operate at the top of their game," said John Hoffecker, a
managing director at Southfield-based AlixPartners LLP, who compiles an annual study of the industry's
health. "It can be a very unforgiving business for those who do not move as quickly as those around
them."

Investment help

The storm of bad news has sent dozens of auto suppliers into Chapter 11 bankruptcy, the largest being
Troy-based Delphi Corp.



Once the world's largest supplier, Delphi plans to close or sell 21 plants in the United States. It
negotiated a new UAW contract and is preparing to emerge from bankruptcy later this year with
investment from private equity firms.

Other suppliers have been going down a similar road.

You can find two examples in Oakland County. Cerberus Capital Management LP plans to buy Novi-
based Tower Automotive Inc., and Carl Icahn plans to buy at least 43% of Southfield-based Federal-
Mogul Corp., both of which went through extensive restructuring.

And the march into bankruptcy isn't over.

Southfield-based consulting firm BBK estimates that a third of North American suppliers are in financial
trouble.

Enter private equity, which has taken on a bigger role in the auto industry, as it has throughout the
economy. Private equity players were involved in 24% of all mergers and acquisitions last year, versus
14% in 2003, according to AlixPartners.

The jolt of new ownership might be what some suppliers need to change their businesses. "You tend to
see on average, a sense of urgency in private equity companies, greater than you do in the average
supplier," Hoffecker said.

Global reach

While North America has been a tough place to do business, auto suppliers are expanding overseas to
get a stake in fast-growing car markets and to cut their costs.

In China and India, car and truck sales grew by more than 20% last year. AlixPartners expects China to
replace Germany as the world's third largest auto market by 2009. (Including minicars and heavy trucks,
China's market is already bigger than Germany's.) India is expected to be the fifth largest by 2013.

More and more, automakers are expecting their suppliers to be global players, said David Cole,
chairman of the Center for Automotive Research in Ann Arbor.

He expects that more automakers will follow General Motors Corp. in its strategy to use common parts
in vehicles around the world, making it more important for suppliers to go where their customers make
cars.

Growing globally is not only a way to reach customers, but also a way to cut costs. When done right,
moving manufacturing to low-cost countries can save a company 15% to 20%, AlixPartners says. Federal-
Mogul, for instance, is closing 25 plants in Europe and North America and moving that work to low-cost
countries.

Future powertrains



The industry does offer some opportunities for growth, particularly for suppliers that offer breakthrough
powertrain technology.

Hoffecker said: "The ones that are doing well, and there are a number, ...they're using technology and
innovation to differentiate themselves from the pack."

As consumers get used to high gas prices, automakers are racing to offer more fuel-efficient vehicles --
opening doors for suppliers who can help them do it.

In hopes of topping Toyota's popular Prius hybrid, GM has made a big bet on the Chevrolet Volt, which is
expected to use a battery-powered drivetrain that could get more than 50 m.p.g. with a gas-powered
generator.

Troy-based Compact Power Inc. is among the early winners. It is developing a battery prototype for the
Volt and has visions of growing $10 million in sales last year to $500 million in 10 years.

Jim McTevia, chairman of restructuring firm McTevia & Associates in Bingham Farms says this is the way
of the future.

"We're going to have to become manufacturers of technology instead of heavy machinery and heavy
equipment,” he said. "That age is over."



