Sector: Can other Sectors Learn from the
Mistakes made in the Auto Sector?
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Two Fundamental
Problems in play in the
North American
Automotive Sector
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First and foremost there was a
Revenue issue ... there were
and still are very serious
demand Issues in the North
American Market
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Most of the current problems in the auto sector are
the result of the the most serious cyclical downturn in
the market ever witnessed

There also are serious structural issues and they are
made much worse by the current cyclical issues but
the market downturn trumps all structural issues at
this point

Most structural issues revolve around fiDetroito and
they became fiCriticalo since the cyclical downturn

killed the time they needed to change their
organizations

desrrcicis

AUTOMOTIVE CONSULTAN




20.0 A

Total Vehicle Sales (millions’

15.0

10.0

g1
o

0.0

1960 - 2009F significant Over Buying

The Great Plateau

—~

Trendline
Actual

_ T

1 This I ndustry has al ways been cyclic¢al
some forget this. This cycle is unique in its speed to the bottom and its
depth é this was made worse because| of
this decade, primarily in the US market.
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« The current cyclical downturn emanates from a number of
different sources:

I Deregulation of the banking sector provided Americans with incredible

liquidity.
I Generous incentives, triggered by 9/11 when GM responded with their
nGet America Rollingo campaign

Americans responded and over bought vehicles
by the millions
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« Over buying set the stage and led to a collapse that also
emanates from a number of different sources:

I Rationalization of U.S. housing market and reduction in homeowner
equity € | E: taking away the pig

T A return to more rational credit risk

I The inability to securitize a lease/loan portfolio cutting off much of the
debt consumers needed to purchase a vehicle

I The poor economy

I Highly levered companies
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1960-1969
1970-1979
Percent Change
1980-1989
Percent Change
1990-1999
Percent Change
2000-2009F
Percent Change
2010-2019F
Percent Change

TOTAL
VEHICLE
SALES
UNITS

95,223,800
127,804,942
34.2%
135,364,952
5.9%
148,782,909
9.9%
161,736,876

Q_70

141,500,000
-12.5%

VEHICLE

USAGE
BILLIONS
OF MILES

8,684
13,357
53.8%
17,650
32.1%
23,991
35.9%
29,148
21.5%
30,638
5.1%

DURABILITY
MILES

91,934
105,200
14.4%
132,074
25.5%
161,631
22.4%
188,079
16.4%
228,066
21.3%

TOTAL
UNITS IN
OPERATION

80.6
117.6
46.0%
155.9
32.5%
192.5
23.5%
224.3
16.5%
258.1
15.1%

VEHICLES PER
DRIVING AGE
POPULATION

59.9%
73.2%

83.9%

93.5%

95.9%

97.4%

AHigh gas prices slows usage, better built vehicles extends durability and
slower driving age population growth all mean a much leaner US market this

coming decade and thus a smaller market for downstream players!
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Secondly, there were very
serious structural Issues
for the Detroit Three which
lead to significant market
share losses
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Cdn Consumer Market T Example 1T Same is true in the U.S.
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—o— GM/Ford/Chrysler —e— Import Nameplates

Arhe D-3 have lost market share for 15 years in row, so to a large extend Detroit
has | ost the Consumer € this will be ver

10 desrrsicis

AUTOMOTIVE CONSULTANTS INC.




19901 2009

Units (sales)
z
3

0
O o N MO S 10 O I 0 0O O d N M I I © I~ 0 O
O O 0O 0O O 0O 0O 0O OO O O O O O O 0O O O o O
OO O O O OO0 O O O O O o O O O O O O
e NN NN NN NN NN

—o— GMIFordChysker —e— hpotNameplies
AheD-3 have also started to back out of f|
they no longer need to dump under performing vehicles into fleets
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Wit =

/4

North American Production to Sales Ratio

2000 * Fortunately, most of the increase in market

2001 share by the import nameplate brands has

2002 come from them building a substantial

2003 supply base inside NAFTA which have kept

2004 81 204 most of the manufacturing jobs inside North
<701 America

2005 80.8%

2006 « The P = S ratio has been consistently in

2007 the 80 percent range for many years ... so

2008 Import leakage is, give or take, around 20

2009 points and hasn’t really changed this

decade.

* |[E: Thisis NOT an off -shore import vehicle
problem like some contest ...

12 desrrsicis

AUTOMOTIVE CONSULTANTS INC.




The Market downturn together
with the loss of market share
has resulted in very serious
Issues on the Manufacturing
Side of the Auto Sector
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GM, Ford, Chrysler

New Domestic

Year Units Share Units Share
2000 13,196,873 74.7% 4,117,212 23.3%
2001 11,593,637 73.3% 3,997,567 25.3%
2002 12,281,894 73.5% 4,168,305 24.9%
2003 11,499,933 70.9% 4,422,906 27.3%
2004 11,060,100 68.2% 4,771,825 29.4%
2005 10,372,739 63.6% 5,478,222 33.6%
2006 9,676,398 60.9% 5,690,674 35.8%
2007 9,200,520 59.6% 5,956,353 38.6%
2008 7,247,004 56.1% 5,433,169 42.0%
2009 4,522,904 51.7% 4,159,541 47.6%
Change -37.6% -23.4%
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Where i1s Canada In this
MESS?

15 desrrcicris




Canadian Automotive Employment 1947-2009
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Source: Statistics Canada Survey of Employment, Pavyrolls, and Hours

16 desrrsicis

AUTOMOTIVE CONSULTANTS INC.



Assembly Sector

United
States

2000
2001
2002
2003
2004
2005
2006
2007
2008
2009

$7,096
$6,884
$7,533
$7,244
$6,100
$4,954
$4,310
$3,742
$4,212
$3,450

Canada

$1,806
$2,338
$2,206
$2,843
$2,260
$2,327
$2,736
$2,846
$2,450
$1,345

North

America

$8,902
$9,221
$9,739

$10,087

$8,360
$7,281
$7,045
$6,589
$6,662
$4,795

Canada
Percent

20.3%
25.3%
22.6%
28.2%
27.0%
32.0%
38.8%
43.2%
36.8%
28.1%
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Parts Sector

2000
2001
2002
2003
2004
2005
2006
2007
2008
2009

United
States

$13,163
$12,968
$11,867
$10,396
$8,146
$8,240
$8,052
$7,912
$7,560
$4,280

Canada

$905
$683
$1,097
$1,005
$1,008
$820
$864
$1,231
$881
$425

North
America

$14,068
$13,651
$12,964
$11,401
$9,155
$9,060
$8,916
$9,143
$8,441
$4,705

Canada
Percent

6.4%
5.0%
8.5%
8.8%
11.0%
9.0%
9.7%
13.5%
10.4%
9.0%
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sector, if so how, how aggressively, where etc.

Need to set the Rules of
Engagement for Government
Policy




