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Key Statistics as of 3/19/2016  Thesis Points: 

Market Price: 

Industry:  

Market Cap: 

52-Week Range: 

Beta: 

$25.81 

Auto Parts 

$544.89M 

$19.36-$31.41 

1.02 

  The auto industry has rebounded and will continue 

to see growth 

 Low inputs cost from steel and aluminum as well as 

reduced operating cost creating value 

 Diverse consumer portfolio and growing segments 

with higher margins   

Company Description:   

Tower International Inc. is an integrated global manufacturer of engineered structural metal components and assemblies 

primarily serving automotive original equipment manufacturers or OEMs. The Company offers a product portfolio, 

supplying body-structure stampings, frame and other chasses structures, as well as complex welded assemblies.  
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Thesis 

 

Tower International is currently set up to see an increase 

in its value as its inputs of steel and aluminum have seen 

a reduction in price. This, with a growing demand for 

vehicles, will help drive value for TOWR. TOWR has 

further created value be selling off facilities that do not 

produce high enough margins. This is an attempt to 

improve margins in the future. Tower International has 

worked to have a diverse customer base to give them 

bargaining power rather than their customers. Tower 

International is considered a BUY at the price of $25.81. 

Its one-year target is $32.16 which is an upside potential 

of 24.6%. 

 

Porter’s 5 Forces 

 

The bargaining power of consumers is neutral.  The auto 

parts industry is dependent upon strong relations with 

customers. Once a relationships is built, the customers 

will continue seeking the parts that the auto parts 

company supplies. If those parts are deemed reliable, the 

customers will continue to buy more. On the contrary, 

the automobile industry is an industry of margins. If 

margins can be expanded by switching to another 

customer, the relations built may be jeopardized. 

The bargaining power of suppliers is low-neutral. Many 

suppliers to auto parts only supply to one or two 

companies. Because of this, the bargaining power is in 

favor of the auto parts company as a loss of a buyer to 

the supplier would be detrimental to their sales. 

The competitive rivalry within the industry is high. 

There is a multitude of auto part companies that 

compete to have their product in the cars of a few major 

car distributors.  

The barriers of entry to entry are high. There is a high 

capital requirement to get the machinery that is needed 

to put the parts together. There is also a learning curve 

and the best and most cost effective parts take time to 

discover. 

The threat of substitutes is neutral. Currently, auto parts 

are interchangeable as the whole car is not required to 

be made. Parts or sections of the car can be outsourced 

then put together. Depending on the car, parts can only 

be bought from the specific dealer or bought anywhere. 

Lastly, technological advances will continue to make the 

current ways of producing cars cheaper.  

 

 

Cheaper Inputs 

 

One of the vital inputs to auto parts production is steel. 

The price of steel has been down 71% over the course 

of the year. With the price of steel depreciating, auto 

parts makers will have a lower cost of goods sold, which 

will improve their margins. The reason for these lower 

steel prices is because iron ore, the material required to 

make steel, has started to depreciate once again after the 

price of iron hit its 52 week high.  

Another input of auto parts is aluminum. Aluminum, 

like steel, has also seen a depreciation of its price. It is 

trading below $0.70 a pound whereas it was above $0.85 

a pound a year ago. 

 

Rebounding Auto Industry 

 

The recession was a huge hit to the auto industry. The 

amount of cars that were sold were cut in half by the 

time the recession was over. Since then, car sales have 

continue to increase due to an improving economy. 

Today, the number of cars that were sold has surpassed 

that of nine years ago, prior to the recession. This trend 

is expanded to continue and the number of cars that will 

be sold will continue to increase. This is a positive macro 

factor for the auto parts industry as a higher demand for 

cars will translate to a higher demand for auto parts.  

 
Another area that helped to increase car sales the Federal 

Government set the federal funds rate to 0%. When the 

federal funds rate is 0%, all other interest rates are at the 

lowest without going into negative interest rates. These 
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low interest rates help encourage consumer spending. 

The Fed has raised the federal funds rate to 0.25%-

0.50%. In the last Fed meeting, the Federal Reserve 

decided not to increase the rate each quarter, opting for 

only two increases this year. Those seeking a loan will 

try to receive one before the next increase in June. This 

will help continue to drive demand for the cars 

throughout the next quarter. 

 

Improving Margins 

 

Tower International has made improving their margins 

a focus of their company. This has caused their company 

to sell facilities in Italy, China and Brazil. At the same 

time, they increased their revenues in North America by 

$240 million. This discounting of certain facilities made 

revenues drop by 5.4% in 2015 compared to 2014. The 

company’s EBITDA margin had a slight decrease by 

0.7%. The company has a 5% revenue growth for the 

next couple of years. With revenues estimates for 2016 

being close to that of 2014, the increase of margins can 

be seen with EBITDA margin reaching 10%. Then 

exceeding 10% for 2017, the highest that it has ever 

been.   

The way the company will be able to improve their 

margins is by growing the segments with the highest 

margins. The segment of complex body assemblies has 

lower margins and revenues were decreased by $200 

million from 2014 to 2015. Contrary, lower vehicle 

structures and suspensions has high margins and 

revenues was increased by $100 million during the same 

time frame. 

 

Diverse Customer Portfolio 

 

Tower International has a multitude of customers that 

buy their auto parts for their cars. The leading customer, 

Ford, only accounts for 25% of the company’s total 

revenues. Having a diverse customer portfolio will allow 

them to not be dependent on a single customer for a 

source of their income. If a customer does not want to 

pay the prices, Tower International has the bargaining 

power to increase sales to other customers. 

Cross-Sectional Analysis 

 

With a cap size in $500 million, Tower International is 

considered a small cap. Most other auto cap companies 

that are small cap have market cap sizes of at least $2 

billion. This makes Tower International a possible 

acquisition target if they consider to perform given the 

relations that they have with top car dealers.  

A company that can be considered a direct competitor 

that has similar market size is Standard Motor. Standard 

Motor has a market cap of $700 million. The revenue 

growth for the company is 4% which is lower than that 

of Tower International. Standard Motor currently has a 

higher stock price in the $30. This is because they have 

higher margins than Tower currently has. This stands 

true for the entire industry as Tower International is 

expected to have operating expenses of 90%, while the 

industry average is only 85%. If they are able to cut cost 

then they will see significant value creation. 

 

Conclusion 

 

Tower International is considered a buy due to the 

macro factors that are pressuring it. The auto industry 

has recovered leading to an increase in demand for auto 

parts. Also, the metals that the parts are made of have 

gone down again after rising which will help improve 

margins. From a firm based standpoint, TOWR is 

working to improve its margins by disposing of facilities 

that are not up to par.  
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