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Capital Structure Solutions in a Disruptive Market (1/3)
Unprecedented Period of Uncertainty

Revolver draw-downs, cost-cutting, and other
measures have lengthened the runway for
suppliers to survive while awaiting a restart of
manufacturing operations – the timing of
which is highly uncertain.
However,
even
after
manufacturing
operations start back up, capital constraints
will continue as suppliers will need to rebuild
their inventory levels, well in advance of
receiving
payments
from
customers.
Concerns about the health of the supply base
have been widely reported – especially the
lower tier suppliers that were already working
with a relatively thin capital cushion.

U.S. Automotive Sales, Seasonally Adjusted Annual Rate
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The COVID-19 crisis has presented a range
of unprecedented challenges to the
automotive
supplier
industry,
most
significantly in the form of OEM plant shutdowns and declining vehicle sales. For many
suppliers, these conditions have resulted in
an acute liquidity situation.
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Source: Federal Reserve Bank of St. Louis, Federal Research Economic
Data (webpage accessed on April 8, 2020)

While the immediate focus of most industry participants is protecting and maximizing liquidity, suppliers will
soon begin to evaluate their available strategic alternatives in order to emerge stronger from this crisis period.
Consideration of Strategic Alternatives
The range of strategic alternatives considered by companies facing declining revenues and tight liquidity typically
includes raising additional capital, exploring M&A, and balance sheet restructuring.
Raising Additional Capital
If fresh capital is needed to address balance sheet pressures, companies often turn to their incumbent lenders for
support. However, if debt defaults begin to ramp up across the business landscape, such traditional capital sources may
become more difficult to access.
In such circumstances, companies can turn to alternative sources of debt capital that are well suited to quickly analyze
and fund companies in financial distress. While more expensive than “traditional lenders”, alternative capital sources
typically provide more favorable lending terms and greater covenant flexibility that allow businesses to navigate choppy
markets. Credit products sourced from alternative lenders can range from unitranche loans (combining a senior and
junior loan), second lien loans, or mezzanine loans.
In addition to, or perhaps as an alternative to, taking on additional debt, there is a growing population of structured
equity providers interested in partnering with companies facing a liquidity challenge. Structured equity can take many
forms, but effectively serves a minority or non-control infusion of equity capital. This could be of interest to a business
owner that would benefit from the resources of an equity partner, but is not interested in selling a majority stake during
this market environment. Historically, structured equity has been a specialist financing product, but a wider range of
traditional private equity firms are now willing to explore taking a minority stake during this period of time where M&A
transactions may be fewer and farther between.
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Capital Structure Solutions in a Disruptive Market (2/3)
Raising Additional Capital (continued)
Capital Products Spectrum
Senior Debt
Asset-Based

Second Lien

Mezzanine Debt

Cash Flow

Equity
Structured

Common

Unitranche
Risk/Reward Continuum
High

Low
Yield
Exploring M&A

As part of a liquidity maximization strategy, companies may consider the sale of non-core assets or business divisions.
This approach can have the dual benefit of generating liquid resources and reducing the level of management oversight
– allowing attention to be focused on the core, more valuable segments of the business.
In a disruptive market, the greatest challenge to an M&A process may be the typical timeline, which can stretch from 6
to 9 months, especially if strategic buyers are involved. As a result, sellers often consider an accelerated M&A process
in distressed situations, which can significantly shorten the timeline to as little as 1 – 3 months.
An accelerated M&A process can be complemented by the introduction of “special situation” investors, comprised of
financial investors who are well-equipped to react quickly, perform diligence, and close transactions on an expedited
basis. If the situation is highly stressed or complicated by debt defaults, sellers can utilize the protections offered under
Chapter 11 of the US bankruptcy code which stays creditor actions while a sale transaction is concluded.

Solvent

Insolvent

Traditional process: 6 – 9 months
Going Concern
 Profitable
 No cash flow or working capital
concerns

Accelerated process: 1 – 3 months
Under Pressure
 Growing cash flow and operating
performance concerns

 Chapter 11 filing required to stay
creditor actions

 Going concern value in question

 Covenants breached and DIP
financing typically required

 Standard warranties and
indemnities

 Approaching “zone of insolvency”

 Negotiations between buyer and
seller only

 Requires operational and/or
balance sheet restructuring to
avoid bankruptcy

 Valuation mutually agreed upon by
parties

Highly Stressed

 Limited access to capital

 Multiple constituents involved in
process and decision making
 Public auction process of assets to
repay creditors
 Sale is free and clear, final, and
requires court order to confirm
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Capital Structure Solutions in a Disruptive Market (3/3)
Balance Sheet Restructuring
Capital raising and M&A strategies can go a long way to help address liquidity issues in a distressed situation. However,
it is sometimes necessary to address the capital structure itself, especially if the outstanding debt no longer fits the
revised operational outlook for the business.
The first sign of financial distress is often an impending or actual breach of a financial covenant in a borrower’s credit
facility. In this market environment, lenders will be closely monitoring the performance of their borrowers, and covenant
defaults will be carefully evaluated. Lenders will assess the preparedness of borrowers to deal with any defaults, as well
as what corrective actions borrowers might take.
Companies that have debt instruments trading in the secondary market, such as leveraged loans or bonds, may find
that distressed investors have acquired a meaningful debt position, and seek to form an ad hoc steering committee to
provide a forum for such investors to participate in the restructuring process. While this presents an additional
workstream for management, it is important to engage proactively with such creditor groups, especially if a debt default,
near-term maturity date, or other liquidity event is upcoming.
Communicating frequently and transparently with lenders can go a long way to ease concerns and set the stage for a
successful balance sheet restructuring – whether a resetting of financial covenants or realignment of outstanding debt to
better fit the current state of operations.
Best Practices
No matter what strategic path is selected, the probability of achieving success can be enhanced by following certain
well-established best practices.
Be Transparent
Communicate openly with lenders, noteholders, landlords, customers, suppliers, and other parties in interest. In
this environment people, generally don’t like surprises, and you will build credibility by communicating openly and
frequently with your business partners.
Take Action
Be proactive and develop a plan. You will be better off having thought through the available options, analyzed
them in detail, and developed a logical rationale for the selected path forward.
Strengthen Your Team
Surround yourself with the resources to help you navigate uncharted waters – including operational, legal, and
financial. Professional advisors have valuable experience dealing with crisis situations and can help you to
evaluate options and chart the course forward.
The automotive industry has weathered many prior economic cycles and market downturns. While this crisis is
unprecedented in many ways, we believe the industry will persevere and thrive. By considering their strategic
alternatives and taking appropriate actions, many industry players will emerge even stronger on the other side.
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Automotive Industry M&A Synopsis and Key
Takeaways
Automotive M&A Market Synopsis


The global automotive industry recorded 73
M&A deals in the first quarter of 2020, a
substantial 31% decline on a Q-o-Q basis and
an 11% decline on a Y-o-Y basis
 The automotive parts and equipment segment
also witnessed a similar trend, recording 55
M&A deals in Q1 2020, a 33% decline on a Qo-Q basis
 The effects of the COVID-19 crisis on M&A
activity are profound. While many transactions
might have gone on hold in these turbulent
times, the industry will likely witness greater
and more accelerated consolidation going
forward
 The financial and economic impact will create
opportunities for automotive suppliers with a
strong balance sheet to take over businesses
struggling with liquidity in this harsh
environment

Landmark M&A Announcement in Q1 2020

$3.27 Billion
Deal Value

0.73x

5.7x

EV / Revenue

EV / EBITDA

“This exciting transaction represents the next step in
BorgWarner’s balanced propulsion strategy, strengthening our
position in electrified propulsion as well as our combustion,
commercial vehicle and aftermarket businesses. Delphi
Technologies will bring proven leading power electronics
technologies, talent and scale that will complement our hybrid
and electric vehicle propulsion offerings.”
Frédéric Lissalde, President and CEO of BorgWarner

Key Takeaways
Uncertainty On Business Continuity Might Necessitate Auto Parts Manufacturers to Pursue Strategic Alternatives


The COVID-19 pandemic has caused a significant disruption in the automotive supply chain, putting automotive
suppliers to the test
 In this difficult environment of declining revenues and tight liquidity, companies are focusing on cash preservation
and protecting the business in the near term. A range of strategic alternatives including capital raising, M&A, and
balance sheet restructuring may also be considered to insure businesses emerge from the crisis on solid financial
footing
Valuation Observations and Sector Performance


Auto parts suppliers have seen a sharp decline in
valuation multiples over the previous quarter
 The lack of clarity on the timing of the recovery
weighs heavily on investors amid the COVID-19
crisis

At the end of Q1’20 the
average EV / LTM
EBITDA multiples were:

NA Auto Parts
4.7x
Manufacturers -2.0x Q-o-Q

KPMG Corporate Finance


Industrials Deal of the Year
2019
($100m-$1bn)

In the global mid-market segment, the Corporate Finance practices of
the #1 M&A advisor with the

KPMG
Global
M&A International’s member firms are
most
transactions over the last 5 years
Transaction
Advisor
of the Year 2018

# Based on transaction records available in CapitalIQ.
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Selected Public Automotive OEM and Parts
Manufacturers
Selected Automotive Comps

Company

Market Data

HQ
Country

Valuation Multiples Enterprise Value To:

LTM Financials

Market
Cap
($mm)

Enterprise
Value
($mm)(1)(2)

Share
Price (3)

% 52 Wk
High

Revenue

Revenue
Growth

EBITDA
% (4)

851

4,385

9.07

31.0%

16,304

(6.3%)

3.6%

LTM
NTM
NTM
EBITDA (4) Revenue EBITDA (4)

North American Auto Parts Manufacturers
7.5x

0.30x

7.1x

Adient plc

IE

American Axle & Manufacturing Holdings

US

408

3,671

3.61

22.0%

6,531

(10.2%)

15.4%

3.6x

0.69x

4.9x

Aptiv PLC

IE

12,567

17,134

49.24

49.7%

14,357

(0.5%)

15.7%

7.6x

1.23x

8.2x

BorgWarner Inc.

US

5,037

6,388

24.37

52.3%

10,168

(3.4%)

16.9%

3.7x

0.73x

5.1x

Cooper-Standard Holdings Inc.

US

173

725

10.27

17.3%

3,108

(14.2%)

7.6%

3.1x

0.24x

4.2x

Dana Incorporated

US

1,128

3,486

7.81

37.3%

8,620

5.9%

11.8%

3.4x

0.45x

4.4x

Delphi Technologies PLC

GB

693

2,252

8.05

30.0%

4,361

(10.2%)

11.5%

4.5x

0.60x

5.5x

Gentex Corporation

US

5,568

5,133

22.16

70.9%

1,859

1.4%

31.9%

8.7x

2.73x

8.8x

Gentherm Incorporated

US

1,030

1,072

31.40

62.9%

972

(7.3%)

15.2%

7.2x

1.13x

7.3x

Lear Corporation

US

4,913

6,542

81.25

51.1%

19,810

(6.3%)

9.9%

3.3x

0.36x

4.3x

Linamar Corporation

CA

1,335

2,449

20.55

54.5%

5,718

NM(5)

14.2%

3.0x

0.55x

4.1x

Magna International Inc.

CA

9,590

13,266

31.68

59.0%

39,431

(3.4%)

11.5%

2.9x

0.38x

4.2x

Martinrea International Inc.

CA

385

995

4.80

46.2%

2,979

5.5%

12.5%

2.7x

0.41x

3.8x

Nexteer Automotive Group Limited

US

1,258

1,065

0.50

30.1%

3,576

(8.6%)

11.8%

2.5x

0.33x

2.4x

Stoneridge, Inc.

US

459

541

16.75

48.6%

834

(3.7%)

10.3%

6.3x

0.72x

7.7x

Tenneco Inc.

US

292

6,006

3.60

13.8%

17,450

NM(6)

8.5%

4.1x

0.39x

5.7x

Visteon Corporation

US

1,344

1,547

47.98

45.3%

2,945

(1.3%)

8.3%

6.3x

0.56x

8.9x

North American Auto Parts Manufacturers Mean

42.5%

(4.2%)

12.7%

4.7x

0.69x

5.7x

North American Auto Parts Manufacturers Median

46.2%

(3.7%)

11.8%

3.7x

0.55x

5.1x

Source: CapitalIQ and company filings.
All figures in USD, where applicab le, converted at rates as of March 31, 2020.
(1)      Enterprise Value (EV) equals Market Capitalization plus Deb t, Preferred Equity, and Minority Interest, minus Cash and Cash Equivalents as of closing price March 31, 2020.
(2)      Enterprise Value for OEMs calculated b y excluding the deb t for Company’s Finance division
(3)      Closing share prices as of March 31, 2020.
(4)      EBITDA equals Earnings b efore Interest Expense, Income Taxes, Depreciation and Amortization including Equity Income from Affiliates
(5)      Y-o-Y LTM revenue growth is not comparab le due to acquisition of MacDon in Feb ruary 2018.
(6)      Y-o-Y LTM revenue growth is not comparab le due to acquisition of Federal Mogul in Octob er 2018.
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Select Q1 2020 M&A Transactions
Date
Closed

Target

Pending

Adient plc (Automotive fabrics
manufacturing and lamination
business)

Pending

Buyer

Sage Automotive Interiors, Inc.

Implied
Enterprise
Value ($ mm)

Implied
EV/LTM
Revenue

Implied
EV/LTM
EBITDA

$175.0

-

-

Guardian Industries (Auto Glass
PARTER Capital Group AG
Operations Division)

-

-

-

Pending

Donaldson Company Inc.
(Exhaust and Emissions
Business)

Nelson Global Products, Inc.

-

-

-

Pending

Kiefel GmbH (Essential assets of
PERSICO Automotive GmbH
the automotive division)

-

-

-

Pending

Renk Aktiengesellschaft

Triton

$613.2

1.01x

6.5x

Pending

R.H. Sheppard Co., Inc.

Bendix Commercial Vehicle
Systems LLC

$149.5

1.02x

-

Pending

Delphi Technologies PLC

BorgWarner Inc.

$3,244.3

0.74x

6.5x

03/17/20

Wiper Technologies of Diesel
Equipment Company

Global Products LLC

-

-

-

02/27/20

General Motors (Propulsion
Engineering Center)

Punch Motive International NV

-

-

-

02/25/20

Manley Performance Products,
Inc.

Race Winning Brands, Inc.

-

-

-

02/24/20

Willi Elbe Group

Aequita SE Co. KGaA

-

-

-

02/05/20

Futuris Automotive
Supreme Feltol (Thailand)
(Automotive Interior Trims and
Company Limited
NVH Business)

-

-

-

02/05/20

Competition Cams Inc.

Industrial Opportunity Partners,
LLC

-

-

-

02/03/20

Vehicle Safety Holding Corp.

VOXX International Corporation

$16.5

-

-

01/31/20

Rosti Automotive

XANDOR Automotive Germany
GmbH

-

-

-

01/13/20

Anhui Zhongding Rubber Hose
Products Co.

Tristone Flowtech Holding SAS

-

-

-

01/02/20

Eaton Corporation (Automotive
Quantum Capital Partners
Fluid Conveyance Division)

-

-

-

01/01/20

Recaro Automotive Seating unit General Dynamics Corporation

-

-

-

#

TransAxle LLC

Crossplane Capital

-

-

-

#

USA Harness, Inc

Optronics Inc.

-

-

-

12/31/19
10/22/19

# Deals announced in Q1 2020.
Source: CapitalIQ, Mergermarket and press releases.
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KPMG Corporate Finance

Leading Advisor to the Automotive Sector(1)
Select Transactions (1)

Consumer Discretionary
Deal of the Year 2016

KPMG Corporate Finance

KPMG Corporate Finance

KPMG Corporate Finance

KPMG Corporate Finance

acted as sole financial advisor to
Bosch GmbH on the sale of
Unipoint to Victory Industrial
Corporation

acted as financial and debt adviser
and provider of tax and financial
due diligence services to Orafol
Europe on the acquisition of Kay
Automotive Graphics Group

acted as buy-side financial advisor
to Piston Group on the acquisition
of Irvin Automotive Products from
Takata

acted as financial advisor to
VITEC, LLC in its sale to a
confidential acquirer

KPMG Corporate Finance

KPMG Corporate Finance

KPMG Corporate Finance

KPMG Corporate Finance

acted as financial advisor to
TriVero Group on raising
acquisition financing for the
purchase of BTM Company

acted as financial advisor to
Comvest Partners in the sale of
Chicago Miniature Lighting to AGM
Automotive Partners

acted as financial advisor to
Fleetwood Metal Industries on its
sale to Milestone Partners

acted as financial and tax advisor
to FinnvedenBulten AB on the
disposal of Finnveden Metal
Structures AB to Shiloh Industries

(1) Represents the Corporate Finance practices of KPMG International’s network of independent member firms

October 2014

Global Coverage. Industry Knowledge. Middle-Market Focus.
The Corporate Finance practices of KPMG International’s network of independent member firms (KPMG) have been
ranked collectively as a leading global mid-market advisor based on total deal volume, according to Thomson Reuters
SDC. KPMG firms operate in 155 countries with over 2,600 investment banking professionals who are able to meet the
needs of clients across the globe. With over 4,000 professionals, the global automotive sector and practices of KPMG
International's network of independent member firms is one of the leading professional service providers for the
automotive industry (KPMG). We have closed 89 automotive components and retail transactions over the last five years,
sometimes under challenging circumstances and often involving buyers from around the globe. We have the resources
and stamina to bring every transaction to a successful conclusion.

U.S. Automotive Investment Banking Team
Ford Phillips
Managing Director
Chicago
T: 312-665-1537
E: frphillips@kpmg.com

Timm Kuechle
Director
Chicago
T: 312-665-2344
E: timmkuechle@kpmg.com

Sean Kang
Senior Associate
Chicago
T: 312-665-2093
E: seankang@kpmg.com
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Important Disclosures
The information contained in this newsletter is of a general nature and is not intended to
address the circumstances of any particular individual or entity including their investment
objectives or financial needs. In preparing this newsletter, we have relied upon and
assumed, without independent verification, the accuracy and completeness of all
information available from public sources. Although we endeavor to provide accurate and
timely information, there can be no guarantee that such information is accurate as of the
date it is received or that it will continue to be accurate in the future. No one should act or
rely on the information in this newsletter without appropriate professional advice after a
thorough examination of the particular situation. The information contained in this
newsletter does not constitute a recommendation, offer, or solicitation to buy, sell or hold
any security of any issuer. Past performance does not guarantee future results.

The KPMG name and logo are registered trademarks or trademarks of KPMG
International.

Some or all of the services described herein may not be permissible for KPMG audit
clients and their affiliates or related entities.
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