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Coronavirus Update
Mar 25, 2022 -- Parts Manufacturers Are Slightly Optimistic

• The Q1 2022 Automotive Supplier Barometer Index by the Original Equipment Suppliers Association registered “marginally
optimistic” at 52. A reading over 50 indicates optimism. The Q1 result was up from the negative reading of 34 in Q3 2021. Small and
medium suppliers were more optimistic but large suppliers remained pessimistic. Top threats to industry improvement include
production slowdowns, supply chain shortages, labor availability, backlogs, cost pressures, a pandemic resurgence, and rising
interest rates.

• Efforts by the Biden Administration to reduce emissions are driving automakers to invest in battery electric vehicle (BEV)
technology. Automakers are looking to suppliers to develop and produce parts for their electric vehicles. The switch to BEV
announced by carmakers is already leading to investment, partnering, workforce development, and risk management among
suppliers, according to OESA.

• In February 2022, the US and Japan reached an agreement on tariffs to allow imports of up to 1.25 million metric tons of steel to
enter the US duty-free. Additional shipments are still subject to tariffs. The US auto parts manufacturing industry is likely to benefit
from the greater steel volume and lower priced products enter the market. The US and UK are having similar trade talks.

• Demand from auto makers may remain below pre-pandemic levels during 2022 due to ongoing semiconductor shortages.
Semiconductor chip shortages are believed to have cut global auto output by 3.9 million vehicles in 2021, or 4.6%, according to
Time magazine. The auto manufacturing industry lost around $210 billion in revenue in 2021, according to business management
consultancy AlixPartners. While chip supplies are increasing, they’re far from back to normal, and production may be down well
into 2022. The industry faces other shortages like tires, interior plastics, and seat foams.

• Auto parts manufacturers are currently focusing on securing their supply chains due to pandemic-related shortages. Dana has
begun sourcing key commodities including resin, castings, forgings, and some electrical components from multiple suppliers, is
asking suppliers to hold in warehouses a backlog of critical inventory, and is building out its software network to better track
suppliers. The company is also helping its smaller suppliers recruit workers and secure shipping space on containers to avoid any
impact on its operations. Such approaches may cost more upfront, according to David Simchi-Levi, a professor of engineering
systems at MIT, but they are likely to pay for themselves if they help companies avoid the higher cost of parts shortages.



Industry Structure

Auto Parts 
Manufacturers 
3,800 companies

SUPPLIERS

Metal Suppliers 

Plastics Suppliers 

Rubber Suppliers 

Component Manufacturers 

Manufacturing Equipment 

Information Technology

NEW ENTRANTS

High Capital Requirements 

Need Relationships with OEMS

SUBSTITUTES

Foreign Suppliers 

Remanufactured Parts

BUYERS

Auto Manufacturers 

Tier 1 Suppliers 

Auto Parts Distributors 

Auto Parts Retailers 

Auto Dealerships 

Auto Repair Shops

The average auto parts manufacturer employs 140 workers and generates $68 million in annual revenue.

• The auto parts manufacturing industry consists of about 3,800 companies that employ 535,000 workers and generate $260 billion
annually.

• Breakeven production for auto parts manufacturers is estimated to be between 13.5 million and 15 million units, according to the
Original Equipment Suppliers Association.

• The five major component systems in an average car include the body exterior (25% of total costs), interior (24%), electronics and
electrical (18%), powertrain (18%), and chassis (15%), according to Munro & Associates.

• Large companies include Adient (spin-off of Johnson Controls), Delphi Automotive (BorgWarner), and Lear.



Industry Demographics

Female Owned

7.0%

Minority Owned

8.0%

Veteran Owned

8.9%

Corporations (46.0%)

S-Corporations (37.0%)

Individual Proprietorships (6.0%)

Partnerships (10.0%)

Non-profit/Other (1.0%)

46%

10%

6%

37%

Source: US Census Bureau

Source: Census Bureau



How Firms Operate
Products and Operations

Auto parts manufacturers produce components, modules, and systems for auto manufacturers (also known as original equipment
manufacturers or OEMs), other parts suppliers, and the aftermarket.

• Major product and component groups include power train components, metal stamping, engine, seating and interior trim,
electrical equipment, steering and suspension, and brake systems.

• About 70% of automotive parts are for OEMs, while 30% are destined for the repair/modification market (aftermarket).

• The aftermarket consists of auto parts retailers, distributors, jobbers, installer chains, and car dealers.

• A typical auto parts manufacturing facility occupies about 100,000 square feet on 6 acres, according to KPMG.

Auto Parts Manufacturers Revenue

Aftermarket parts include replacement parts and accessories. Original equipment (OE) parts are purchased by auto manufacturers to
be used in the assembly of a new vehicle. Suppliers of OE parts consist of three tiers. Tier 1 suppliers produce finished components
directly for auto manufacturers. Tier 2 suppliers produce parts and materials for Tier 1 suppliers. Tier 3 suppliers provide raw materials
for Tier 1 and 2 suppliers or directly to auto manufacturers.

Parts manufacturers may offer a variety of products, including individual components, modules, and systems. Modules consist of
groups of components located in the same area of a vehicle and are typically installed as a unit. Modules include seats, instrument
panels, door panels, and axles. Systems are groups of components that operate together but are located throughout a vehicle. Systems
include emission control, anti-lock brakes, safety restraints, and power train systems.

Tier 1 suppliers often provide design, development, engineering, and testing services. In addition to computer-aided design (CAD)
systems, Tier 1 suppliers also have sophisticated testing equipment to measure the reliability, endurance, and performance of
components. Tier 1 suppliers may coordinate purchases from secondary suppliers.

The production process varies depending on the type of component or system produced. Production facilities may use assembly lines
with specialized equipment or robotics. Equipment includes computer numerically controlled (CNC) machinery and traditional
machinery. Companies may have machinery to mill, weld, press, plate or stamp raw materials. Parts manufacturing can also involve
molding and tool and die production. Managing capacity is critical to maximizing production efficiency and keeping operating costs low.

Power Trains (16.0%)

Metal Stamping (14.0%)

Engine Parts (14.0%)

Seating & Interior Trim (11.0%)

Electrical Equipment (9.0%)

Steering & Suspension (6.0%)

Brake Systems (4.0%)

Other (26.0%)

16%

14%

14%

26%

4%

6%

9%

11%

Source: US Census Bureau



In addition, quality control is important, and most companies test work-in-progress at multiple stages.

To comply with vehicle manufacturers’ lean manufacturing/just-in-time (JIT) principles, most parts suppliers are located close to final
assembly plants. To implement JIT operations, companies may use computerized materials planning systems that link customer and
supplier systems to better manage the flow of materials.

Key staff includes engineers, technicians, production workers, assemblers, machine operators, welders, tool and die makers, and
inspectors. Some workers are members of unions.

Revenue per Employee by Firm Size

Profit Drivers

High Capacity Utilization

Gross margins for auto parts are relatively low, so manufacturers rely on volume production to generate profits. They typically have
high fixed costs for automated production lines and must achieve high capacity utilization. Maintaining high capacity utilization can be
challenging due to seasonal and cyclical swings in new car sales. Demand for aftermarket parts tends to be more constant, though
aftermarket sales are typically higher in the spring.

Growing Aftermarket Sales

Auto parts suppliers with a higher mix of aftermarket sales tend to be more profitable. Sales of aftermarket parts help manufacturers to
increase volumes and maintain high capacity utilization. Besides helping to smooth demand and lower cost per unit, aftermarket sales
typically provide higher margins to auto parts manufacturers.

Managing Raw Material Costs

Auto parts manufacturers purchase high volumes of steel, aluminum, plastics and composites, rubber, and fluids and lubricants as raw
materials in the production process. They are vulnerable to increases in commodity prices for these materials, which can vary with
global supply and demand and world oil prices. Firms may use commodity futures contracts to protect against sudden increases in raw
materials prices.

Minimizing Quality Issues

Auto parts suppliers must meet stringent quality standards from auto manufacturers. They invest in test equipment to measure the
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reliability, endurance, and performance of products. Designing and producing high quality parts minimizes the cost of non-compliance
and is required to maintain supplier relationships with auto manufacturers.



Global Perspective
Global Market Size

The global auto parts and accessories market is estimated to be about $1.9 trillion and is projected to see average annual growth of
about 3% through 2027, reaching $2.3 trillion, according to Global Industry Analysts. China is expected to outpace global growth with
an annual growth rate of 5.5% through 2027.

Large Companies

COMPANY HOME COUNTRY

Robert Bosch Germany

Denso Corp. Japan

Magna International Inc. Canada

Continental Germany

ZF Friedrichshafen Germany

Aisin Seiki Co. Japan

Hyundai Mobis South Korea

Lear Corp. US

Faurecia France

Valeo France

Key Global Trends

Electric Vehicles & Autonomous Technology – Electronic vehicles (EV) and autonomous technologies are expected to gradually
affect the global auto component value chain. Compared to 2018 levels, by 2025 the market values of fuel systems and steering
systems are expected to decline 20% and 17%, respectively, according to Deloitte. At the same time, the market value of electric
drivetrains is projected to rise 300%, and the advanced driver-assistance systems and sensor market will grow nearly 200%. China
accounts for half of global EV unit sales, but EVs account for the highest percentage of auto sales in Norway (56%), Iceland (25%), and
the Netherlands (15%).

Growth in China – So far, China – the world’s largest car market - has led the auto industry’s recovery after sales declined precipitously
during the lockdowns. China’s auto sales were up 2% in the first half of 2020 compared to 2019, according to Scotiabank. Other major
markets in Asia are showing signs of recovery but are well below first-half 2019 levels: Japan (-23%), India (-49%), Indonesia (-80%).

Mergers and Acquisitions – M&A activity in the overall global automotive sector in the first half of 2020 was down 54% in deal value
and 16% in deal volume, according to PwC. However, within the parts and components segment, deal volume increased in the first half,
mostly driven by activity in South Korea and China. The value of deals declined somewhat, but five of the 10 largest global automotive
sector M&A deals in the first half of 2020 were in the parts and components segment.

Margin Pressure – Global light vehicle sales peaked in 2018. Due to the COVID-19 pandemic, unit sales in 2020 are expected to be 20%
below 2019, according to Scotiabank. Lower sales volumes reduce capacity utilization and increase costs. The last two years, Chinese
and North American suppliers’ margins have held up while those in Europe, South Korea, and Japan have underperformed, according to
financial advisory firm Lazard. Mid-size suppliers have maintained margins better than very large and small ones. Among specific



products, tire and chassis makers have performed well while margins have eroded for manufacturers of powertrain and interior
components.

International Trade

Motor Vehicle Parts Imports and Exports

Motor Vehicle Parts Year-to-Date Trade Data

FEBRUARY 2022 VALUE ($MILLIONS) % CHANGE

Imports $19,578 6.38%

Exports $8,035 9.96%

Trade Balance -$11,543
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Imports by Country

Motor Vehicle Parts Imports

COUNTRY YEAR 2021 % IMPORTS

Mexico $49,278,051,696 41.93%

Canada $13,171,879,774 11.21%

China $12,387,658,279 10.54%

Japan $10,984,818,907 9.35%

Korea, south $7,405,992,726 6.3%

Germany $5,293,903,799 4.5%

Taiwan $3,085,740,660 2.63%

India $1,875,534,469 1.6%

Thailand $1,580,324,699 1.34%

Italy $1,241,607,571 1.06%

All Other - 9.54%

Mexico (41.9%)

Canada (11.2%)

China (10.5%)

Japan (9.3%)

Korea, south (6.3%)

Germany (4.5%)

Taiwan (2.6%)

India (1.6%)

Thailand (1.3%)

Italy (1.1%)

All Other (9.5%)

41.9%
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6.3%
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11.2%



Exports by Country

Motor Vehicle Parts Exports

COUNTRY YEAR 2021 % EXPORTS

Mexico $17,314,452,011 38.39%

Canada $13,558,104,637 30.06%

China $2,145,286,785 4.76%

Germany $949,709,188 2.11%

Brazil $928,421,724 2.06%

Japan $856,383,397 1.9%

Africa $839,668,193 1.86%

United kingdom $733,780,826 1.63%

Australia $724,897,776 1.61%

Spain $562,718,139 1.25%

All Other - 14.37%

Mexico (38.4%)

Canada (30.1%)

China (4.8%)

Germany (2.1%)

Brazil (2.1%)

Japan (1.9%)

Africa (1.9%)

United kingdom (1.6%)

Australia (1.6%)

Spain (1.3%)

All Other (14.4%)

38.4%

14.4%

4.8%

30.1%



Industry Trends
Trends are affected by the COVID-19 pandemic.

Changes in revenue, employment, business practices, trade and forecasts are occurring rapidly and data reporting by the government
lags the changes. We are tracking changes in the “Coronavirus Update” chapter.

Auto Industry Peaks and Troughs

The auto industry has enjoyed record sales due to a strong economy followed by record losses due to the global pandemic. The value
of shipments for motor vehicles and parts rose 0.7% in 2016, 1.6% in 2017, 5.9% in 2018 and 3.6% in 2019. Strong demand and
outsourcing by OEMs helped auto parts manufacturers grow. After reaching record levels of 17.6 million vehicles in 2015 and 17.5 million
in 2016, automobile sales slipped to 17.2 million vehicles sold in 2017 and 2018 and 17.1 million in 2019. The Covid-19 pandemic impacted
the automotive supply chain and sales in 2020, and as a result shipment value fell 4.1% and the number of units sold dropped to 14.4
million. NADA forecasts sales of 15.5 million units in 2021. When automobile production slows, parts manufacturers can experience
increased competition for contracts and weaker sales.

Global Demand Grows

Demand for vehicles in developing countries, particularly Brazil, Russia, India, and China, is expected to grow faster than demand in
mature markets like the US. As a result, auto parts manufacturers are realizing greater profit potential in developing markets. Some
large companies generate a significant percentage of sales and profits from foreign operations. By shifting some manufacturing to low-
cost countries, auto parts manufacturers can gain footholds in developing markets with higher growth potential and reduce their
dependence on the US.

Adapting to Green Trends

Auto parts manufacturers are adapting their product design to accommodate strict environmental standards, growing demand for
diesel-based vehicles, and rising interest in improved fuel efficiency. Companies must adhere to federal regulations to reduce tailpipe
emissions, manage fuel vapor emissions, and extend warranties for pollution control equipment. To address volatile fuel costs and
environmental concerns, manufacturers are developing and implementing technology that reduces fuel consumption and pollution.
Increasing demand for electric cars will drive the need for new power train technology to accommodate the shift to battery power.

Advances in Technology

Autos are becoming increasingly complex to meet the demands of consumers looking for better performance, safety, and functionality
at reasonable prices. Major technological innovations have produced security systems, anti-lock brakes, engine control, and
entertainment systems. Electronic and computer-based components are replacing or being integrated with mechanical systems.
Federal mandates to improve fuel efficiency are encouraging the development of technologies that use alternative fuels. In addition,
technological innovation has resulted in longer lasting auto parts, which some experts consider to be the root of depressed growth in
the aftermarket. OEMs are becoming increasingly dependent on parts manufacturers to invest in engineering and research to develop
new technology.

Evolving Aftermarket

The aftermarket for auto parts is evolving, with volume shifting towards retail outlets and demand growing for remanufactured parts.
Major parts retailers, who have better access to the premium brands that are preferred by commercial customers, have expanded by
selling direct to parts installers. As a result, the number of aftermarket retail outlets has grown significantly, while the number of
jobbers that act as a distributor from parts manufacturers to installers, has dropped. In addition, remanufactured parts occupy an
increasingly important role in the aftermarket by giving customers lower cost options with environmental benefits. Online sales of auto
parts, which impact aftermarket channels and create sales opportunities for manufacturers and retailers, doubled between 2015 and
2019, according to Hedges & Company. Online sales are forecast to rise from $16 billion in 2020 to $22 billion by 2023. The number of
miles driven by motorists is expected to increase about 1.2% annually through 2036, according to the Federal Highway Administration,



and help to support demand for aftermarket replacement parts.

Global Standardization Creates Opportunities

As worldwide demand for automobiles grows, OEMs are standardizing basic mechanical structures to improve production efficiencies
and reduce costs. Standardized platforms are designed to fit a variety of similar vehicle models and accommodate market-specific
features. OEMs are reducing the number of platforms and increasing the diversity of vehicles produced from each platform.
Standardization for steering columns, brake systems, axles, exhaust systems, and transmissions allows OEMs and parts manufacturers
to enjoy the benefits of scale.

Employment and Wage Trends

Employment by auto parts manufacturers decreases

Overall employment by auto parts manufacturers changed -1.8% in February compared to a year ago, according to the latest data from
the Bureau of Labor Statistics.

Auto Parts Manufacturers Employment

Wages at auto parts manufacturers rise

Average wages for nonsupervisory employees at auto parts manufacturers were $24.14 per hour in February, a 5.2% change compared
to a year ago.
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Average Wages for Nonsupervisory Employees

Price Trends

Producer Prices for auto parts manufacturers rise

The Producer Price Index for auto parts manufacturers changed 5.25% in February compared to a year ago, according to the latest
data from the Bureau of Labor Statistics.

Producer Price Index for auto parts manufacturers
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Credit Underwriting and Risks
Business Exit Rates: 1.5 Much lower than US average for all businesses

Cyclical Sensitivity: 8.5 Very high sensitivity

Barriers to Entry: 4.6
hiigh initial capital; moderate regulatory/technical
barriers; high concentration

External Risk: 7.6 High external risk

Industry Outlook: 6.7 Lower than GDP, severe cyclical risk

Financial Summary: 5.8 Low margins; high liquidity; low leverage

Key Metrics

METRIC VALUE COMPARISON

Performance During 2007—2009 Recession -36.7% 0.0% GDP

Business Exit Rate 2019—2020 5.08% 9.0% All Industries

Compound Annual Growth Forecast (2021—2026) 4.4% 5.30% GDP

SBA 7(a) Default Rate by Number of Loans (2010–2019) 3.76% 3.82% All Industries

SBA 7(a) Default Rate by Gross Loan Amount (2010–2019) 1.04% 1.21% All Industries

Underwriting Considerations

• How is the company managing or mitigating fluctuations in raw material costs?

• How seasonal is the company’s cash flow? Is the right amount of a Line of Credit in place? Is their sufficient debt service coverage,
as the industry typically has tight margins, and is their sufficient collateral coverage?

• Understand the company’s cash cycle with a focus on inventory days.

• A current Field Exam is recommended.

Industry Risks

Dependence on Auto Industry

The auto industry is highly cyclical and sensitive to changes in economic conditions. During the most recent recession, demand for
new vehicles in the US dropped to historic lows, resulting in excess capacity among auto makers and reduced demand for the products
of parts manufacturers. Margins for many suppliers dropped below break-even; hundreds of suppliers were liquidated or filed for
bankruptcy. The US auto market is mature, with the majority of growth in the industry coming from emerging markets. Parts
manufacturers will be forced to adapt as the domestic and global auto markets evolve.

Customer Concentration Creates Pressure

The auto manufacturing industry is global and dominated by a few large companies. The top 17 OEMs account for 80% of global
production, according to McKinsey & Company. OEMs, under competitive pressure to decrease costs and improve efficiency, have
consolidated their supply chains. Many suppliers were forced to submit lower bids to win or retain business. As a result, the number of
parts manufacturers has dropped over the last decade.

5.8
Industry Risk Rating:

Stable/Satisfactory



Global Competition Strips Market Share

Auto parts manufacturers are facing increasing competition from foreign suppliers. The US receives the majority of its auto parts
imports from Canada, Mexico, and Japan. Suppliers in lower cost markets, such as China and India, are improving quality and contesting
US suppliers for share of the US market. Japanese, German, and Korean-based auto manufacturers have expanded in the US and
brought foreign suppliers with them. Foreign or “transplant” suppliers have aggressively pursued and won business from US-based
auto manufacturers. Meanwhile, Detroit’s Big Three have encouraged US-based parts suppliers to move production overseas to
reduce costs. Many large US-based auto parts manufacturers have a significant presence abroad.

Vulnerability to Commodity Prices

Auto parts manufacturers are vulnerable to variability in costs of raw materials, particularly steel, oil, copper, resins, and rubber.
Commodity prices for raw materials can change significantly from year to year and greatly affect profitability. When prices rise
dramatically, parts manufacturers can sometimes implement cost sharing programs with OEMs, although intense competition has
limited the ability to pass through significant increases. Steel accounts for about 35% of the raw material cost for the average US
vehicle, followed by fluids and lubricants (15%), rubber (14%), aluminum (9%), plastics and composites (8%), and copper and brass (6%),
according to estimates by Bank of America/Merrill Lynch.

Counterfeit Parts Raise Concerns

The market for counterfeit parts in the US is significant and represents an illegal form of competition for parts manufacturers. Industry
losses to counterfeiting are estimated to be in the billions, with the majority of counterfeit parts coming from China. Illegal parts are
not produced to the same quality standards as certified parts and may pose safety risks. Counterfeiters tend to concentrate on parts
most frequently replaced, including brake pads, spark plugs, and filters.

Company Risks

Dependence on Few Customers

Because of high concentration in the auto manufacturing industry, many auto parts manufacturers are dependent on a small number
of customers. Automakers have successfully pressured suppliers into shouldering more costs and responsibilities for research and
design. Lack of negotiating power has forced many companies to lower prices. Most companies are heavily entrenched in the auto
industry and serve many of the same customers.

Excess Capacity

Auto parts manufacturers carry high overhead expenses and depend on volume production to generate profits. Low demand results in
overcapacity – the breakeven point for most companies is about 88%. Industry-wide excess capacity during the most recent recession
led to major restructuring among parts manufacturers to align supply more closely with demand. In a weak economy, companies may
dismantle plants and lay-off workers to reduce costs.



Industry Forecast
Sales for the US auto parts manufacturers industry are forecast to grow at a 4.4% compounded annual rate from 2021 to 2026, slower
than the growth of the overall economy.

Vertical IQ forecasts are based on the Inforum inter-industry economic model of the US economy. Inforum forecasts were prepared by
the Interindustry Economic Research Fund, Inc.

Last Update: February 2022

Auto Parts Manufacturers Industry Growth
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Working Capital
Sell and invoice

Auto parts manufacturers generate revenue by selling components, modules, and systems to auto manufacturers (also known as
original equipment manufacturers or OEMs), other auto parts suppliers, and commercial customers. Business with OEMs may involve
long-term contracts based on a certain manufacturing platform.

Collect

Collection periods average 44 to 47 days and receivables account for 21-23% of total assets. Companies typically pay for raw materials
and labor long before they receive payment from customers. Because the auto manufacturing industry is highly integrated, parts
manufacturers are extremely vulnerable to downturns in Detroit's Big Three automakers' business. During difficult times, suppliers have
been forced to extend payments past 45 days. Delays in payment, combined with weak demand, can ripple through the supply chain
and result in bankruptcies among suppliers.

Manage Cash

Gross margins are relatively low and average 23-25% of sales. The combination of low margins and high overhead makes most auto
parts manufacturers volume-dependent and vulnerable to variability in demand. Sales are seasonal, and tend to be stronger during the
first half of the year for companies that supply OEMs. Aftermarket sales are higher in the spring, when car owners prepare for summer
driving. Because companies typically receive payment from customers well after they have paid for raw materials and labor, many
companies require access to credit in order to fund their regular operations.

Pay

Major costs include labor, raw materials, and purchased goods. Purchased goods include components purchased by primary (Tier 1)
suppliers from secondary (Tier 2) suppliers to produce a module or system for an OEM. The cost of raw materials varies, and significant
increases reduce profitability. Labor averages about 4-5% of sales. Companies may also incur significant engineering and research
costs when developing new technologies. In some cases, OEMs will share the upfront development costs. Other expenses include
repair and maintenance, rent, professional and technical services, and temporary staff.

Report

Key management metrics are capacity utilization and breakeven volume. Breakeven production for auto parts manufacturers is
estimated to be between 13.5 million and 15 million units. After-tax net profit averages 3% of sales.

Cash Management Challenges

Seasonal Sales

Sales to OEMs and aftermarket customers are somewhat seasonal, and cash flow can be irregular. OEM production is typically stronger
during the first half of the year, decreases during the third quarter due to plant shutdowns and model year changeovers, and remains
soft during the fourth quarter due to reduced demand for vehicles during the winter and holidays. Demand for aftermarket parts is
higher during the spring, when car owners prepare for summer driving.

Timing of Expenses And Receipts

Auto parts manufacturers typically incur expenses for raw materials and labor well in advance of receiving payment from customers.
Large OEMs and retail chains can be slow to pay. Auto parts manufacturers must keep sufficient inventories of raw materials on hand



to meet customers’ demands for just-in-time delivery of parts and may buy additional materials in advance to take advantage of
volatility in commodity prices.

Cash Shortfalls Due To Swings In Demand

In addition to seasonal swings in demand, auto parts manufacturers must deal with the cyclical nature of the auto industry. Auto sales
are highly dependent on economic conditions and auto parts manufacturers often struggle with excess capacity when the economy is
weak. Breakeven production for a typical auto parts manufacturer is between 13.5 million and 15 million units, so companies face cash
shortfalls when production falls due to weak demand.



Capital Financing
Assets requiring capital include machinery, equipment, buildings, property, and information systems. Machinery and equipment
purchases account for the majority of capital expenses. While equipment varies depending on the type of component, module or
system produced, many companies use computer numerically controlled (CNC) machinery, which minimizes production variability and
reduces labor costs. For a secondary (Tier 2/3) supplier, the average initial investment for equipment is about $13 million; according to
KPMG.

Auto parts manufacturers also require capital to expand. Companies may add capacity or acquire other companies to increase
production or enter new markets. Most small- to medium-sized companies rely on commercial loans to fund major projects. During the
most recent economic crisis, auto parts manufacturers had extreme difficulty securing funding. Some companies relied on government
assistance to survive.

Examples of Equipment Purchases

CNC Milling Machine
$50,000 and up

A tool used to machine solid materials. There are two types of milling machines: horizontal or vertical, depending
on the orientation of the “spindle” which rotates and holds the cutting tools. CNC milling machines (also known
as machining centers) use a vertical spindle and may have multiple axis movement (up to 5 axis).

Metalworking Lathe
$25,000 - 200,000

Tool to remove metal from a part by rotating it against a cutting tool that is moved against the piece using
handwheels or computer-controlled motors. Cutting tools come in a wide variety of shapes and sizes, depending
on the application.

Injection Molder
$100,000 - 300,000

Produces plastic parts by injecting melted plastic into a clamp that contains a mold. The end shape produced is
the reverse image of the mold. Highly versatile and can produce parts with great detail. Price varies depending on
size of part and volume produced.

Metalworking Machines
$5,000 and up

Include cutters, benders, presses, drills, punches, welders, and fasteners used to process components and build
finished parts. Price varies with the complexity of the machine. Tube rolling machine with console is shown in
picture.

https://content.verticaliq.com/capfin/cnc%20vertical%20milling%20center.jpg
https://content.verticaliq.com/capfin/cnc%20metalworking%20lathe.png
https://content.verticaliq.com/capfin/injection_molder.jpg
https://content.verticaliq.com/capfin/Metalworking%20Machines.jpg


Business Valuation
This data on business valuations is supplied by DealStats, an online database with the most complete financial details on over 42,500
acquired companies. These companies are mostly small and medium-sized private firms.

Summary Valuation Data for Auto Parts Manufacturers

MEDIAN MEAN # TRANSACTIONS DATES

Price to Net Sales 0.81 3.36 71 02/25/1996—05/14/2021

Price to Gross Profits 2.55 17.64 65 02/25/1996—05/14/2021

Price to EBITDA 7.45 10.29 48 02/25/1996—05/14/2021

Price to EBIT 8.67 15.92 56 02/25/1996 —05/14/2021

Click on the metric below to see a distribution of transactions for the industry:

Count: 71 Min: 0.13 Max: 116.68 Mean: 3.36 Median: 0.81
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Source: DealStats

Price to Sales = Selling Price/Net Sales
Date range: 02/25/1996 - 05/14/2021



Count: 65 Min: 0.25 Max: 718.18 Mean: 17.64 Median: 2.55

Count: 48 Min: 1.64 Max: 94.23 Mean: 10.29 Median: 7.45
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Source: DealStats

Price to Gross Profit = Selling Price/Gross Profit
Date range: 02/25/1996 - 05/14/2021
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Price to EBITDA = Selling Price/Operating Profit + Depreciation & Amortization
Date range: 02/25/1996 - 05/14/2021



Count: 56 Min: 0.0 Max: 176.93 Mean: 15.92 Median: 8.67

Selling Price, also known as MVIC (MarkSelling Price, also known as MVIC (Market Vet Value of Invalue of Invested Capital)ested Capital) is the total consideration paid to the seller and includes any cash, notes and/or

securities that were used as a form of payment plus any interest-bearing liabilities assumed by the buyer. The MVIC price includes the noncompete

value and the assumption of interest-bearing liabilities and excludes (1) the real estate value and (2) any earnouts (because they have not yet been

earned, and they may not be earned) and (3) the employment/consulting agreement values. In an Asset Sale, the assumption is that all or substantially

all operating assets are transferred in the sale. In an Asset Sale, the MVIC may or may not include all current assets, non-current assets and current

liabilities (liabilities are typically not transferred in an asset sale).

Source: DealStats 2019 (Portland, OR; Business Valuation Resources LLC). Used with permission. DealStats is available

at https://www.bvresources.com/learn/dealstats
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Financial Benchmarks
The following financial benchmark data is based on annual financial statements submitted by member institutions of the Risk
Management Association from Q2 of the first year listed through Q1 of the following year.

Financial Ratios (Auto Parts Manufacturers, Industry-wide)

MEASURE 2018-19 2019-20 2020-21

Current Ratio 1.26 1.37 1.22

Quick Ratio .71 .73 .72

Days Inventory 43.0 48.0 46.0

Days Receivables 47 44 52

Days Payables 39.0 39.0 47.0

Pre-tax Return on Revenue 1.60% 1.98% 1.89%

Pre-tax Return on Assets 2.88% 3.49% 3.01%

Pre-tax Return on Net Worth 8.65% 9.41% 9.57%

Interest Coverage 5.47 5.20 5.04

Current Liabilities to Net Worth 1.21 1.01 1.36

Long Term Liabilities to Net Worth 0.79 0.69 0.81

Total Liabilities to Net Worth 2.00 1.70 2.17

Number of Firms Analyzed 533 363 218

Income Statement (Auto Parts Manufacturers, Industry-wide)

ITEM 2018-19 2019-20 2020-21

Revenue 100.0% 100.0% 100.0%

Cost of Sales 77.09% 75.35% 76.66%

Gross Margin 22.91% 24.65% 23.34%

Officers Compensation 0.52% 0.54% 0.64%

Salaries-Wages 3.77% 4.11% 6.05%

Rent 0.44% 0.46% 0.78%

Taxes Paid 0.81% 0.89% 1.36%

Advertising 1.58% 1.76% 1.07%

Benefits-Pensions 1.98% 2.13% 1.62%

Number of Firms Analyzed 533 363 218



ITEM 2018-19 2019-20 2020-21

Repairs 0.22% 0.24% 0.42%

Bad Debt 0.26% 0.3% 0.11%

Other SG&A Expenses 5.06% 6.29% 3.29%

EBITDA 8.27% 7.93% 8.0%

Amortization-Depreciation 3.67% 3.6% 3.57%

Operating Expenses 18.31% 20.32% 18.91%

Operating Income 4.6% 4.32% 4.43%

Interest Expense 1.35% 1.35% 1.28%

Other Income 0.08% -0.26% -1.1%

Pre-tax Net Profit 3.18% 3.24% 4.25%

Income Tax 0.59% 0.32% 0.16%

After Tax Net Profit 2.59% 2.92% 4.09%

Number of Firms Analyzed 533 363 218

Balance Sheet (Auto Parts Manufacturers, Industry-wide)

ASSETS 2018-19 2019-20 2020-21

Cash 7.23% 7.67% 11.42%

Receivables 22.63% 21.4% 20.59%

Inventory 24.18% 26.78% 23.36%

Other Current Assets 2.93% 3.57% 3.39%

Total Current Assets 56.98% 59.42% 58.75%

Net Fixed Assets 29.56% 26.85% 26.55%

Net Intangible Assets 7.43% 7.4% 6.79%

Other Non-Current Assets 6.03% 6.33% 7.9%

Total Assets 100.0% 100.0% 100.0%

LIABILITIES

Accounts Payable 16.04% 14.3% 14.5%

Loans/Notes Payable 13.59% 11.85% 12.09%

Other Current Liabilities 10.62% 11.64% 11.54%

Number of Firms Analyzed 533 363 218



LIABILITIES

Total Current Liabilities 40.25% 37.78% 38.14%

Total Long Term Liabilities 23.78% 20.63% 24.1%

Total Liabilities 64.03% 58.41% 62.23%

Net Worth 35.97% 41.59% 37.77%

Total Liabilities & Net Worth 100.0% 100.0% 100.0%

Number of Firms Analyzed 533 363 218

Vertical IQ financial benchmark data is based on data provided by the Risk Management Association (RMA) and Powerlytics,

Inc. RMA’s Annual Statement Studies provide comparative industry financial benchmarks based on financial statements of

small and medium business clients of RMA’s member institutions. Additional detail on income statement line items is provided

using Powerlytics financial benchmarks, which are based on reporting submitted to the IRS. Additional detail on these data

sources can be found at RMA and Powerlytics.

https://www.rmahq.org/annual-statement-studies/
http://www.powerlytics.com/


Quarterly Insight
1st Quarter 2022

Semiconductor Shortage Will Affect Industry for Several Years

Shortages of auto parts that require semiconductors may last for several years even though semiconductor chip makers have pledged
billions to expand production capacity, according to S&P Global Platts Analytics. A semiconductor fabrication plant costs $10 billion to
$20 billion and takes 3 to 5 years to build. The automotive industry will have to compete for chips with other industries until additional
capacity comes online. The competition is acute, as the automotive industry is not a major contributor to a chip manufacturer's
revenue. The automotive sector accounted for 3.31% of Taiwan Semiconductor Manufacturing's (TSMC) annual revenue in 2020, well
behind the smartphone sector at 48.18% and high-performance computing at 32.84%. TSMC is said to be the world's largest contract
manufacturer of semiconductor chips. Chip manufacturers including TSMC have cautioned that the tight chip fabrication situation is
unlikely to normalize during 2022. The shortage inevitably means higher chip prices, experts say.

4th Quarter 2021

Steady Growth, Continuing Shift To E-commerce Expected

Duncan Gillis, CEO of parts manufacturer BBB Industries, expects continuing growth in aftermarket replacement parts. “We are very
bullish about 2021 … we’re fortunate that our industry is not like a lot of others. We are relatively recession resilient, and we need to take
advantage of that.” When asked if the aftermarket will see permanent changes as the result of COVID-19, Sue Godschalk, president,
Federated Auto Parts, noted that the e-commerce segment has largely outperformed the rest of the aftermarket recently as
consumers are opting for more online delivery due to brick-and-mortar closures and to limit exposure to the virus. “I believe online
ordering will continue to increase … I also think we’ll see more automation in the manufacturing and distribution centers and
warehouses and I believe it’s going to continue to be hard to find workers,” said Godschalk.

3rd Quarter 2021

New Trade Agreement Provisions Invoked For Second Time

The Biden administration is invoking provisions in a new trade agreement to ask Mexico to look into accusations of labor violations at
an auto parts plant. The action follows a complaint by groups including the AFL-CIO, the nation’s largest federation of unions, that
workers were being denied the rights of free association and collective bargaining at a plant owned by Cardone Industries, an
aftermarket auto parts manufacturer based in Philadelphia. It is the second time that the United States has sought Mexican review of a
labor rights matter under the United States-Mexico-Canada Agreement, which took effect last summer.

2nd Quarter 2021

Industry Group Opposes Proposal to End Sale of ICE Vehicles

The Motor & Equipment Manufacturers Association (MEMA), which represents more than 1,000 vehicle suppliers, told federal
lawmakers that they oppose setting a firm date to end the sale of new passenger cars equipped with internal combustion engines. "If
we move too quickly to a fully electrified fleet we could lose 30% of the supplier jobs in this country," said Ann Wilson, MEMA's senior
vice president of government affairs. "Engines, transmissions, after-treatment systems, and other parts will simply not be manufactured
for battery electric and fuel cell vehicles," she said. The governors of 12 states and many state and federal lawmakers have called on
President Biden to back ending sales of new gasoline-powered vehicles by 2035.



1st Quarter 2021

Executive Order may Boost Sales

Auto parts manufacturers may benefit from an executive order signed by President Biden that is aimed at strengthening domestic
manufacturing and US supply chains in government procurement. The 'Made in America' executive order directs the agency in charge
of federal procurement to raise the minimum threshold of product components that must be made in America for products to qualify
for federal purchase under the existing Buy American Act. At least 55% of the components of a product must come from within the US
to qualify as a domestic good under current Buy American Act rules. The order also increases the price preference for domestic
products, which is a percentage added to foreign contractors' offers when determining the lowest price. The federal government
spends around $600 billion annually on contracts, according to the White House.

4th Quarter 2020

Labor Shortages Abound

Auto parts manufacturers struggling to meet demand from automakers are resorting to unconventional benefits like rewards for good
attendance and at-work teachers to lure job seekers. Industry experts say that fears of catching COVID-19 and problems caring for
school-age children are keeping many workers at home, forcing employers to develop new benefits and raise pay despite the high
national jobless rate. Parts maker Mobex Global is boosting pay and offering bonuses to help fill 80 job openings. “It is the most critical
issue in our company,” said Mobex Global CEO Joe Perkins, whose firm has 12 US plants.

3rd Quarter 2020

Average Vehicle Age Rises

The average vehicle age has risen to 11.9 years in 2020, roughly one month older than last year, according to research firm IHS Markit.
Analysts cite rising new vehicle costs as a key driver of rising average vehicle age. IHS Markit predicts that the average vehicle age will
increase four to six months in the coming years, but says that it may be hard to predict the effect of the coronavirus pandemic on
average vehicle age. Vehicle miles traveled (VMT), which impacts average vehicle age, may decline if telecommuting continues, but
there also has been increased reluctance to use public transit and ride sharing, which may increase VMT. Many consumers are opting
for road trips instead of air travel for summer vacations, which can also boost VMT.

2nd Quarter 2020

Auto Makers Start Reopening Facilities

Detroit automakers General Motors, Ford, and Fiat Chrysler began reopening their manufacturing facilities on May 18. Many auto
manufacturing industry experts say that the success of the restart depends heavily on automakers’ ability to get parts from suppliers. A
smooth auto manufacturing industry reopening is not guaranteed: Daimler had resumed producing Mercedes-Benz vehicles in
Alabama in April but said on May 15 that it will shut back down due to a supplier parts shortage. Part of the reason that Daimler will
shut down is because suppliers are going through their own reopening process, taking steps to prevent the spread of COVID-19,
according to IHS Markit Director of Automotive Analysis Mike Wall. Industry experts say that timing the reopening revolves around
Mexico, which has been more conservative than the US and Canada in designating essential businesses that may continue operating.



Industry Terms
Aftermarket

Parts sold for auto repair and/or maintenance.

Computer Numerically Controlled (CNC)

Machinery that uses computer systems to produce parts.

Detroit Big Three

General Motors, Ford, and Chrysler.

Jobber

Acts as a distributor between part manufacturers and installers.

Just-in-time (JIT)

Inventory management strategy that increases efficiency and decreases waste by receiving goods only as needed.

Original Equipment Manufacturer (OEM)

In the auto industry, this refers to auto manufacturers.

Power Train

Systems in a vehicle that generate and deliver power; generally includes the engine and transmission.



Web Links
Motor & Equipment Manufacturers Association
News, trends, statistics, and reports from trade association for OEM and aftermarket suppliers.

International Trade Administration
News, trends, reports and industry assessments.

Original Equipment Suppliers Association
News, trends, statistics and reports for OEM suppliers.

Automotive Aftermarket Suppliers Association
News, trends, statistics, and reports for aftermarket suppliers.

Automotive News
News and trends.

http://www.mema.org/
http://trade.gov/
http://www.oesa.org/
http://www.aftermarketsuppliers.org/
http://www.autonews.com/


Related Profiles
Auto Dealerships

NAICS: 441110 SIC: 5511

Auto Parts Distributors

NAICS: 423120 SIC: 5013, 5015, 5531

Auto Parts Retailers

NAICS: 441310 SIC: 5013, 5015, 5531

Auto Repair Shops

NAICS: 811111 SIC: 7538

All contents of this "Report", including without limitation the data, information, statistics, charts, diagrams, graphics and other material
contained herein, are copyright © 2022 Vertical IQ, Inc. or its licensors, all rights reserved. Use of this Report is subject to the Terms of
Use accepted upon purchase of a license to this Report, and this Report is intended solely for the purchaser’s internal business
purposes as further described in the Terms of Use. Except as expressly authorized in the Terms of Use (which permits the purchaser to
provide a single printed copy of this Report to its bona fide clients and prospective clients at no charge), this Report may not be, directly
or indirectly: shared, resold, transferred, brokered, published, reproduced, displayed publicly, used to create any derivative works or
otherwise distributed. The purchaser assumes sole responsibility for use of this Report and conclusions drawn therefrom. EXCEPT AS
SPECIFICALLY SET FORTH IN THE TERMS OF USE, VERTICAL IQ, INC. MAKES NO REPRESENTATIONS OR WARRANTIES, EXPRESS
OR IMPLIED, REGARDING THE CONTENTS OF THIS REPORT, OR USE OF OR RELIANCE ON THIS REPORT, AND THIS REPORT IS
PROVIDED “AS IS”.

If you have received a copy of this Report in electronic format and you did not purchase a license to this Report directly from Vertical
IQ, Inc., please destroy all electronic copies of this Report and contact us at info@verticaliq.com to report a potential violation of the
Terms of Use for this Report.

https://app.verticaliq.com/industries/13-auto-dealerships
https://app.verticaliq.com/industries/103-auto-parts-distributors
https://app.verticaliq.com/industries/105-auto-parts-retailers
https://app.verticaliq.com/industries/9-auto-repair-shops
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