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SMARTER PERSPECTIVE: AUTOMOTIVE INDUSTRY
Limiting the Potential for Supplier

Obsolescence in the Rapidly Evolving

Automotive Industry

By Jesse Glossinger

In this article we take a look at how
the automotive industry’s transition

to electric vehicles is creating unique
challenges for auto manufacturers and
placing existing supplier relationships
at future risk.

In the automotive industry, as in others
over the past several decades, we have
seen manufacturers rely, in part, on a
strategy of “planned obsolescence” to
limit the duration of functional use and
end-user desirability for their product
offerings. The purpose of such an
approach is, of course, to reduce the
amount of time that passes until

a buyer is motivated to replace

a maker’s product with a newer,
seemingly better, model.

Since the early years of assembly line
manufacturing, the automotive industry
has implemented “trend-setting”
design modifications to vehicles on

an annual or recurring cycle to entice
buyers. From fender fins in the 1950's
to air scoops and spoilers in the 60's
and '70’s, flip-up headlights in the 80’s
and panoramic sunroofs, matte paint
finishes, retractable door handles

and blackout tire rims in the 2000s,
the list is expansive. Simultaneous
performance enhancements such as

The automotive industry is on a long march toward a future which,
will no doubt, look and operate much differently than what we

experience today.

limited slip differential, front-wheel
drive, turbochargers, anti-lock brakes,
sport packages and fuel-efficient

hybrid engines have also helped drive
new vehicles off dealer lots and into
consumer garages over the years.
Additionally, as cars age, the limited
availability of spare OEM and alternative
replacement parts compatible with
those vehicles adds to the need for
exploring a replacement vehicle.

Similar observations can be made for
manufactured products ranging from
vacuums to televisions, golf clubs and
barbeques. Most recently, the sunsetting
of the 3G wireless connectivity

network is contributing to automobile
obsolescence for some makes.

Now, an unplanned obsolescence

of sorts is occurring across the
innerworkings of the automotive
industry and its supply chain as the car,
itself, embarks on an unprecedented
transformation from a human guided,
internal combustion engine (ICE)
propelled machine to a connected,
autonomous, and electrified mobility

device. As this shift occurs, the business
model that delivers this new form of
engaged mobility to the customer is
transforming as well.

Even though EVs make up only a small
percentage of total vehicles on U.S.
roads today, it is clear to most that the
heyday of the ICE vehicle industry is
likely coming to an end in the not-too-
distant future due to government policy
on climate change and advancements
in battery technology. As reported in
one of our previous articles, General
Motors had committed to making a

$27 billion investment, which has since
increased to $35 billion, in electric and
autonomous vehicles and introducing

a minimum of 30 EV models through
2025. In addition to making substantial
EV investments, Ford Motor Company
announced plans to re-structure into
ICE, EV, and Commercial business units.
Volvo, too, has revealed aggressive
plans to transition to an all-EV company
by the year 2030. And Volkswagen has
proclaimed that its mission is to become
the world’s largest manufacturer



of electric vehicles. Multiple other
automakers will eliminate new vehicles
with gasoline and diesel engines
entirely over the next 15 years.

For large manufacturers transitioning to
these new platforms, the companies that
supply them, and the infrastructure that
supports the use of the vehicles they
create, the impact will be significant.
Take, for example, suppliers of catalytic
converters, exhaust assemblies and gas
tanks. In the world of electric vehicles,
these parts have no functionality. So
what does this mean for the future of
their businesses?

For one thing, it means certain
disruption to the way they have been
doing business for years and in many,
if not most cases, to the products they
have been producing and supplying
to the industry. No example hits to the
heart of the industry more than the fact
that differentiation strategies will have
to shift from power and performance
prowess to effortless customer
experiences and smart technology.
This disruption presents growth
opportunities for the most

savvy suppliers.

It is important to also note that the
experience of these companies in
serving the evolving needs of auto
manufacturers and their ability to
innovate over the years to keep pace,
bodes well for their future existence.
Furthermore, because legacy auto
manufacturers on a global basis are
proceeding toward an EV future with
a keen eye still firmly focused on
maintaining critical revenue from their
internal combustion vehicle lineups,
suppliers have some time in which to
evolve. Additionally, mass adoption
rates of battery electric passenger
vehicles in regions such as India,
Southeast Asia, and Africa will likely
be well behind that of China, Europe,
and North America, thus preserving a
global market, albeit smaller, for ICE
componentry.

Regardless, with the world's leading
auto manufacturers having committed
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Basic Comparison of ICE and BEV Powertrain Components

ICE Powertrain
1,400 Components

Engine, Exhaust, Transmission/Drivetrain

BEV Powertrain
200 Components
Electric Motor (+ Power Electronics),
Battery Pack

Source: Roland Berger

to aggressive timelines, the clock is
ticking. This, in turn, places notable
pressure upstream on suppliers. In
essence, it requires them to follow a
relatively parallel course to ensure both
their current revenue stream and their
own future existence as the EV market
heads toward an anticipated 16%
share of the total U.S. auto market

by 2026, according to research firm,
AutoForecast Solutions.

Successfully bridging this period
between the current and future

state of the industry, requires auto
manufacturers and their supply chain
partners to not only develop new,

EV platforms, componentry, systems
and software, but to do so while also
continuing to update existing ICE
models and even introduce some
new ones in order to maintain market
share and profit targets. This need
has, by necessity, led to a blended
manufacturing model with new or
retooled plants coming online to handle
the transition.

Due to the continued long-term
relevance of their components, some
suppliers, such as braking, steering
and lighting system manufacturers

are generally considered as well
positioned to remain an integral part
of an EV-driven automotive future.
Others, such as drivetrain, exhaust,
engine component and other suppliers
face greater risk of obsolescence. Here,
the extent of their own innovation and
ingenuity will likely determine whether
they evolve with the industry or cease to
play a part in its march forward. Might
some of those suppliers’ components
be adapted to help cool EV batteries,

ventilate and control the temperature
of passenger compartments, or help
carmakers solve other challenges
associated with delivering EVs with
comfortable passenger compartments
and long-range capabilities?

Additionally, as we have already seen
with EV-only car companies such as
Tesla and Lucid and to a certain extent
with makers that have introduced EV
models including Audi, Jaguar, Ford
and GM, software and electronics

are replacing most of the mechanical
components utilized in legacy vehicles.
Along with this shift comes the need
for a completely different vehicle
architecture, one that does not rely upon
a labyrinth of wires and cables, linked
to dozens of independent electronic
control units throughout the vehicle to
collectively operate those mechanical
systems. Instead, fewer, more powerful
control units are already being utilized
to bring extensive functionality to these
vehicles’ feature-laden, software stack
and firmware-driven systems.

Sources: Motor1, Jalopnik

As the electronic requirements of vehicles has expanded in
recent years, so has the amount of wiring needed to support
those capabilities. Today there are more than 150 pounds
of wires winding through a typical ICE vehicle, much of it
assembled and attached to components by hand.

While the need for these new, more
computationally powerful CPUs creates
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opportunity for some suppliers, the
sizable reduction of distributed wiring/
cabling throughout future vehicles
reduces opportunity for others. These
two examples, among the many other
changes that are taking place as part of
the EVs evolution, illustrate why it is so
critical right now for those across the
supply chain to determine what role
their businesses can best play in the
future of mobility and what steps they
will need to take to ensure they are able
to do so effectively.

Another important consideration and

a risk for some suppliers is the fact

that manufacturers are struggling to
overcome the engineering constraints
associated with what has traditionally
been a heavily siloed development
approach. As the technological
complexity of vehicles increases, the
need for their systems to be developed
from a more holistic architecture
standpoint also becomes more critical
to achieving success. Two cases in point:
Tesla has taken control of development
of its own custom self-driving
semiconductor chips, while Volkswagen
is building a massive software
development infrastructure to serve its
various brands. With this in mind, we
expect to see others take steps aimed
at more fully controlling the production
and integration of electronics and
other components, systems, and
software in their vehicles. Strategies for
accomplishing this will vary but may well
include more formalized joint ventures
and partnerships with certain suppliers,
as well as potential acquisitions

of others.

The automotive industry is on a long
march toward a future which, will

no doubt, look and operate much
differently than what we experience
today. While fully autonomous
transportation for the masses, where
vehicles are in constant communication
with the road they are on and the cars
they drive alongside, seems to be a long
way off, the transition to electrification is
happening now and must be addressed
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on a more immediate level. Auto
manufacturers and their suppliers must
figure out how to reinvent not only the
products they bring to market but the
way in which they will ensure their timely
arrival and suitability to an evolving
consumer appetite for environmentally
friendly, convenience-oriented mobility.

If your business or a business within your
portfolio is involved in the manufacture
of legacy combustion engine vehicle
components or emerging EVs, we
encourage you to thoroughly familiarize
yourself with the dynamics of the current
market and explore ways in which those
businesses can remain an integral part
of the automotive/mobility industry
moving forward. With that in mind,
questions you should consider asking
today include: Does your business
strategy have enough optionality and
flexibility built-in? Can your existing
manufacturing process and facilities

be utilized or retooled to produce
components critical to this future? Is
there industrial equipment, a plant, or
technology available for purchase that
could help jump start that process? Do
you hold proprietary patents, licenses or
other intellectual property that could be
monetized to help acquire technology,
tools, or staff in order to secure your
position as a valued supplier

moving forward?

At Hilco, our Advisory, Valuations,
Commercial Industrial, Specialty
Capital and other integrated

teams have significant experience
assisting businesses address the
unique challenges associated with
transformational periods such as the
one the automotive industry now faces.
If you would like our perspective on
your situation, please reach out to us
today. We are here to help.

Hilco Performance Solutions (HPS) helps
companies simplify and streamline
business processes, and improve
operational efficiency to stay competitive
and gain market share in an increasingly
interconnected economy. HPS consists

of cross-functional manufacturing
experts in the areas of Operations,
Supply Chain, Finance, People, Mergers
and Acquisitions, and Commercial,
advising clients toward sustainable
revenue growth and cost reduction.

By combining advisory experts with
reputable industry veterans, we provide
the right talent to get the job done.
While many management consulting
companies focus on strategy and sharing
leading theory, HPS focuses on action,
working in the trenches with our clients
and translating strategy into results. If
you find yourself asking questions such
as: Am | providing my customers with
the right experience? Do | understand
their needs? Is my supply chain adding
value to our operations and our
customers? What data and information
should we be using for our business?

Is my organization working on the right
initiatives?... the Hilco Performance
Solutions team can help provide the
answers you need and help to put you
on a path to long term success.
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HILCO PERFORMANCE SOLUTIONS

He is a business transformation, finance,
and strategy leader with over 20 years
of experience in the automotive and
financial services industries, including
four years of international experience

in Shanghai.

Jesse has built an impressive track record
of success across several roles driven

by a strong work ethic, being a trusted
business partner, and bringing creativity
and innovative ideas to his work each
day. He has a bachelor’s degree from
Western Michigan University and an
MBA from Michigan State University.
Contact Jesse at 847-201-6499 or
jglossinger@hilcoglobal.com.
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