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Credit Market Uncertainty:
Strategies for Growing Businesses

Businesses often use the financial leverage found in credit as
the primary source of capital to fund their growth. The state
of the credit markets most often move in tandem with the
general economy, so when the economy softens, as it
appears to be currently, the availability of credit typically
tightens. Thus, companies need to be continually aware of
the dynamics of the credit markets to manage risks that arise
from the uncertainty of credit availability during downturns in
the credit cycle.

Current Credit Cycle Dynamics

The last trough in the credit cycle occurred during the 1st
quarter of 2002 when defaults of bonds and loans

peaked. Since then, default rates have declined to what
many currently characterize as unsustainable lows. Along
the way, several dynamics have affected the character of the
credit markets and will certainly influence the next downturn
in the credit cycle:

Increased Financial Leverage:
Since 2002, financial leverage has increased
dramatically. The flood of liquidity created by a period of
very accommodative monetary policy sought the yield
available from income producing assets, namely loans
and bonds. With so much excess debt capital available
buyers, particularly the LBO funds which are also flush
with capital, have been able to use increasing amounts of
financial leverage. This has spilled over to the non-LBO
market as well.
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Different Sources of Capital:
The overall sources of capital for loans have changed
dramatically. Today, institutional investors provide $2 for
every $1 provided by more traditional lenders, including
banks. In 2002, that ratio was decidedly different as
traditional lenders provided approximately $4 for every $1
provided by institutional investors. Many institutional
investors (i.e. prime funds, CLOs, hedge funds, etc.) have
never managed portfolios of loans through a credit cycle
trough and so the jury is out as to how they will act when
credit tightens. These institutional sources require
liquidity in the debt paper, and as a result the trading of
loans has expanded rapidly.

Increased Financial Innovation:
This flood of liquidity in the unregulated institutional sector
has spawned new debt capital products allowing
investors to capitalize on gaps that appeared on the
traditional credit risk continuum. The "second lien loan,"
whereby investors seek to exploit the "unmargined”
collateral or enterprise value of an issuer, is one of the
prime examples of this type of innovation. Whereas in
2002 there was less than $1 billion in total outstandings
of this type of paper, 2006 will likely see issuance top
some $24 billion. Again, because many investors in this
type of paper have never managed portfolios through a
downturn in the credit cycle, there is great concern about
how they will act, what their agenda's will be in a
distressed situation, and how will they ultimately affect the
restructuring process.
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10/12/2006

10/10/2006
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9/22/2006
9/22/2006
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9/21/2006
9/19/2006
9/18/2006

9/15/2006

9/14/2006

RECENTLY ANNOUNCED AUTOMOTIVE AFTERMARKET TRANSACTIONS

Acquirer/Investor(s)

Olympic Brake Supply

Sun Capital Partners Inc.

Eurotech SpA

management buyout
Sensata Technologies
Star Envirotech
Uni-Select

BBB Industries
Snap-On

Johnson Controls
Martinrea International
Armor Holdings

Oshkosh Truck Corp.

Noble International Ltd.
Baxter Auto Parts
Dewitt Publishing

Hella KGaA Hueck & Co.
Transpar Industries

Allomak Limited

American Racing
Equipment, Inc.

Greif Inc.
AADCO Automotive
Media Propulsion

Weatherly Group LLC

SPI Petroleum

Hospitality Properties Trust
Regitar-USA

Pendergast Partners

Allied Exhaust Systems’ undercar

operations
Big 10 Tire Stores Inc.

Kairos Autonomi
Spectra Premium Industries
Honeywell's First Technology

Automotive Products business
K-Line Industries' EVAP leak

detection division
Tier Parts
Genco Auto Electrical

Proquest Business Solutions

Fiamm's automotive battery
business

ThyssenKrupp Budd's Automotive

Body & Chassis Operations

SCHROTH Safety Products GmbH

JLG Industries, Inc.

Pullman Industries, Inc.
Nor-Cal Distributors
OAS Inc’s Collision News

Tolerance A/S

ADP Transmission Parts

Autolac Newcastle Pty Ltd.

Weld Wheel Industries, Inc.

Delta Petroleum Co.
Dominion Auto Recycling Inc.
Advantage Data Center

Defiance Metal Products Co.
Canyon State Oil Co.

Travel Centers of America
Ludwig Industries

Arrington Manufacturing

Target Description

Specialty exhaust warehouse distributor
Independent tire retailer with more than 100
locations in AL, FL, and GA

Manufactures remotely piloted and autonomous
vehicles

Fuel tanks and related components for the auto-
mobile and light-truck aftermarkets

Manufacturer of automotive sensors, control de-
vices and crash switch devices.

Ultrasonic leak detection technology

Automotive replacement parts, equipment, tools
and accessories distributor

Remanufacturer of starters and alternators
Developer of electronic parts catalogs

Manufacturer of batteries and other automotive
components

13 North American body and chassis factories

Supplier of gunner restraints for military HMMWV
vehicles

Manufacturer of aerial work platforms
Manufacturer of beams, sills, bumpers and door
components

Independent auto parts distributor in Northern
California

Magazine covering the collision repair industry in
FL, GA, TN, and AL

Developer of software for internet based diagnosis

and repair services
Supplies automatic transmission parts and
standard clutches for cars and light trucks

Australian distributor of automotive paints

Manufacturer of alloy wheels

Independent blender of petroleum based
lubricants

Provider of recycled auto parts and rebuilder
vehicles

Data repository for performance distributors

Supplier of engineered components and
assemblies to the commercial vehicle market
Supplier of chemicals

Largest owner of U.S. highway travel centers

Manufacturer of automotive regulators

Manufacturer of engines for NASCAR teams

Fv/
Rev.

Firm
Value

$mil.)

$1.3 —
79.0 =
90.0 —
527.0 —
240.0 250.0
1.0X
275.0 1,250.0
0.2X
28.6 -

3,000.0 2,300.0

1.4X
120.0 —
25.0 —
1,900.0 826.1
2.30X

Fv/
EBITDA
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New Distressed Debt Funds:
With the downturn in the credit cycle on the horizon, large
distressed debt funds continue to be raised by an array of
market participants. Some of these distressed debt funds
have interests in other parts of the debt capital markets
as well as the equity markets. They are betting that when
the credit cycle tightens, opportunities will arise to buy
assets (debt instruments and/or equity securities) at
“distressed" prices.

Preparing For Credit Market Changes

A business that seeks growth has to come to terms with the
reality that access to credit capital could change significantly
should the economy experience a downturn. To prepare,
here are some suggested actions to be considered:

Engage your capital providers in an open and honest
dialogue. Discuss company strategies and plans and
disclose the problems as well as the successes with
equal weight. Above all, find out how they would react if
the business plans and strategies don't play out exactly
as hoped.

Maintain relationships with firms who are not currently
capital providers, but who you've screened and believe
have the potential to play some future capital-providing
role. Identifying who your alternative "go-to" firms might
be allows you to leverage them for market intelligence
and alternative perspectives — and you just might need
them for capital as well.

Seek to maximize flexibility in your credit agreements
now rather than waiting until you have no

choice. Prepare for the tightening phase of the credit
cycle by ensuring the business can maneuver its way
through execution of its strategies with some "wiggle"
room in case they are not executed as planned.
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Don't get caught in the trap of complacency
believing that most capital-providers are inter-
changeable. There are very real costs associated
with relationship change, especially when that
change occurs during the time of need. Volatility
usually increases during times of uncertainty and
this can accelerate the timing of when credit needs
have to be addressed.

As we likely enter a less attractive phase of the credit
cycle, because of the new dynamics of the overall credit
markets, the importance of the relationship between a
growth-oriented business and its credit providers may
have never been as great. Building the right
relationships takes time and resources; and there is no
time like the present to start or expand those efforts.

By James D. Cockey, Senior Vice President, Marketing
Manager and Phil Worden, Senior Vice President,

About Capstone

Capstone Financial Group is an investment banking firm which assists owners of middle market companies with their financial
needs - including mergers and acquisitions, recapitalizations, private placements, divestitures, and other financial advisory
services. Capstone is backed by a highly experienced and knowledgeable team of financial professionals with firsthand
knowledge of starting, operating, growing, and selling middle market companies. Visit us online at www.capfg.com.
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Manufacturers

Tenneco Automotive Inc. $23.58 $1,077.4 $1,403.0 $116.0 $2,437.9 9/30/06 $4,540.0 $381.0 $48.1

Aftermarket Technology Corp. 19.42 429.3 38.5 6.8 473.9 9/30/06 507.8 63.1 29.2

Directed Electronics, Inc. 14.46 358.2 306.0 16.3 647.8 9/30/06 363.0 31.0 2.9

Standard Motor Products, Inc. 13.78 255.6 256.2 15.0 497.2 9/30/06 815.1 46.7 5.9

Dorman Products, Inc. 10.23 181.1 31.0 5.0 214.8 9/30/06 292.4 355 15.0

Milemarker Interrnational Inc. 2.05 20.4 5.4 0.2 25.7 9/30/06 21.9 3.1 1.4
Wholesalers & Distributors

Genuine Parts Company $46.89 $7,990.2 $500.0 $214.4 $8,410.9 9/30/06  $10,324.7 $823.3 $464.9

LKQ Corporation 22.92 1,221.6 109.2 6.4 1,430.7 9/30/06 728.8 83.3 42.5

Keystone Automotive Industries, Inc. 3591 586.2 0.2 6.0 586.9 9/30/06 672.8 49.9 24.2

The Coast Distribution System, Inc. 7.95 354 213 0.8 57.1 9/30/06 181.9 8.9 3.8
Retailers

Autozone, Inc. $113.61 $8,100.8 $1,861.9 $74.8 $10,027.8 8/27/06 $5,948.4 $1,149.4 $569.3

Advance Auto Parts, Inc. 35.60 3,742.1 450.9 14.0 4,226.8 10/7/06 4,564.1 543.6 233.9

O'Reilly Automotive, Inc. 31.67 3,591.2 100.9 40.8 3,728.4 9/30/06 2,239.9 342.5 190.0

The Pep Boys - Manny, Moe & Jack 13.50 732.4 526.9 553 1,205.0 7/29/06 2,236.4 71.9 (35.1)

CSK Auto Corporation 16.65 729.5 395.1 19.3 1,117.6 10/30/05 1,594.5 121.9 31.3

0 & 112% 112$/3 % 5
Manufacturers
Tenneco Automotive Inc. 0.5x 12.1x -18 11.8x 50.7x 22.4 15.0% 8.4% 1.1%
Aftermarket Technology Corp. 0.9x 9.5x 91: 9.2x 16.2x 14.7 21.3% 12.4% 5.8%
Directed Electronics, Inc. 1.8x 26.0x 5,7; 22.4x NM 124.5 30.1% 8.5% 0.8%
Standard Motor Products, Inc. 0.6x 16.4x ), I- 13.7x 84.6x 43.5 24.4% 5.7% 0.7%
Dorman Products, Inc. 0.7x 7.4x -0 7.2x 14.3x 12.0 352% 12.1% 5.1%
Milemarker Interrnational Inc. 1.2x 9.5x <78 9.2x 17.9x 14.2 42.3% 13.9% 6.5%

Wholesalers & Distributors

Genuine Parts Company 0.8x 11.2x ).’5 12.0x 18.1x 17.2 31.5% 8.0% 4.5%
LKQ Corporation 2.0x 19.8x )95 32.6x 33.7x 28.8 45.8% 11.4% 5.8%
Keystone Automotive Industries, Inc. 0.9x 14.7x ) 16.8x 24.3x 24.2 44.7% 7.4% 3.6%
The Coast Distribution System, Inc. 0.3x 7.0x -18 7.4x 15.1x 9.4 19.2% 4.9% 2.1%

Retailers
Autozone, Inc. 1.7x 9.9x <719 11.3x 17.6x 14.2 49.4% 19.3% 9.6%
Advance Auto Parts, Inc. 0.9x 10.3x 91 14.8x 18.1x 16.0 47.6% 11.9% 5.1%
O'Reilly Automotive, Inc. 1.7x 13.2x ). 33.3x 19.6x 18.9 44.2% 15.3% 8.5%
The Pep Boys - Manny, Moe & Jack 0.5x NM )-I< 101.3x NM NM 23.2% 3.2% M
CSK Auto Corporation 0.7x 13.1x 315 12.4x 35.7x 233 45.4% 7.6% 2.0%

42.0% 11.5%

45.4% 11.9%

(1) Enterprise Value equals market cap, plus debt, minus cash
(2) Free Cash Flow equals EBITDA less capital expenditure
"NM" is not meaningful

The Aftermarket Analyst is published by Capstone Financial Group. The information contained herein has been compiled from a variety of sources believed to be reliable.
We do not guarantee any information or make a representation as to its accuracy. It is intended to be general information regarding mergers, acquisitions and financing
matters. It is not intended to provide legal, accounting, or financial advice.



