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The South African Automotive Industry is a
significant contributor to the economy,
contributing more than 6% to GDP and

providing employment for more than
120,000 people.
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The automotive industry has been hard hit by the
COVID-19 pandemic, facing challenges at all
stages of the value chain. Profitability, supply,

demand and sales have been completely
disrupted, and the time is now for the industry to
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Foreword

The global economy has come to a standstill as the health and economic impacts of
the novel COVID-19 virus make its way across international borders at a pace that was
not anticipated. As of May 2020 almost 4 million cases of the virus have been
confirmed worldwide, and close to 300,000 deaths reported!. Globally, more than 80%
of the world economy has been in some form of lockdown, with restrictive measures
on most economic activities regarded as non-essential activities. Some experts have
warned that this global economic contfraction could be worse than the global
financial crisis experienced a decade ago?, predicting a 3% decline in the global
economy.
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Developed countries such as the United States of America and the United Kingdom
are recording record high levels of unemployment. The oil price is frading at its lowest
price in decades and at one stage even at negative value for the first time in history
as oil surpluses build up with nowhere to go. In developing countries such as China,
the impact has been just as severe, with industrial output declining by 13.5% y-o-y over
the months of January and February, and industries such as retail and real estate
contracting by 20.5% and 16.3% respectively over the same period.

On the 26t of March 2020 South Africa entered into a 21-day national lockdown, a
crippling yet necessary move for an already struggling economy. South Africa is
characterized by the prevalence of diseases such as HIV and TB, poverty and

T As at 29 April 2020, https://www.worldometers.info/coronavirus/
2 International Monetary Fund, https://blogs.imf.org/2020/04/14/the-great-lockdown-worst-economic-
downturn-since-the-great-depression/
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malnutrition, which fuelled the need to implement such drastic measures to curb the
spread of the virus. The national lockdown was subsequently extended to the 30" of
April 2020 and is now following a phased plan for re-opening the economy, based on
varying Alert Levels. With South Africa’s economy already teetering on a recession
before the pandemic’s arrival, the economic impact of the pandemic has
precipitated a crisis across all sectors, and the automotive industry is no exception.
The current dire state of the economy is clearly reflected in the downgrading of South
Africa’s credit status by the global ratings agencies such as Moody's and Fitch. South
Africa’s long term foreign and local currency debt ratings have been further
downgraded intfo non-investment grade to "BB-" and "BB" respectively due to Covid-
19 related pressures. S&P and peers Fitch and Moody's now all rate South Africa below
investment grade, making it more expensive for the government to borrow money to
plug the national budget deficit.

The Automotive Sector

The automotive sector is one of the most important manufacturing sectors in South
Africa, contributing 6.4% to national GDP in 20193 (and a conftribution of more than
24% to manufacturing), and employing more than 1100,000 people. The sector is a
significant source of foreign direct investment into the country, with the seven of the
eight Original Equipment Manufacturers (OEMs) investing R7,3 billion in 2019, while
making commitments of a further R40 billion investment over the next five years. The
component sector invested R3,5 billion in 2019 and according to the latest news from
NAAMSA, was expected to invest a further R20 billion in locally manufactured
components over the next five yearst. BAIC is a new entrant info the market and
according to BAIC the investment in the South Africa, COEGA-based plant alone is
R11 billion.
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Source: Deloitte, The Impact of COVID-19 on the South African Automoive Sector
While new vehicle sales declined slightly in 2019 (a decline of circa 16,000 cars in
comparison to 2018), the industry excelled on the export side. The export value of
vehicles and automotive components amounted to a record R201,7 billion in 2019,
equal to 15,5% of South Africa’s total basket of exports.> Apart from the importance
of the industry from an export and foreign direct investment perspective, the industry
is a key employer and therefore a critical player in the future industrial and economic
landscape of the country.

Gauteng occupies a prominent position in the South African automotive industry with
the largest concentration of automotive manufacturing in the country, housing three
of the seven OEMs and the highest number of automotive component suppliers. The
province offers an excellent manufacturing base, with access to various logistics
corridors and links to established distribution networks. “Gauteng has an established
footprint in the national automotive industry, with an indigenous know-how and skills
that have been built up over many years in the industry” says Lance Schultz, CEO of
the AIDC. Roughly 40% of automotive component manufacturing is located in the
province, and it contributes an estimated R1.4 billion in capital expenditure. The
province also accounts for 39% of all vehicles produced in South Africa, 35.8% of new
car sales, 34.6% of light commercial vehicle sales, 37% of fruck sales and 36.5% of light
commercial vehicle exports.

Global Perspective

The automotive industry across the world is experiencing unprecedented challenges
due to the global lockdowns implemented across all major automotive
manufacturing countries. The majority of OEMs have shut their manufacturing plants
across Europe, North America and South Africa. Ratfings agency Moody’'s has
predicted that reduced consumer spending and these shutdowns will contribute to a
decline in the global demand for passenger vehicles of approximately 14%, while
Roland Berger predicts a plunge in automotive volumes of up to 40%¢. Sales in China
and the USA are likely to drop by more than 10% and 15% respectively in 20207. Sales
in Western Europe are also expected to decline by 14% in 2020. When this is compared
to the impact of the 2008 financial crisis, where demand declined by roughly 8% over
a two-year period, the forecast is dire.

The decline in demand forecast by Moody'’s translates into 13.5 million passenger
vehicles not being manufactured in 2020. The initial supply and manufacturing
disruptions that faced the industry at the onset of the lockdown will be replaced with
uncertain recovery time due to restrictive measures that will remain in place. Many
OEMs have limited room to cut fixed costs, as evidenced by the fact that VW Group
has revealed that it is burning through €2 billion per week following plant closures and
a collapse in demands. At the current cash burn rate in the industry, there is less than

5 Automotive Export Manual 2020, NAAMSA

¢ Automotive Disruption Radar No.7, Roland Berger

7 COVID-19: What to do Now, What to do Next, Accenture

8 The Impact of COVID-19 on the South African Automotive Sector, Deloitte
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2 months cash available?, and OEMs are managing cashflows tightly and reviewing
all non-essential expenses to pull through the crisis. Dealerships and suppliers are in a
similarly vulnerable position due to a sustained period of missing income to cover

operating cash flows.

Challenged by already weak growth rates in 2019, the automotive
sector is estimated to be heavily impacted by COVID-19 o=
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Whilst the automotive sector has typically proven itself to be very resilient, “the AIDC
anficipates a good 2-5 years for the industry to return to normal, in line with industry
projections from experts around the globe,” say Lance Schultz. The impact of the
pandemic is significant and unprecedented, and the immediate response of players
in the industry will determine the sustainability and growth trajectory of South Africa’s

automotive industry.

The automotive sector is a
very resilient  industry,
however, “in line with
industry projections from
experts around the globe,

the AIDC anticipates a
good 2 years for the local
industry to return to normail,
and up to five years for the

global industry”- Lance

Schultz, AIDC.

Decreased market capitalization will likely
accelerate industry consolidation and, without
securing additional funding, some players risk
going out of business. Furthermore, changes in
customer behaviour such as different mobility
preferences and online shopping expectations
might remain after the crisis. Consumers are likely
to put off buying non-perishable, expensive
products for the foreseeable future until
economic stability and outlook is positive again,
placing further demand pressures on the industry.
The industry will require government intervention
to prevent bankruptcies of smaller, more
vulnerable players. Government interventions

? CVID-19: What to do Now, What to do Next, Accenture



0066

Autometive indusiry Developmen centre Re-Gearing the Gauteng Automotive Industry
Navigating the Business Impact of COVID-19

should be in the form of funding for short-term work, short-term financing, tax deferrals
and assistance with employee wages.

Impact of COVID-19 Pandemic on the Industry

While manufacturing effectively came to a standstill on the 26t of March 2020, the
South African subsidiaries of BMW, Nissan and Ford were instructed to suspend
operations along with other group plants before the lockdown was implemented.
Since the implementation of the COVID-19 National Lockdown, at least 5 working
weeks have been effectively lost which the majority of manufacturers will not be able
torecover. OEMs such as Nissan and BMW will only resume operations in mid-May and
possibly as late as early June. While some of the OEMs that do not currently run 3 shifts
may be able to make up some lost time through incorporating extra shifts, other OEMs
such as BMW that were already running 3 shifts will not have this option. It is therefore
anficipated that production volumes will decline by as much as 30% for 2020.

The expansion of South Africa’s automotive industry is central to the government’s
economic development strategy, but the coronavirus crisis has forced car makers into
survival mode and could push ambitious

growth plans out of reach. “ Automotive sales are

Local automotive sales in South Africa has B[]g]d=1e o) =Jede)sle)ag]le growfh

been declining for the past é years, and (GDP) and even before
“even before the COVID-19 pandemic hit the :
COVID-19, it was

counftry, local vehicle sales were forecast to )
decline by 5%", Dr Norman Lamprecht, anticipated that local

NAAMSA. Since the implementation of the BEIGTEEIT A o101/ o0 -\ [{fede 1\ 4o1t ] o]

COVID-19 National Lockdown, new vehicle . . .
i ' lin . This figur
sales dropped by 29.7% in March compared decline by 5% s ligure

to the same period in 2019. Vehicle sales in will now likely be more
South Africa dropped by 98.4% in April 2020 on than 20%” - Dr Norman

the back of a challenging economic Lamprecht, NAAMSA
environment and the COVID-19 restrictions.

South Africa’s automotive industry is export orientated, with Europe being the
country’'s main trading partner accounting for 64.3% of vehicle and component
exports. The anticipated decline in the European automotive market does not bode
well for South African manufacturers and exporters. Export sales, which account for
74% of production volumes, took a massive dip in March, recording a decline of 21.5%
in comparison with March the previous year. Vehicles that were already in transit were
allowed to be exported during the month of April, however health and safety
compliance requirements contributed to delays in the process. Total vehicle sales
declined by 98.4% in April, while the drop in sales was to be expected, the disastrous
impact on consumer spending makes the rate of recovery difficult to predict.

Vehicle sales usually anticipates GDP developments, and the economy is forecast to
decline by an estimated 6.1%'°, which will likely result in at least a 20-30% decline in

10 Reserve Bank, 14 April 2020, https://mg.co.za/article/2020-04-14-gdp-to-contract-6-1-reserve-bank/
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the sales of vehicles. The local production target for 2020 was originally more than
650,000 vehicles, but currently there is no way in which this target will be achieved. In
all likelihood, in line with the anticipated slump in demand, production volumes will
also decrease by up to 30% for the year.

Urop m New Vehicle Sales
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The depreciation of the rand will add further pressure to local demand, as the rand
broke record lows in April, breaching the R19/US$ mark. Taking into account that South
Africa is a net importer of high-value, capital intensive componentry, the weakening
rand will cause an increase in manufacturing input costs, resulting in price increases
that consumers cannot afford in the current economic conditions. The collapse in
production volumes and demand coupled with a very uncertain outlook, could mean
that up to 30% of jobs in the industry might be lost!.

At the heart of South Africa’s plans to revitalize industrialisation is the new Automotive
Masterplan, with ambitious aims to bring unemployment levels down from the current
high of almost 30%. The plan aims to boost growth and create jobs by more than
doubling annual vehicle production to 1.4 million vehicles by 2035, and increasing
locally manufactured components from the current level of 39% to 60%.

The new scheme is supported by various investment and tax incentives, including a
tax-free cash grant starting at 20% of the value of qualifying investments, rising to 25%
for component manufacturers, and a tax perk related to vehicle production, known
as the assembly allowance.

OEMs and component manufacturers will likely not be able to adhere to the
manufacturing and employment requirements to qualify for certain incenfives.
NAAMSA has asked the government to relax the minimum plant production capacity
threshold of 50,000 cars a year needed for the investment incentive as car makers
believe it's too stringent given the impact of the crisis. Furthermore, NAAMSA has also

1 According to an Industry-Wide Survey by NAAMSA,
https://www timeslive.co.za/motoring/features/2020-04-23-car-dealers-plead-let-us-open-our-doors/
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asked government to use 2019 production volumes as targets for 2020’s vehicle
assembly allowance, as output is likely to drop significantly this year'2,

The struggle for liquidity in this crisis period may infringe on the capacity of car makers
to fulfil export orders, worth $9 billion (roughly R166.1 billion) a year. Industry officials
have warned that the damage could be permanent and open up the way for rivals
such as Morocco and Thailand to capture market share.

Small firms remain especially vulnerable, with a very real likelihood that numerous
smaller firms will not survive this crisis, which will be disastrous for government’s drive to
boost local output and double employment in the sector.

In essence, the impact of COVID-19 has disrupted the entire automotive value chain,
from supply through to demand. South Africa forms part of the complex global
automotive network, and manufacturing and supply disruptions in Europe and China
will undeniably complicate the reignition of the industry post COVID-19.

Present Operating Environment

On the 239 of April, President Cyril Ramaphosa announced a gradual re-opening of
the economy, based on a graded alert level system to determine how strict lockdown
restrictions will be as it continues to battle the coronavirus pandemic.

Summary of Alert Levels

Alert Level 5 Alert Level 4 Alert Level 3 Alert Level 2 Alert Level 1
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Starting on the 1st of May, South Africa moved into Level 4, which means some
economic activity is allowed, subject to strict measures. Under Level 4, local car

12 hitps://www.msn.com/en-za/cars/news/south-africas-auto-industry-ambitions-threatened-by-

coronavirus/ar-BB13FLSu2ocid=spartanntp

10
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factories are able to start assembling vehicles again in a limited manner (scaling up
in phases to 50% employment). It will be critical for South African exporters to meet
their export obligations as soon as they are able to do so, if not, they face the risk of
being replaced by sister companies or competitors's.

Emergency vehicle repairs will also be allowed, but general repairs and servicing will
only be allowed under Level 2. Car dealerships were initially only allowed to start
seling cars again under Level 3, however after extensive lobbying from the
automotive industry, car dealers were added to the list of business sectors that can
now operate under level 4.The conditions under which car dealers will be allowed to
tfrade remain uncertain, and the industry awaits further clarification.

Industry associations, such as the Retail Motor Industry (RMI), called for the automotive
sales, services, repairs and maintenance industry to be included in Level 4. There were
various risks associated with the prolonged restrictions placed on these automotive
sub-sectors, including:

¢ Without an effective and operational automotive aftermarket, vehicle safety
and effective vehicle repairs and maintenance of all persons and businesses
operating under Level 4 (currently accounting for 40% of economic activity)
will be negatively impacted;

e The re-opening of automotive manufacturing and the simultaneous restrictions
on the aftermarket will disrupt the value chain, as the entire value chain needs
to be in sync to allow for efficiencies, support and coordinated efforts to re-
open the economy; and

¢ The automotive aftermarket will struggle to sustain overheads and huge capital
investments in specialised equipment for a prolonged period, and the risks of
job losses and business closures in the industry will drastically increase the longer
trade restrictions stay in place.

Vehicle assembly plants may well be able to resume operations and they will require
channels in which to distribute the vehicles they assemble. There are approximately
1,600 franchised new-vehicle dealers in South Africa, employing approximately 60,000
people. While the lift of restrictions on car dealerships does bring some relief to the
industry, retrenchments will be imminent within the retail sector.

OEMs Response to COVID-19

The maijority of OEMs, importers and distributors in South Africa undertook various
initiatives in this crisis time to combat the spread of the virus in the country. These
initiatives include’s:

¢ Increasing the capacity of hospitals by providing addifional beds, making
OEM'’s warehouses and buildings available as field hospitals, pre-admission,

13 TIPS, Policy Brief 6/2020, Justin Barnes
14 As at 30 April, 2020
15 NAAMSA, Report on OEM confribution to Combating the COVID-19 Crisis
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quarantine centres and central logistics facilities for medical equipment and
food donations;

e Automotive OEMs, importers and distributors assisted with increasing demand
for masks, face shields and ventilators by
procuring and producing this Personal “The pl’OGCﬁVGﬂGSS
Pro’rec"rive Equipment (PPE) in their own of OEMs and
factories; .

« A donation of 150 vehicles that includes [KellLeJgeleliA\%=]
passenger, pick-ups, 4x4 vehicles and componenf

trucks, to support various initiatives that
needed means of transport for medical manufacturers has

staff, support personnel and field workers, eY=Y=Yg] asfounding” -
for the distribution of food parcels and

conducting pre-screening of communities; Lance Schuliz
and

e The industry provides repair and maintenance support for essential services
vehicles, while vehicle owners and customers who own vehicles with
maintenance plans have been granted extensions on their plans by most
OEMs.

The contribution of the OEMs, importers and distributors, has meant the diversification
of operations that are completely outside of their ordinary manufacturing and
distribution activities. “The proactiveness of OEMs and automotive component
manufacturers has been astounding. It has enabled the government and specifically
the health sector to capitalize on the knowledge and capabilities of a mature sector
thatis able to help in time of crisis”, says Lance Schultz. While this has been animmense
help to the country, it remains to be seen whether these diversifications could become
longer term opportunities for the industry. In the interim, the manufacture of PPE
materials for the health sector has provided some, albeit small, relief for automotive
manufacturers and assemblers that have been able to at least partially utilise
production lines and mobilize a limited number of operators. While the off-set against
the drop in production and demand is small, every little bit helps in times of crisis.

12
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Automotive Suppliers provides solution for PPE shortages

PolyGen, one of the tenants of the Automotive Supplier Park in Rosslyn, is one of the companies
providing solutions to the COVID-19 pandemic. PolyGen has joined the band of factories in the
automotive sector that are modifying their production lines to produce components that will
assist in the fight against the pandemic.

The company, which previously manufactured plastic parts for automotive components, has
started to manufacture face-shields. Lance Schultz, CEO for the AIDC says “this is a clear
indicafion that the automotive industry is ready to participate in the manufacturing of Personal
Protective Equipment (PPE). The agility of the stakeholders in diversifying their production in
exemplary in responding to the country’s medical and economic needs.”

PolyGen collaborated with the University of Pretoria to design an Injection Moldable face shield
suitable for medical use. A few changes were required to accommodate the production of face
shields, and tooling for the new product took approximately 3 weeks. PolyGen was able to bring
back much of its staff back to work.

Roefs says the product is of high quality, and with most industries looking for cost-effective
products to use during operation, there has been a massive increase in the demand for the
product. While the product was initially manufactured almost exclusively for medical
practitioners, PolyGen is now moving its focus towards industries that are ramping up in phases.
The company has also designed a new version for small children, and hopes to have the product
ready when schools re-open. Current production capacity is 4,000 units per day, with a second
set of tooling ready to double the capacity if the demand increases to such a level.

Another company in the ASP, Mumbo Group (Pty) Ltd, has developed and put into production
a non-electronic hand sanitizer applicator, and has already fulfilled the first order of 50 units for
government departments. The AIDC has been instrumental in the production of these
applicators, providing assistance in terms of volumes and manufacturing technology. Mr. Vusi
Mkhize, owner and CEO of Mumbo Group (Pty) Ltd, says that “the automotive sector knows how
to produce in high volumes, that is why the AIDC was my first port of call for assistance in
manufacturing tfechnology.”

This product is a result of a collaboration between Naicker Tool Makers, the Mumbo Group and
Teq Design Cenftral. Naicker Tool Makers is an [ATF 16949 accredited company and manufactures
this product in Boksburg. Naicker Tool Maker is has also been in the AIDC's supplier development
programme. Mr. Kas Naicker says “This is a good product and we believe that it will help greatly
in the big fight against the coronavirus.”

AIDC CEO, Mr. Lance Schulfz, says this project confirms that “this is the time for co-operation
between organizations with complimentary capabilities that operate in the automotive space.
This is an indicatfion that the tier 2 industry can rapidly localize automotive components to
achieve the goal of 60% local content for vehicles as targeted in South Africa Automotive
Masterplan.”

For more information please contact:
For the AIDC: Mashadi Mangale on 082 626 1136, Email: mmangle@aidc.co.za
For PolyGem: Wilhelm Roets on 083 645 7929, Email: wilhelm@polygen.co.za
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Post COVID-19

The big uncertainty regarding the COVID-19 pandemic is will there be an end to it
and if so, when2 Some economists predict a “V-shaped” economic recovery but for
the most part, there is uncertainty as the world faces a completely new phenomena
whose treatment and containment is not understood. The jury is still out on the key
outcomes and it will depend on a number of developments that will unfold in the
next weeks and months. Key considerations include issues such as:

e Wil atreatment, cure or a vaccine be found and if so when?

¢ Will recovered COVID patients be immune to the disease or can they be re-
infected?e

¢ How long will the imprint of the impact of the disease remain in people’s minds
and affect their behaviour and spending patterns?

e How many livelihoods and businesses will be destroyed as a result of the
prolonged unprecedented restrictive social behaviour (e.g. lockdown) or
consequential (fear) of contracting the virus once economies reopen and
social activities resume?

Certain industries, communities and countries will be brought to their economic knees
as aresult — e.g. Mauritius that is largely dependent on tourism for theirincome -being
the hardest hit. Consumer spending in the world accounts for between 60% and 70%
of global economies (China 60%, USA 70%). Unlike other recent global crises such as
the September-11 attacks, the coronavirus is less a one-time sharp shock to the system
and more of arolling source of anxiety that could retreat and resurface repeatedly’s,
complicating the task of forecasting consumer behaviour and demand for non-
perishables such as vehicles.

A deep decline in consumer spending on non-essential products appears inevitable,
followed by a protracted recovery over multiple years. The economic activities of
industries involved in these sectors will most likely have to prepare for significant
downsizing and restructuring to remain in business and operate in a protracted (fewer
sales) and
conservative  (price
conscious)  market.
The future demand in
the automotive
industry will be
dependent on how
much can be
exported and how
much can be sold
domestically.  Banks
will also be a key
player post-COVID19,

16 hitps://www.scmp.com/economy/china-economy/article/3077901/coronavirus-china-us-consumer-
behaviour-radically-altered
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if they are not prepared to extend credit to depressed consumers, demand will
remain subdued.

The evolution of the automotive industry is expected to remain unchanged, with a
contfinued move towards the four megatrends of connected, autonomous, shared
and electric driving. However, the speed of adoption will change in light of the current
crisis, and industry players must be ready for all scenarios. They must develop the
capabilities to quickly identify the signals and direction —how to manage the ongoing
crisis, how to reset ways of working and how to renew for the “new normal”'7.

Of critical importance will be the simultaneous re-opening of both manufacturers and
suppliers, and a coordinated effort across the global value chains. A synchronized re-
launch of activities and investments needs to be implemented. *You cannot build 98%
of a car, you need 100% of all the required parts to build vehicles”, Lance Schultz, CEO
AIDC. All suppliers must be able to deliver the required products, and all
manufacturers and assemblers need to be able to operate, manufacture, assemble
and trade.

There are various challenges associated with operating in the supply chain in a
lockdown business environment. It takes approximately 6 weeks for raw materials and
components to be imported, and the entire supply chain needs to be filled up in order
two move forward with operations. Masego Mayevu, Programme Manager for the
Township Automotive Hubs, noted that apart from the impact of the lockdown on
OEMs, Tier 1 and Tier 2 suppliers, the automotive aftermarket is also being gravely
affected. There are numerous vehicles stuck in repair shops, even some essential
service vehicles, that cannot be serviced because the spare parts are not available
locally, and the supply chain is disrupted. It is thus of critical importance that ports are
operating effectively and efficiently. In terms of current regulations, ports are
operational and exports and imports continue, depending off course on the
restrictions of tfrading partners.

Government Interventions and Support

The South African government announced an “extraordinary coronavirus budget” of
R500-bilion to be injected into the economy. Health will remain a priority for
intervention funding, with the poor and most vulnerable catered for in a range of
measures that include an increase in the social grant and billions of rands in subsidies
for business and wages. The first phases of the funding further include tax relief, wage
support, funding for small business and a disaster release fund. The initial phases have
been heavily criticised for not putting enough support into the economy, as business
shut down and people lost their jobs.

17 CVID-19: What to do Now, What to do Next, Accenture

15



Re-Gearing the Gauteng Automotive Industry
Navigating the Business Impact of COVID-19

Subsequent phases will involve big-
money interventions in  the
economy, ranging from @
substantial infrastructure build to
speedy implementation of
economic reform and
transformation of the economy.

The various support measures for
SMMEs during the crisis, include the
Temporary Employer-Employee
Relief Scheme, SMME Debt Relief
Scheme and the SMME Business
Growth Resilience Facility.

The Temporary Employer-Employee Scheme will assist UIF registered companies
with the payment of employee salaries if reasons for business closure are
related to the COVID-19 pandemic;

The Debt Relief Fund: this fund will be utilised to provide relief for existing debts
and repayments, as well as with the acquisition of raw materials and paying
labour and other operational costs; and

The Business Growth/Resilience Facility: this fund was created to enable
continued participation by SMMEs in supply value-chains, with priority given to
those that manufacture products currently in demand due to COVID-19. The
facility will offer working capital, stock, bridging finance, order finance and
equipment finance.

In South Africa there are approximately 300 lower tier suppliers that manufacture sub-
components for the automotive industry, the majority of which are classified as SMMEs.
These companies are the most vulnerable with limited liquidity to use as buffer against
extended periods of limited cash flow. However, most, if not all, companies will require
some form of government support or intervention to recover from this crisis. The
following measures by government could support companies in the automotive
industry to remain resilient during this period:

UIF payments committed to support companies under the Temporary
Employer-Employee Relief Scheme to be handled speedily and effectively.
Delays in the payments of wages will lead to delays in the initiation of
production as firms struggle to purchase materials and workers demand
outstanding payments before starting work;

Favourable credit terms and conditions to ensure SMMEs can obtain loans
where necessary to continue with production activities. This will include an
ease in access to credit and reasonable repayment terms;

Deferment of all taxes, rates, skills levies, UIF contributions and Pay As You Earn
(PAYE) payments for those industries that remain under ‘lockdown’ after the
30t of April 2020; and

Industry has proposed that government make adjustments to the suite of
APDP’s regulations, to provide an extension on the lifespan of rebates earned
by the industry six months prior to, and six months after, the national lockdown.
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A second recommendation is that the DTIC amend the employment
requirements for the Automotive Investment Scheme over the next two years,
taking info account the fact that vehicle assemblers and component
manufacturers will not be able to sustain their employment levels post the
lockdown. This speaks to an amendment of the specific requirements that firms
maintain their employment levels over the duration of the period for which
they receive AlS support's,

From a rural SMME perspective, Masego Mayevu .
from the AIDC has indicated that there are [UESERIUIEl @l
numerous SMMEs that operate in townships who [RIRIIEE(A 7k l[X R T )Z=N Lol
are finding the application for relief funding eI Nel(e]e1=1{)%
problematic. The companies that operate in the [ VetedelTleitYeRie @ Rii
townships have unique challenges to obtaining
government assistance, taking into consideration
that many of them do not have business bank
accounts, internet  connectivity or  the BAKSNELY

technological know-how to apply. The AIDC has

been in talks with various public sector institutions, including Seda and Department of
Small Business, to determine whether provincial agencies such as the AIDC could work
with government in reaching these companies that appear to be destitute at this
point in time. “Many of these businesses live hand-to-mouth, but they still employ
people in the local communities, they try and improve their communities and work
hard to make an honest living. These smaller businesses in the townships have not
been properly accounted for in the government relief schemes. Many of these
companies do not have access to the internet, so how will they be able to apply and
access funding?” asks Masego Mayevu, AIDC. At present, there is also confusion
about whether or not these township SMMEs such as panel beaters and repair shops
can re-open under Level 4, as more clarity is required in terms of what constitutes
“emergency repairs and services”.

government relief
scheme” - Masego

The importance of the rural economy for inclusive economic growth and
development was also emphasised by Lance Schultz, who noted that the AIDC has
been extensively involved in developing and supporting programmes geared at the
development of fownship economies. Lance commented that “the Township
Incubation Programme such as that in Winterveld presents a solid opportunity to bring
SMMEs into the economy and create employment”. It is part of AIDC's strategy to
scale up these programmes. Using the automotive industry as a springboard for the
development of micro-franchises could propel growth in these township economies,
and lead to aripple effect in employment creation. It is critical that these SMMEs are
not excluded from government support incentives, and that all possible avenues to
assist them be explored.

Looking at the gradual re-opening of the economy, there is an important role for
government to play in reassuring workers of the safety to return to work. Government
should ensure employees and communities of the commitment of employers to the
health and safety of their staff. Evidence from China indicated that many factories

18 TIPS, Policy Brief 6/2020, Justin Barnes
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experienced laboured start-ups post the crisis as a result of worker suspicion relating
to the safety of returning to work, and this should be avoided in South Africa’?.

Another key concern is the
ability of Transnet and the
Ports to initiate their
operations in a manner
that  will  support the
automotive industry.
Communication from these
two entities with  the
_industry has been poor,
inconsistent, unclear and
disorganised to date?,
: There have also been
numMerous complaints
~« about the lack of clarity

&% regarding the rules and
regulations of The various Aler’r Levels ond urgen’r clorlflco’rlon of these are necessary
to ensure a co-ordinated re-opening of the economy.

Similarly, Eskom'’s ability to remain stable and meet energy demand when operations
restart is also a great risk for the industry. It will be critical for energy supply to remain
stable during the initial phases of recovery.

In the long-term, government will need to invest in infrastructure development to
stimulate economic recovery. It is well-known that infrastructure development
promotes economic growth, as evidenced by the USA where infrastructure
investment was used to boost the economy after the 2008 financial crisis.

Use of the Automotive Industry Transformation Fund to Assist SMMEs

The recently launched Automotive Industry Transformation Fund will see contributions
to the value of Ré billion from OEMs to support and accelerate the development of
entrepreneurs into participants in the automotive industry, and to play a key role in
the implementation of the South African Automotive Masterplan. While the fund has
been earmarked for the transformation of the industry, many industry participants are
now trying to determine how some of the funds contributed to date can be utilised to
assist SMMEs during the crisis.

The seven OEMs were initially expected to confribute R38million to the fund during
2020. However it is unclear at this stage if contributions will be made in full this year,
taking intfo consideration the strain that has been placed on OEMs amid the
pandemic.

Itis likely that some of the funds will be utilised to assist SMMEs to recover from the crisis,
but from an administrative point of view, this might not be possible in the near future.

19 TIPS, Policy Brief 6/2020, Justin Barnes
20 TIPS, Policy Brief 6/2020, Justin Barnes
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The fund was only launched in November 2019, and a CEO (Jabulani Selumane) was
appointed in February 2020. To date there are no other employees that are working
under the fund. The practicality of utilising the fund in the short-term does not appear
viable, however, in the medium-to long-term this fund could be applied to help with
the reignition of the industry. “Government cannot be the only source of stimulus and
intervention in the economy, the private sector will need to contribute” argues Lance
Shultz.

Phasing Back to Normality

In all this uncertainty, one thing remains clear, the business environment will have to
adopt to a “new normal”. The COVID-19 pandemic has hit manufacturers in an
unexpected and unprecedented way - for the first time in modern manufacturing
history, demand, supply and workforce availability are globally affected at the same
time. Although it is currently an extremely difficult time, those companies in the
automotive industry that are able to mobilize their COVID-19 response and take swift
actions will be in a better position post-COVID and more resilient going forward.

The first step in the gradual, risk-phased approach to reopening manufacturing
facilities is to implement measures for people safety. Firms will have to adhere to strict
health and safety requirements and have invested in COVID-19 detection and
remediation equipment. Hand sanitizers and PPE will have to be made available to
all employees, and firms should have a firm *“shock protocol” in place should
emergency mode be implemented (in the case of a move towards Alert Level 5 or
localised infections in the work place). “OEMs are exceptionally good at creating
standard operating procedures, and they have already created war rooms, think
tanks and models to ensure they prioritise the safety of their employees whilst
gradually ramping up production” says Lance Schultz.

Next, it will be critical to have fransparency

OEMs are excephonally in communication with stakeholders, within

good af creating standard the firm as well as with suppliers and other
operating procedures, and value chain participants. Effective decision

they have already created
war rooms, think tanks and

making needs to be enabled through
defined communication channels and
defined processes to identify, prioritize and
models to ensure they manage interventions. Risk mitigation needs

prioritise the safety of their to be integrated into the daily operations to

. quickly switch from normal to disruption
employees whilst gradually operating procedures. Agility and speed in

ramping up production” - this period where emergency responses
Lance Schuliz. might be required will be key.

Thirdly, business continuity should be a
priority. It's time to look for alternative ways in which operational costs can be
minimized, for example by consolidating loads for transport between OEMs and
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component manufacturers. In Gauteng especially, where there are increased
logistics costs in comparison to KwaZulu Natal and the Eastern Cape, this could be a
key cost-cutting mechanism if implemented correctly.

Pricing strategies must be revaluated to take into consideration inventories that will
need to be emptied as dealerships reopen. Stimulating demand for luxury goods will
be a challenge in the months to come, despite some pent-up demand from the
lockdown.

Another key consideration in the flexibility of the South African labour force. South
Africa has a strong unionised labour force, and unions negotiated a deal with
NAAMSA and NAACAM that in order to qualify for the AlS investment grant, OEMs and
component manufacturers must maintain their employment levels for the duration of
the grants over three years. They also need to show jobs are created over and above
current employment levels. With COVID-19, OEMs and their component
manufacturers are unlikely to be able to maintain job levels at base year and thus lose
the 25% calculated grant on the investment made on new models — due to lower
volumes produced on the back of plummeting demand. The proposed remedy is to
still allow the 25% incentive even if jobs are lost. It is imperative to keep in mind that
the incentive was created under normal trading conditions, but needs to be relaxed
due to COVID-19. Permanent jobs could be retained after COVID-19 by allowing
OEMs and component manufacturers to use labour brokers to provide temporary
labour (permanent workers retrenched during the pandemic) as a means of retaining
skills and to ensure the skills can be retained when production volumes are normal
again and new shifts as required. Currently the DTIC does not recognise temporary
workers employed via labour brokers as jobs created.

Bulld Resilience and Prepare lor Recovery
Revised slralegies, decizions and actions during crisie with recover el
mind, reevaluate opporlunities and rensw

Lastly, companies must build resilience and prepare for the future. Companies should
make use of technology to continuously stay engaged with not only suppliers, but
consumers as well. Online platforms should be utilised to compensate for trade fairs
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and toreinforce brand perception, e.g. by showing a commitment to solve the global
epidemic.

This time of crisis may offer some companies the time to plan and strategize for the
future that they would not have had under normal circumstances. This will be of critical
importance for the automotive industry, to take this tfime to plan for recovery and how
to adapt to the new operating environment, coming out of the crisis more resilient.

Major Findings and Recommendations

The South African government’s response to the COVID pandemic (other than the
focus on the virus containment measures such as lockdown, screening and testing
and preparing for a new wave of infections by acquiring PPE, ventilators and
establishing health facilities) includes:

¢ Funding for small businesses aimed at sustaining the workforce and operations
rather than growing the businesses;

e Increasing grants for unemployed, primarily aimed at basic needs for food,
housing and survival. The millions being poured into the economy through this
channel will find its way to the purchase of basic foods and shelter. Even the
middle class is likely to be conservative in spending and refrain from buying
non-perishable goods; and

e The government has indicated that infrastructure spending will be stepped up
to ignite the economy as well as an increased focus on localisation with a dual
purpose, i.e. to decrease dependency on imports and create economic
opportunity for local businesses.

What does this mean for the automotive industry?

To summarise, the automotive industry as we know it will likely be changed for good,
with upsides and downsides.

e Directly related impact:

o Steep decline now —job losses in the industry

0 A 2-yearrecovery for the local automotive sector, and up to five years for
the global automotive sector, to return to ‘normal’

o Changing consumer behaviour leads to changing demands on vehicle
value for money

o The advent of Locavores (people that make an effort to eat food that is
grown, raised, or produced locally, usually within 100 miles of home)
resulting in shorter supply chains and less transport and logistics. Also more
on-line deliveries — increase in demand for commercial vehicles?

o Will we see greater drive for alternative drive trains — electric versus internal
combustion engines vs hydrogen?¢ The positive impact of lockdown on the
environment is glaringly obvious and a new drive to eliminate pollution from
carbonaceous emissions such as carbon monoxide, is likely fo increase.

e On the positive side, the strength of the local automotive industry can be put
to good use to:
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o Localise more automotive components. Local manufacturers of
automotive components could aggressively target multinational markets
to grow the footprint of their sales;

0 Repurpose idle productive capacity to produce a range of new products
such as:

A PPE: Range of products needed in the health sector, such as PPE,
hospital and medical equipment such as stands and supports;

A Ventilators: The South African component manufacturers could
manufacture ventilators — and according to a recent interview by BBC
World News with Renei Moolithal, a number of NAACAM members are
already looking into the local manufacture of ventilators using a UK-
product based on an expired patent. It is likely that the demand for
ventilators will peak at some time in the foreseeable future and stablise
at much lower volumes in the long-term. The local manufacture of
ventilators might therefore only be an interim option;

A Incinerators: the safe destruction of PPE and related medical waste will
require increased capacity of waste destruction equipment. The
technology for plasma incinerators has advanced to enable relative
small-scale incinerators to be manufactured and operated efficiently
to treat in-situ waste. While hospitals and clinics would be primary
markets for commercial incinerators, small incinerators can be placed
strategically in industrial and automotive parks, or at OEM plants where
sufficient volumes of waste can be treated. These incinerators can also
be used to convert waste to energy and therefore can represent a
product that will address a long-term demand; and

A In-situ manufacture of disinfectants: Hypochlorous acid, is widely used
as a non-aggressive disinfectant - HOCI is made naturally by white
blood cells in allmammails for healing and protection and is a powerful
oxidant that is effective against invading bacteria, fungi, and viruses. It
is known to kill Corona virus in 30 seconds. The electrolysis machines
required to manufacture HOCI can be manufactured in South Africa.
These machines can be used for household production of HOCI,
commercial and industrial. This can become a permanent market
albeit that demand will come down post COVID.

What can the private sector do to provide stimulus for the industry?

First and foremost, the priority of the industry remains the safety of its people.
Companies should ensure compliance with health and safety regulations. At the
onset of the pandemic, the minister of health said that we should expect 60-70% of
the population to eventually contract the coronavirus. While South Africa’s response
to the pandemic has certainly curbed the infection rate, and the number of cases
remain consistently lower than anticipated, there is still a major risk of continued waves
of infection untfil such time as a vaccine is developed.

Secondly, companies should utilise remedial grants offered by the government (such
as the relief schemes) and public sector organisations such as the IDC (Relief funding
for distressed businesses). Companies need to evaluate working capital requirements
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and assess cash reserves and liquidity. While the time for expansion and business
development will come, the focus for now should be on establishing a working capital
crisis mode.

Thirdly, companies throughout the automotive value chain need to synchronize to
ensure a fast and accurate ramp up of production. Furthermore, companies should
be prepared for tiered openings, enabling a flexible and gradual ramp up, and be
prepared for fluctuations in demand.

Lastly, never let a crisis go to waste. Companies should utilize any extra time and
resources that may be at hand to develop strategies for growth post COVID-19, taking
into consideration the changes in consumer behaviour, technologies etc. that will
likely follow after this pandemic. Companies in South Africa should also focus on
export opportunities in the African market. It is likely that economies and territories like
Europe will become very internally focused.

In summary, the automotive industry will experience a steep decline now, with some
experts predicting a prolonged period of recovery (in excess of five years). Industry
players will need to adapt, rapidly, to a changing manufacturing and operating
environment, changing consumer behaviour and the potential risks of new outbreaks
of the virus. It will be imperative to take the time to learn from the crisis, plan for the
future and develop clear strategies and protocols for the way forward.
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Summary of Industry Interventions

Industry Interventions

Government

Extraordinary Coronavirus Budget of

R500 billion:

- Health as primary priority for
funding

- Relief of hunger and social distress

- Taxrelief

-  Wage Support

- Funding for Small Businesses

- Disaster Relief

- Big-money interventions —
substantial infrastructure build,
speedy implementation of
economic reform and
transformation of the economy

Temporary Employer-Employee

Scheme:

- Payment of employee salaries

The Debt Relie Fund:

- Provide relief for existing debts and
repayments, acquisition of raw
materials and the paying labour
and raw material

Business Growth Resilience Facility:

- Working capital, stock, bridging
finance, order finance and
equipment finance

IDC Relief Funding for Distressed

Businesses:

- Support for companies to procure
or manufacture PPE

SARS Customs and Excise Payments:

-  Companies and traders with
payments due in terms of the
Customs and Excise Act, 1964,
including customs deferment
payments, may apply to make
payments in instalments

Private Sector

OEMs, importers and distributors
undertook various inifiatives,
including:

- Increasing the capacity of
hospitals (additional beds, OEM
warehouses and buildings

- Design, manufacture and
distribution of PPE

- Vehicle donations to support
initiatives that needed means of
transport (medical staff, field
workers, distribution of food
parcels, etc.)

- Repair and maintenance support
for essential services vehicles

- Extensions to customers with
vehicle maintenance plans

Recommendations for Interventions

APDP Regulations

- Industry requested adjustments to
the suite of APDP regulations to
provide an extension on the
lifespan of rebates earned

Automoltive Investment Scheme

- Amendment of the employment
requirements of the AIS over the
next two years

Deferment of Taxes

- Deferment of all taxes, rates, skills
levies, UIF contributions and Pay As
You Earn (PAYE) payments for
those industries that remain under
‘lockdown’ after the 30th of April
2020
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Challenge
COVID-19 Impact on business

and resources, specifically
SMME's

Cash Flow - Rentals

COVID-19 Screening and
testing facility
Day Hospital for first response to

COVID-19 positive cases

Inability to pay wages or a

stipend during Lockdown.

Retail Motor Industry (RMI) and
affiliates not linked to level 4 as

essential services

AIDC Interventions
Action
~ Training 50 ca. persons as COVID Compliance Officers /
Advisors at TTC (Automotive Supplier Park)
Assist with achieving compliance - independently check
compliance.
~ Supplier Enterprise Development Dep. (SEDD) acting as
advisory service
~ASP Rental deferments of several types depending on
tenant and circumstances. (Affected companies ASP 14,
SMME's incubation 14 ).
~ SEDD advice to SMME's
~ Assist case by case incubatees, SMME's with this
challenge by supporting applications to various funds and
other institutions.
~ Proposal to convert space in AIDC park to a screening
and testing facility for all Automotive staff. (OEM's and
Suppliers) (Funding dependent)

~ Plan space for day hospital

~ Application to UIF for Temporary Employee Relief (TER)
support.

Incubatee companies supported = 14

HUB SMME's supported = 6

Tracking actual payments received and follow-up.

~ Reactivation of a One Stop Shop where SME’s can seek
advice/support.

Use of the GGDA Covid-19 Support link.

~ Checked all possible funds for SMME support and assist
incubatees to apply. (Compiling an AIDC bookleft,
“COVID-19 Funding Support for Dummies”- due 30 May
2020)

~ Supported RMI in draffing input to the Ministry of the dti
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Conclusion

In light of the current pandemic and the aftermath thereof, one can safely state that
most industries have been presented with unprecedented challenges and in this
sense, the automotive industry’s challenges are not unusual. However, the complexity
of the automotive network and the intricacies of the supply chain have placed
unique pressures on the OEMs and suppliers within the industry.

There are three main challenges facing manufacturers and their suppliers in the
industry:

- Order forecasts — the uncertainty in supply and demand is complicating the task
of making precise order forecasts;

- Handling changes to demand —rapidly changing consumer behaviour in response
to being in ‘lockdown’, such as less mobility and more online shopping, might
remain after the crisis; and

- Dealing with the complexity of the automotive supply chain — manufacturers need
to focus on making forecasts taking into account two key metrics: capacity and
mix.

The pandemic has hit the country months before the implementation of a
government led programme to boost the participation and growth of black-owned
companies in the industry. The South African Automotive Masterplan 2035was to be
launched in January 2021, incorporating an efficient automotive production and
development programme. The programme was developed with the objective of
supporting the industry through doubling production and employment volumes by
2035, and increasing local content in SA-made vehicles by at least 50%. The Ré billion
Transformation Fund, which was an important part of the implementation of the SAAM
2035, has been stalled, and the pandemic will have a definite impact on the roll-out
of the programme in its entirety.

While we are positive that stability will return and that demand wiill increase, the truth
is that in these uncertain times no one can predict with certainty what the future holds.
It is entirely possible that the world’s economy could face further shocks. Geopolitical
tensions, record-low oil prices and slowing emerging market growth are all
conftributing to an uncertain future.

Amidst the crisis and the uncertain times that lie ahead, the AIDC remains fully
committed to the vision of Re-Gearing the Automotive Sector “To be the leading
implementation agency delivering creative, efficient, best practice and value based
solutions in support of government programmes related to the automotive and allied
sectors.”

The AIDC will continue to support the industry through providing globally competitive
standards of excellence through a world-class value proposition which enables
effective and sustainable socio-economic growth, facilitating government and
industry strategic initiatives and implementing related projects.
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Refocus, Renew and Respond

For further information, contact:
Lance Schuliz
Chief Executive Officer: AIDC
T: +27 12 564 5250 — M: +27 83 651 4046 — E: Ischultz@aidc.co.za

W: www.qidc.co.za
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