January 19, 2009


TO:

The Honorable 

The Honorable
Senator FULL NAME

Senator FULL NAME
of the State of NAME

of the State of NAME
delivered via email

delivered via email
senator@lastname.senate.gov

senator@lastname.senate.gov  
Fax:(202) 224-XXXX 

Fax:(202) 224-XXXX 



Re:
A Proposal from US Tool, Die and Mold Companies relating to Government Automotive Loans to Vehicle Manufacturers

Dear Senators LAST NAME and LAST NAME:  


Over the past several months we have witnessed the Original Equipment (vehicle) Manufacturers (OEMs) making their business case for the provision of billions of dollars in government loans, and the Tier 1 parts manufacturers lobbying Government to accelerate payments to the Tier 1 companies  from 45 days to 20 days for parts previously delivered, thus reducing risk to the Tier 1 supply chain. 


We – ENTER COMPANY NAME HERE of the tool, die and mold (TDM) industry, an important and fragile sector of the automotive supply chain, believe our industry has an even more gravely urgent case related to the  acceleration of payments.


We are not asking for charity, nor are we not asking for one additional dollar of bailout money put at risk.  Our proposal would: 

1. Ensure that Government loan funds that are disbursed to the OEM’s (vehicle manufacturers) to fund their tooling investment in new vehicles are paid to all TDM Companies in a commercially reasonable manner thereby eliminating the practice of having  TDM Companies provide “off balance sheet financing” in billions of dollars in OEM tooling for 5-18 months after delivery of  tools, and 

2. Ensure the funds then flow unencumbered through the cash strapped Tier 1 parts manufacturers to the TDM Companies, ensuring “trickle down” of the funds through to the supply base as intended.

Unlike our parts manufacturer clients, we are owed more than the 45 days worth of sales from the vehicle manufacturers.  Many of us are forced to carry six-months worth of sales receipts or more.  This is wholly a result of OEM driven tooling payment terms. After we deliver our tools to the Tier 1 parts manufacturer it can take 5-18 months or more for the funds to be released by the OEM to the Tier 1 parts manufacturers.  We must rely on the Tier 1 parts manufacturer to not co-mingle these funds with their daily cash needs and instead pay them directly over to the respective TDM Companies.  The fact that the most costly borrower in the supply chain and the smallest enterprise — the tool source — has to finance contracts for up to 24-months defies all cost reduction logic. But OEMs are loath to pay for an asset prior to revenue generation, as that would depress their Return on Net Assets, a critical Wall Street measurement and executive compensation metric. 


While waiting up to 24-months from contract award for payment is not the optimum situation for tool sources — going out of business by not accepting these terms was the alternative — it was a reasonable risk when the OEMs were creditworthy.  Today, some of these OEM’s are not creditworthy.

GM has already delayed many 2009 launches, has terminated a minor vehicle launch (G8 Sport Truck), as well as investigating the elimination of Saturn, Hummer and Saab from its portfolio.  Tooling that we have already been waiting six months since delivery for payment is now being “re-timed” – an OEM term for “delayed indefinitely”.  Should an OEM cancel a vehicle program, the tool sources will be in the unenviable position of not only not being able to recoup any interest carrying charges – as OEM policies do not allow for same - we would be forced to sue our Tier 1 clients to get the money owed, delivering the Tier 1 parts suppliers yet another blow. The Tier 1’s are likely not in the financial condition to pay for their contracted tools without a like payment from an OEM. 

The impact of one TDM company filing for bankruptcy protection is a costly exercise. When a tool source files for bankruptcy, significant resources and unscheduled costs to extricate the tooling and re-source the incomplete job are incurred by every Tier 1 and OEM with work on the tool source’s floor.  One can only imagine the cost to the economy if these isolated tool source bankruptcies were multiplied ten fold, catalyzed by a delay or cancellation in an OEM payment,  the bankruptcy of an OEM or the bankruptcy of yet another Tier 1 parts manufacturer.


Tooling & Equipment Capital Solutions (T&E) has delivered a Tooling Proposal that proposes the following: 

1. With Chrysler and GM teetering on the edge of bankruptcy, a portion of the next disbursement of government loan funds should be used to pay for all in progress tooling destined for GM and Chrysler vehicle launches – obligations the OEMs are presently “off balance sheet financing”; 
2. While the government loans are outstanding to the Big Three, all OEM production tooling should be fully paid — or at the very least substantially paid — when the Tier 1 buys off the tooling versus 5-18 months after the TDM delivers the tooling; 
3. Any cancelled, or significantly delayed, vehicle launch should require the OEM to immediately reimburse tooling expenditures; and
4. A Bankruptcy Remote Trust mechanism would be implemented to ensure the OEM Tooling proceeds navigate through cash strapped Tier 1’s to the tool source, so as to avoid the funds from being diverted from the rightful destination.

T&E has launched a similar proposal in Canada with the Ontario and Federal governments that would allow for similar protections for Canadian and US TDM manufacturers.  T&E has even drafted sample language to be inserted in the Loan Agreements to implement the proposal. This proposal has been favourably received and is supported by the entire Canadian tooling industry and the Canadian parts industry.  The proposal also systemically reduces the OEM acquisition costs of tooling and reduces supply chain risk without one dollar of additional costs.

Under the T&E Proposal, $1 dollar loaned by the government to the OEM has a three times leveraging impact: 

1. It provides the OEM with liquidity for their investments, 

2. Immediately improves the TDM manufacturers financial position, as receiving sales proceeds more quickly directly reduces debt and improves liquidity; and

3. TDM manufacturers will be able to bring current their trade payables, ensuring continuing liquidity throughout the entire supply chain. 

 
The OEMs have received billions of dollars in government loans.   We would estimate that tooling owed to parts and tooling companies is under 15% of their overall figure.  With the funds directed the way we propose, thousands of small and medium sized companies in Michigan, Ohio, Indiana, Illinois, Wisconsin, Kentucky, Alabama and beyond would directly benefit. 

If tooling for any OEM vehicle program currently under development is not paid for, or is substantially delayed by a bankruptcy filing of an OEM, the TDM industry will be delivered a crippling blow.  Our proposal significantly mitigates the impact of an event of this nature and does not require any additional liquidity from our banks for it to be successful.

Just because we are small in comparison to the OEMs and the Tier 1 parts suppliers, does not mean we should be overlooked.  We encourage the government to put the TDM sector on the agenda. The proposal offered by T&E is an excellent starting point for dialogue.

Please feel free to contact Craig Wiggins of T&E Capital at 519-979-7477 or any of us at the coordinates below.


Best regards,  

Your Name

Your Title

Your Company


Your Phone Number


Your E-mail address
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