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PART I
FINANCIAL INFORMATION

Item 1. Financial Statements

Superior Industries International, Inc.
Condensed Consolidated Statements of Operations
(Dollars in thousands, except per share data)
(Unaudited)

Thirteen Weeks
Ended

Twenty-six Weeks
Ended

June 25,
2017

June 26,
2016

June 25,
2017

June 26,
2016

NET SALES $240,628 $182,709 $414,848 $368,774
Cost of sales:
Cost of sales 220,601 153,012 375,409 311,332
Restructuring costs (Note 4) (78 ) 157 130 187

220,523 153,169 375,539 311,519
GROSS PROFIT 20,105 29,540 39,309 57,255
Selling, general and administrative expenses 22,103 10,000 37,363 18,993
INCOME (LOSS) FROM OPERATIONS (1,998 ) 19,540 1,946 38,262
Interest (expense) income, net (14,729 ) 79 (15,025 ) 111
Other income (expense), net 7,486 (372 ) 7,138 (105 )
CONSOLIDATED (LOSS) INCOME BEFORE INCOME TAXES (9,241 ) 19,247 (5,941 ) 38,268
Income tax benefit (provision) 1,722 (6,082 ) 1,524 (10,640 )
CONSOLIDATED NET (LOSS) INCOME (7,519 ) 13,165 (4,417 ) 27,628
Less: Net loss attributable to non-controlling interest 247 — 247 —
NET (LOSS) INCOME ATTRIBUTABLE TO SUPERIOR $(7,272 ) $13,165 $(4,170 ) $27,628
(LOSS) EARNINGS PER SHARE ATTRIBUTABLE TO
SUPERIOR- BASIC $(0.41 ) $0.52 $(0.28 ) $1.08

(LOSS) EARNINGS PER SHARE ATTRIBUTABLE TO
SUPERIOR- DILUTED $(0.41 ) $0.52 $(0.28 ) $1.08

DIVIDENDS DECLARED PER SHARE $0.09 $0.18 $0.27 $0.36

The accompanying unaudited notes are an integral part of these condensed consolidated financial statements.
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Superior Industries International, Inc.
Condensed Consolidated Statements of Comprehensive Income
(Dollars in thousands)
(Unaudited)

Thirteen Weeks
Ended

Twenty-six Weeks
Ended

June 25,
2017

June 26,
2016

June 25,
2017

June 26,
2016

Net (loss) income attributable to Superior $(7,272 ) $13,165 $(4,170 ) $27,628
Other comprehensive income (loss), net of tax:
Foreign currency translation gain (loss), net of tax 14,295 (6,821 ) 23,345 (8,666 )
Change in unrecognized gains (losses) on derivative instruments:
  Change in fair value of derivatives 10,568 (6,734 ) 27,962 (5,416 )
Tax provision — — (335 ) (266 )
Change in unrecognized gains (losses) on derivative instruments, net of tax 10,568 (6,734 ) 27,627 (5,682 )
Defined benefit pension plan:
Actuarial gains on pension obligation, net of curtailments and amortization 93 84 185 168
Tax provision (25 ) (30 ) (49 ) (62 )
Pension changes, net of tax 68 54 136 106
Other comprehensive income (loss), net of tax 24,931 (13,501 ) 51,108 (14,242 )
Comprehensive income (loss) attributable to Superior $17,659 $(336 ) $46,938 $13,386

The accompanying unaudited notes are an integral part of these condensed consolidated financial statements.
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Superior Industries International, Inc.
Condensed Consolidated Balance Sheets
(Dollars in thousands)
(Unaudited)

June 25,
2017

December 31,
2016

ASSETS
Current assets:
Cash and cash equivalents $58,732 $ 57,786
Short-term investments 750 750
Restricted cash 62,488 —
Accounts receivable, net 179,127 99,331
Inventories 172,623 82,837
Income taxes receivable 6,353 3,682
Other current assets 28,551 9,695
Total current assets 508,624 254,081
Property, plant and equipment, net 501,607 227,403
Investment in unconsolidated affiliate 2,000 2,000
Goodwill 310,728 —
Intangibles, net 212,961 —
Non-current deferred income tax assets, net 53,397 28,838
Other non-current assets 37,013 30,434
Total assets $1,626,330 $ 542,756

LIABILITIES, MEZZANINE EQUITY AND SHAREHOLDERS' EQUITY
Current liabilities:
Accounts payable $96,809 $ 37,856
Accrued expenses 64,470 46,315
Current portion of long-term debt 18,800 —
Income taxes payable 1,504 1,793
Total current liabilities 181,583 85,964
Long-term debt (less current portion) 721,056 —
Non-current income tax liabilities 5,816 5,301
Non-current deferred income tax liabilities, net 33,225 3,628
Other non-current liabilities 43,323 49,637
Commitments and contingencies (Note 18) — —

Mezzanine equity:
Redeemable preferred shares, $0.01 par value, 1,000,000 shares authorized, 150,000 shares
outstanding at June 25, 2017 147,492 —

Shareholders' equity:
Common stock, $0.01 par value
Authorized - 100,000,000 shares; Issued and outstanding - 24,906,000 shares
(25,143,950 shares at December 25, 2016) 88,669 89,916
Accumulated other comprehensive loss (73,817 ) (124,925 )
Retained earnings 415,086 433,235
Superior shareholders' equity 429,938 398,226
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Noncontrolling interests 63,897 —
Total shareholders' equity 493,835 398,226
Total liabilities, mezzanine and shareholders' equity $1,626,330 $ 542,756

The accompanying unaudited notes are an integral part of these condensed consolidated financial statements.
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Superior Industries International, Inc.
Condensed Consolidated Statements of Cash Flows
(Dollars in thousands)
(Unaudited)

Twenty-six Weeks
Ended
June 25,
2017

June 26,
2016

NET CASH (USED IN) PROVIDED BY OPERATING ACTIVITIES $(10,093 ) $24,522

CASH FLOWS FROM INVESTING ACTIVITIES:
Additions to property, plant and equipment (29,982 ) (17,692 )
Acquisition of Uniwheels, net of cash acquired (690,704 ) —
Proceeds from sales and maturities of investments — 200
Proceeds from sale of property, plant and equipment 2 1
NET CASH USED IN INVESTING ACTIVITIES (720,684 ) (17,491 )

CASH FLOWS FROM FINANCING ACTIVITIES:
Proceeds from issuance of long-term debt 975,571 —
Proceeds from issuance of redeemable preferred shares 150,000 —
Debt repayment (282,322 ) —
Cash dividends paid (8,985 ) (9,232 )
Cash paid for common stock repurchase (5,014 ) (13,098 )
Payments related to tax withholdings for stock-based compensation (1,457 ) —
Proceeds from exercise of stock options — 898
Excess tax benefits from exercise of stock options — —
Redeemable preferred shares issuance costs (3,737 ) —
Financing costs paid (30,460 ) —
NET CASH PROVIDED BY (USED IN) FINANCING ACTIVITIES 793,596 (21,432 )

Effect of exchange rate changes on cash 615 (160 )

Net increase (decrease) in cash and cash equivalents 63,434 (14,561 )

Cash and cash equivalents and restricted cash at the beginning of the period 57,786 52,036

Cash and cash equivalents and restricted cash at the end of the period $121,220 $37,475

The accompanying unaudited notes are an integral part of these condensed consolidated financial statements.
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Superior Industries International, Inc.
Condensed Consolidated Statement of Shareholders’ Equity
(Dollars in thousands)
(Unaudited)

Common Stock Accumulated Other
Comprehensive (Loss) Income

Number of
Shares Amount

Unrecognized
Gains
(Losses)
on
Derivative
Instruments

Pension
Obligations

Cumulative
Translation
Adjustment

Retained
Earnings

Non-controlling
Interest Total

Balance at December
31, 2016 25,143,950 $89,916 $(16,101) $ (3,636 ) $(105,188 ) $433,235 $ — $398,226

Net loss attributable
to Superior (4,170 ) (247 ) (4,417 )

Change in
unrecognized gains
(losses) on derivative
instruments, net of
tax

27,627 — — — — 27,627

Change in employee
benefit plans, net of
taxes

136 — — — 136

Net foreign currency
translation adjustment — 23,345 — — 23,345

Stock options
exercised — — — — — — —

Restricted stock
awards granted, net of
forfeitures

33,692 — — — — — —

Stock-based
compensation
expense

(55,801 ) (470 ) — — — — (470 )

Common stock
repurchased (215,841 ) (777 ) — — (4,237 ) — (5,014 )

Cash dividends
declared ($0.27 per
share)

— — — — (6,860 ) — (6,860 )

Redeemable preferred
dividend (2,882 ) (2,882 )

Non-controlling
interest 64,144 64,144

Balance at June 25,
2017 24,906,000 $88,669 $11,526 $ (3,500 ) $(81,843 ) $415,086 $ 63,897 $493,835
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Superior Industries International, Inc.
Notes to Condensed Consolidated Financial Statements
June 25, 2017 
(Unaudited)

Note 1 – Nature of Operations

Headquartered in Southfield, Michigan, the principal business of Superior Industries International, Inc. (referred to
herein as the “company” or “we,” “us” and “our”) is the design and manufacture of aluminum wheels for sale to original
equipment manufacturers ("OEMs"). We are one of the largest suppliers of cast aluminum wheels to the world’s
leading automobile and light truck manufacturers, with manufacturing operations in North America and
Europe.  Customers in North America and Europe represent the principal market for our products.

Ford Motor Company ("Ford"), General Motors Company ("GM") and Toyota Motor Company ("Toyota") were our
customers individually accounting for more than 10 percent of our consolidated sales in the first half of 2017 and
together represented approximately 69 percent of our trade sales during the first half of 2017. Additionally, Nissan
Motor Co., Ltd. ("Nissan") and Fiat Chrysler Automotive N.V. ("FCA") individually accounted for 7 percent and 5
percent, respectively of our consolidated sales during the first half of 2017 and together with Ford, GM and Toyota
represented approximately 81 percent of our trade sales during the first half of 2017. We also manufacture aluminum
wheels for BMW, Mazda, Subaru, Tesla and Volkswagen.  The loss of all or a substantial portion of our sales to Ford,
GM or Toyota would have a significant adverse impact on our operating results and financial condition. This risk is
partially mitigated by our long-term relationships with these OEM customers and our supply arrangements, which are
generally for multi-year periods. Additionally, the acquisition of Uniwheels AG ("Uniwheels") on May 30, 2017
diversifies our OEM customer base to include Audi AG ("Audi"), Mercedes-Benz, and other European customers and
also provides new aftermarket customers.

Demand for automobiles and light trucks (including SUVs and crossover vehicles) in the North American and
European markets is subject to many unpredictable factors such as changes in the general economy, gasoline prices,
consumer credit availability and interest rates.  Demand for aluminum wheels can be further affected by other factors,
including pricing and performance compared to competitive materials such as steel.  Additionally, the demand for our
products is influenced by shifts of market share between vehicle manufacturers and the specific market penetration of
individual vehicle platforms being sold by our customers.

We have had long-term relationships with our customers and our supply arrangements generally are for multi-year
periods however, maintaining such long-term arrangements on terms acceptable to us remains challenging due to
global competitive pricing pressures. The raw materials used in producing our products are readily available and are
obtained through suppliers with whom we have, in many cases, relatively long-standing trade relations.

Note 2 – Presentation of Condensed Consolidated Financial Statements

During interim periods, we follow the accounting policies set forth in our Annual Report on Form 10-K for the fiscal
year ended December 25, 2016 (the "2016 Annual Report on Form 10-K") and apply appropriate interim financial
reporting standards for a fair statement of our operating results and financial position in conformity with accounting
principles generally accepted in the United States of America, as codified by the Financial Accounting Standards
Board ("FASB") in the Accounting Standards Codification ("ASC") (referred to herein as "U.S. GAAP"), as indicated
below.  For convenience of presentation, the 2016 fiscal year is referred to as December 31, but actually reflects our
financial position and results of operations for the period described below. Users of financial information produced for
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interim periods in 2017 are encouraged to read this Quarterly Report on Form 10-Q in conjunction with our
consolidated financial statements and notes thereto filed with the Securities and Exchange Commission ("SEC") in our
2016 Annual Report on Form 10-K.

Interim financial reporting standards require us to make estimates that are based on assumptions regarding the
outcome of future events and circumstances not known at that time, including the use of estimated effective tax
rates.  Inevitably, some assumptions will not materialize, unanticipated events or circumstances may occur which vary
from those estimates and such variations may significantly affect our future results. Additionally, interim results may
not be indicative of our results for future interim periods or our annual results.

We use a 4-4-5 convention for our fiscal quarters, which are thirteen week periods generally ending on the last Sunday
of each calendar quarter.  We refer to these thirteen week fiscal periods as “quarters” throughout this report.  Uniwheels
uses a regular calendar close with months ending on the last day of the month. Therefore, during the second and third
quarters there will be a

6
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slight difference in timing of close, but the year ends will align on December 31, 2017. Thereafter, we will go to a
consolidated close with each month ending on the last day of the month. The slight difference in timing is not
considered to be significant to the consolidated financial statements. The accompanying unaudited condensed
consolidated financial statements have been prepared in accordance with the SEC’s requirements for quarterly reports
on Form 10-Q and U.S. GAAP and, in our opinion, contain all adjustments, of a normal and recurring nature, which
are necessary for a fair statement of (i) the condensed consolidated statements of operations for the thirteen and
twenty-six week period ended June 25, 2017, (ii) the condensed consolidated statements of comprehensive income for
the thirteen and twenty-six week period ended June 25, 2017, (iii) the condensed consolidated balance sheets at
June 25, 2017 and December 31, 2016, (iv) the condensed consolidated statements of cash flows for the twenty-six
week period ended June 25, 2017, and (v) the condensed consolidated statement of shareholders’ equity for the
twenty-six week period ended June 25, 2017. However, the accompanying unaudited condensed consolidated
financial statements do not include all information and notes required by U.S. GAAP. The condensed consolidated
balance sheet as of December 31, 2016, included in this report, was derived from our 2016 audited financial
statements but does not include all disclosures required by U.S. GAAP.  

New Accounting Pronouncements

In May 2014, the FASB issued Accounting Standards Update ("ASU") “Revenue from Contracts with Customers.” This
update outlines a single, comprehensive model for accounting for revenue from contracts with customers. We plan to
adopt this update on January 1, 2018. The guidance permits two methods of adoption: retrospectively to each prior
reporting period presented (full retrospective method), or retrospectively with the cumulative effect of initially
applying the guidance recognized at the date of initial application (modified retrospective method). We anticipate
adopting the standard using the modified retrospective method. There may be differences in timing of revenue
recognition under the new standard compared to recognition under ASC 605 - Revenue Recognition.

In July 2015, the FASB issued an ASU entitled “Simplifying the Measurement of Inventory.” The ASU replaces the
current lower of cost or market test with a lower of cost or net realizable value test when cost is determined on a
first-in, first-out or average cost basis. The standard is effective for public entities for annual reporting periods
beginning after December 15, 2016 and interim periods therein. It was applied prospectively in the first quarter of
2017 and the adoption of this ASU had no impact on our financial position and statement of operations.

In February of 2016, the FASB issued ASU 2016-02, Leases (Topic 842) ("ASU 2016-02"). ASU 2016-02 requires an
entity to recognize right-of-use assets and lease liabilities on its balance sheet and disclose key information about
leasing arrangements. ASU 2016-02 offers specific accounting guidance for a lessee, a lessor and sale and leaseback
transactions. Lessees and lessors are required to disclose qualitative and quantitative information about leasing
arrangements to enable a user of the financial statements to assess the amount, timing and uncertainty of cash flows
arising from leases. For public companies, ASU 2016-02 is effective for annual reporting periods beginning after
December 15, 2018, including interim periods within that reporting period, and requires a modified retrospective
adoption, with early adoption permitted. We are evaluating the impact this guidance will have on our financial
position and statement of operations.

In March 2016, the FASB issued an ASU entitled "Stock Compensation (Topic 718): Improvements to Employee
Share-Based Payment Accounting." The objective of the ASU is to simplify several aspects of the accounting for
employee share-based payment transactions, including the income tax consequences, classification of awards as either
equity or liabilities and classification on the statement of cash flows. This ASU is effective for fiscal years beginning
after December 15, 2016, including interim periods within those fiscal years. The adoption of this ASU in the first
quarter of 2017 had no significant impact on our financial position and statement of operations. Also, certain
disclosures in the statement of cash flows were modified in accordance with this ASU.
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In August 2016, the FASB issued an ASU entitled "Statement of Cash Flows (Topic 740): Classification of Certain
Cash Receipts and Cash Payments." The objective of the ASU is to address the diversity in practice in the presentation
of certain cash receipts and cash payments in the statement of cash flows. This ASU is effective for fiscal years
beginning after December 15, 2017, including interim periods within those fiscal years. Early adoption is permitted.
We are evaluating the impact this guidance will have on our statement of cash flows.

In October 2016, the FASB issued an ASU entitled "Income Taxes (Topic 230): Intra-Entity Transfers of Assets Other
than Inventory." The objective of the ASU is to improve the accounting for the income tax consequences of
intra-entity transfers of assets other than inventory. This ASU is effective for fiscal years beginning after December
15, 2017, including interim periods within those fiscal years. Early adoption is permitted. We are evaluating the
impact this guidance will have on our financial position and statement of operations.

In November 2016, the FASB issued an ASU entitled "Statement of Cash Flows (Topic 230): Restricted Cash." The
objective of the ASU is to address the diversity in practice that exists in the classification and presentation of changes
in restricted cash on the

7
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statement of cash flows. This ASU is effective for fiscal years beginning after December 15, 2017, including interim
periods within those fiscal years. Early adoption is permitted. We are evaluating the impact this guidance will have on
our statement of cash flows.

In January 2017, the FASB issued an ASU entitled "Intangibles - Goodwill and Other (Topic 350): Simplifying the
Test for Goodwill Impairment." The objective of the ASU is to simplify how an entity is required to test goodwill for
impairment by eliminating Step 2 from the goodwill impairment test. Step 2 measures a goodwill impairment loss by
comparing the implied fair value of a reporting unit’s goodwill with the carrying amount of that goodwill. This ASU is
effective for fiscal years beginning after December 15, 2019, including interim periods within those fiscal years. Early
adoption is permitted. We are evaluating the impact this guidance will have on our financial position and statement of
operations.

In January 2017, the FASB issued an ASU entitled "Business Combinations (Topic 805): Clarifying the Definition of
a Business." The objective of the ASU is to add guidance to assist entities with evaluating whether transactions should
be accounted for as acquisitions (or disposals) of assets or businesses. This ASU is effective for fiscal years beginning
after December 15, 2017, including interim periods within those fiscal years. Early adoption is permitted. We are
evaluating the impact this guidance will have on our financial position and statement of operations.

In March 2017, the FASB issued an ASU entitled "Compensation-Retirement Benefits (Topic 715): Improving the
Presentation of Net Periodic Pension Cost and Net Periodic Postretirement Benefit Cost." The objective of the ASU is
to improve the reporting of net benefit cost in the financial statements. This ASU is effective for fiscal years
beginning after December 15, 2017, including interim periods within those fiscal years. Early adoption is permitted.
We are evaluating the impact this guidance will have on our financial position and statement of operations.

Note 3 – Acquisition

On March 23, 2017, Superior announced that it had entered into various agreements to commence a tender offer to
acquire 100% of the outstanding equity interests of Uniwheels (the "Acquisition") through a newly-formed,
wholly-owned subsidiary (the “Acquisition Sub”). The Acquisition was effected through a multi-step process as more
fully described below.

In the first step of the Acquisition, on March 23, 2017, Superior obtained a commitment from the owner of
approximately 61 percent of the outstanding stock of Uniwheels, Uniwheels Holding (Malta) Ltd. (the “Significant
Holder”), evidenced by an irrevocable undertaking agreement (the “Undertaking Agreement”) to tender such stock in the
second step of the Acquisition. In connection with the Undertaking Agreement, on March 23, 2017: (i) Superior
entered into a business combination agreement with Uniwheels pursuant to which, subject to the provisions of the
German Stock Corporation Act, Uniwheels and its subsidiaries undertook to, among other things, cooperate with the
financing of the Acquisition; and (ii) Superior and the Significant Holder entered into a guarantee and indemnification
agreement pursuant to which Superior will hold the Significant Holder harmless for claims that may arise relating to
its involvement with Uniwheels. As Uniwheels is a company listed on the Warsaw Stock Exchange, the Acquisition
was required to be carried out in accordance with the Polish Act of 29 July 2005 on Public Offerings and the
Conditions for Introducing Financial Instruments to Organized Trading and Public Companies (the “Public Offering
Act”).

Following the publication of a formal tender offer document by Superior, as required by the Public Offering Act,
Superior commenced the acceptance period for the tender offer (the “Tender Offer”) on April 12, 2017, pursuant to
which, Superior offered to purchase all (but not less than 75 percent of) the outstanding stock of Uniwheels and, upon
the consummation of the Tender Offer, agreed to purchase the stock of the Significant Holder along with all other
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stock of Uniwheels tendered pursuant to the Tender Offer. On May 30, 2017, Superior acquired 92.3 percent of the
outstanding stock of Uniwheels for approximately $703.0 million (based on an exchange rate of 1.00 Dollar = 3.74193
Polish Zloty). We refer to this acquisition as the “First Step Acquisition.”

Under the terms of the Tender Offer:

• the Significant Holder received cash consideration of Polish Zloty 226.5 per share; and

• Uniwheels’ other shareholders received cash consideration of Polish Zloty 247.87 per share, equivalent to the volume
weighted-average-price of Uniwheels’ shares for the three months prior to commencement of the Tender Offer, plus
5.0 percent.

On June 30, 2017, the company announced that it had commenced the delisting and associated tender process for the
remaining outstanding shares of Uniwheels. As of July 31, 2017, 109,959 additional shares were tendered. Following
or simultaneously with the approval of the delisting by the Polish regulator, Superior anticipates (i) consummating an
upstream merger of Uniwheels into Acquisition Sub pursuant to which fair cash compensation will be paid to
Uniwheels’ minority stockholders and (ii) entering

8
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into a Domination and Profit Loss Transfer Agreement (“DPLTA”). Superior anticipates that the process of acquiring
the remaining 7.7 percent of Uniwheels’ outstanding shares will take approximately eight to ten months. We refer to
this acquisition as the “Second Step Acquisition.” The aggregate equity purchase price of the Acquisition (assuming the
remaining 7.7 percent of Uniwheels’ stock is acquired for cash consideration of Polish Zloty 247.87 per share (the
price paid to Uniwheels’ shareholders in the Tender Offer) and an exchange rate of 1.00 Dollar = 3.74193 Polish Zloty)
will be approximately $778.0 million. We entered into foreign currency hedges prior to the closing of the First Step
Acquisition intended to reduce currency risk associated with the settlement of the Tender Offer (the “Hedging
Transactions”). The net benefit of such Hedging Transactions to Superior reduced the total anticipated purchase price
of the Acquisition to $766.2 million.

The company’s condensed consolidated financial statements for the thirteen and twenty-six week periods ended
June 25, 2017 and June 26, 2016 include Uniwheels results of operations from May 30, 2017 through June 30, 2017
(please see Note 7, "Business Segments" for the geographic segment results included within the condensed
consolidated financial statements for the thirteen and twenty-six week periods ended June 25, 2017 and June 26, 2016,
which include Uniwheels results of operations from May 30, 2017 through June 30, 2017). The company’s condensed
consolidated financial statements reflect the purchase accounting adjustments in accordance with ASC 805 “Business
Combinations”, whereby the purchase price was allocated to the assets acquired and liabilities assumed based upon
their estimated fair values on the acquisition date.

During the second quarter of 2017, the company determined a preliminary valuation of the identifiable assets acquired
and the liabilities assumed. The following is the allocation of the purchase price:

(Dollars in thousands)
Estimated purchase price
   Cash consideration $703,000

Non-controlling interest 63,200

Preliminary purchase price allocation
   Cash and cash equivalents 12,296
   Accounts receivable 60,580
   Inventories 82,402
   Prepaid expenses and other current assets 11,479
      Total current assets 166,757
   Property and equipment 250,000
   Intangible assets (1) 212,000
   Goodwill 306,154
   Other assets 20,937
      Total assets acquired 955,848
   Accounts payable 61,883
   Other current liabilities 40,361
      Total current liabilities 102,244
   Other long-term liabilities 87,404
      Total liabilities assumed 189,648
   Net assets acquired $766,200

(1)  Intangible assets are recorded at estimated fair value, as determined by management based on available
information which includes a preliminary valuation prepared by an independent third party. The fair values assigned
to identifiable intangible assets were determined through the use of the income approach, specifically the relief from
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royalty and multi-period excess earnings methods. The major assumptions used in arriving at the estimated
identifiable intangible asset values included management’s estimates of future cash flows, discounted at an appropriate
rate of return which are based on the weighted average cost of capital for both the company and other market
participants. The useful lives for intangible assets were determined based upon the remaining useful economic lives of
the intangible assets that are expected to
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contribute directly or indirectly to future cash flows. The estimated fair value of intangible assets and related useful
lives as included in the preliminary purchase price allocation include:

Estimated
Fair
Value

Estimated Useful Life (in Years)

(Dollars in thousands)
Brand name $9,000 5-6
Technology 16,000 4-6
Customer relationships 167,000 6-11
Trade names 20,000 Indefinite

$212,000

The above goodwill represents future economic benefits expected to be recognized from the company’s expansion into
the European wheel market, as well as expected future synergies and operating efficiencies from combining operations
with Uniwheels. Goodwill resulting from the Acquisition of $306.2 million has been allocated to the European
segment.

The unaudited combined pro forma information is for informational purposes only. The pro forma information is not
necessarily indicative of what the combined company’s results actually would have been had the Acquisition been
completed as of the beginning of the periods as indicated. In addition, the unaudited pro forma information does not
purport to project the future results of the combined company.

Thirteen Weeks
Ended

Twenty-six Weeks
Ended

June 25,
2017

June 26,
2016

June 25,
2017

June 26,
2016

Proforma Proforma Proforma Proforma
(Dollars in thousands)
Net sales as reported $240,628 $182,709 $414,848 $368,774
Uniwheels sales, prior to the Acquisition 103,751 128,655 243,744 248,946
Proforma combined sales $344,379 $311,364 $658,592 $617,720

Net (loss) income as reported $(7,519 ) $13,165 $(4,417 ) $27,628
Uniwheels net income before income taxes, prior to the Acquisition 8,465 16,445 25,394 28,197
Incremental interest expense on the debt (7,081 ) (10,622 ) (17,776 ) (21,332 )
Incremental amortization on the identifiable intangible assets (4,388 ) (6,582 ) (10,970 ) (13,164 )
Transaction expenses incurred by both the company and Uniwheels 12,722 — 19,684 —
Income tax expense related to the proforma adjustments 875 1,675 33 4,411
Proforma net income $3,074 $14,081 $11,948 $25,740

Restricted Cash

Restricted cash disclosed on the condensed consolidated balance sheet relates to funds held for the purpose of
acquiring the remaining 7.7% of Uniwheels’ outstanding shares, which will take approximately eight to ten months,
and to pay down assumed debt related to our European operations.

10
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Note 4 – Restructuring

During 2014, we completed a review of initiatives to reduce costs and enhance our competitive position. Based on this
review, we committed to a plan to close operations at our Rogers, Arkansas facility, which was completed during the
fourth quarter of 2014. The action was undertaken in order to reduce costs and enhance our global competitive
position. During the fourth quarter of 2016, we sold the Rogers facility for total proceeds of $4.3 million, resulting in
a $1.4 million gain on sale, which is recorded as a reduction to selling, general and administrative expense in the
consolidated income statements.

The total cost incurred as a result of the Rogers facility closure was $16.0 million, of which $0.1 million and $0.2
million was recognized as of June 25, 2017 and June 26, 2016, respectively. The following table summarizes the
Rogers, Arkansas plant closure costs and classification in the consolidated income statement for the period ended
June 25, 2017:

(Dollars in thousands)

Costs
Incurred
Through
December
31, 2016

Costs
Incurred
During the
Twenty-six
Week
Period
Ended
June 25,
2017

Total
Costs Classification

Accelerated and other depreciation of assets idled $ 7,254 $ 13 $7,267 Cost of sales,
Restructuring costs

Severance costs 2,011 — 2,011 Cost of sales,
Restructuring costs

Equipment removal and impairment, inventory
written-down, lease termination and other costs 6,634 117 6,751 Cost of sales,

Restructuring costs
15,899 130 16,029

Gain on sale of the facility (1,436 ) — (1,436 )
Total $ 14,463 $ 130 $14,593

Note 5 – Fair Value Measurements

The company applies fair value accounting for all financial assets and liabilities and non-financial assets and liabilities
that are recognized or disclosed at fair value in the financial statements on a recurring basis, while other assets and
liabilities are measured at fair value on a nonrecurring basis, such as when we have an asset impairment. Fair value is
estimated by applying the following hierarchy, which prioritizes the inputs used to measure fair value into three levels
and bases the categorization within the hierarchy upon the lowest level of input that is available and significant to the
fair value measurement:

Level 1 – Quoted prices in active markets for identical assets or liabilities.
Level 2 – Observable inputs other than quoted prices in active markets for identical assets and liabilities, quoted prices
for identical or similar assets or liabilities in inactive markets, or other inputs that are observable or can be
corroborated by observable market data for substantially the full term of the assets or liabilities.
Level 3 – Inputs that are generally unobservable and typically reflect management’s estimate of assumptions that market
participants would use in pricing the asset or liability.
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The carrying amounts for cash and cash equivalents, investments in certificates of deposit, accounts receivable,
accounts payable and accrued expenses approximate their fair values due to the short period of time until maturity.

Cash and Cash Equivalents

Included in cash and cash equivalents are highly liquid investments that are readily convertible to known amounts of
cash, and which are subject to an insignificant risk of change in value due to interest rate, quoted price or penalty on
withdrawal. A debt security is classified as a cash equivalent if it meets these criteria and if it has a remaining time to
maturity of three months or less from the date of acquisition. Amounts on deposit and available upon demand, or
negotiated to provide for daily liquidity without penalty, are classified as cash and cash equivalents. Time deposits,
certificates of deposit and money market accounts that meet the above criteria are reported at par value on our balance
sheet and are excluded from the table below.
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Derivative Financial Instruments

Our derivatives are over-the-counter customized derivative transactions and are not exchange traded. We estimate the
fair value of these instruments using industry-standard valuation models such as a discounted cash flow. These models
project future cash flows and discount the future amounts to a present value using market-based expectations for
interest rates, foreign exchange rates, commodity prices and the contractual terms of the derivative instruments. The
discount rate used is the relevant interbank deposit rate (e.g., LIBOR) plus an adjustment for non-performance risk. In
certain cases, market data may not be available, and we may use broker quotes and models (e.g., Black-Scholes) to
determine fair value. This includes situations where there is lack of liquidity for a particular currency or commodity or
when the instrument is longer dated.

Cash Surrender Value

The cash surrender value of the life insurance policies is the sum of money the insurance company will pay to the
company in the event the policy is voluntarily terminated before its maturity or the insured event occurs. Over the
term of the life insurance contracts, the cash surrender value changes as a result of premium payments and investment
income offset by investment losses, charges and miscellaneous fees. The amount of the asset recorded for the
investment in the life insurance contracts is equal to the cash surrender value which is the amount that will be realized
under the contract as of the balance sheet date if the insured event occurs.

The following table categorizes items measured at fair value at June 25, 2017:

Fair Value Measurement at
Reporting Date Using
Quoted
Prices
Significant
Other Significant

in
Active
Markets
Observable Unobservable

for
Identical
Assets
Inputs Inputs

June 25, 2017 Total (Level
1) (Level 2) (Level 3)

(Dollars in thousands)
Assets
Certificates of deposit $750 $—$ 750 $ —
Cash surrender value 7,666 —7,666 —
Derivative contracts 10,259 —10,259 —
Total $18,675 $—$ 18,675 $ —

Liabilities
Derivative contracts $6,629 $—$ 6,629 $ —
Total $6,629 $—$ 6,629 $ —
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The following table categorizes items measured at fair value at December 31, 2016:

Fair Value Measurement at
Reporting Date Using
Quoted
Prices
Significant
Other Significant

in
Active
Markets
Observable Unobservable

for
Identical
Assets
Inputs Inputs

December 31, 2016 Total (Level
1) (Level 2) (Level 3)

(Dollars in thousands)
Assets
Certificates of deposit $750 $—$ 750 $ —
Cash surrender value 7,480 —7,480 —
Derivative contracts 13 —13 —
Total $8,243 $—$ 8,243 $ —

Liabilities
Derivative contracts $24,773 $—$ 24,773 $ —
Total $24,773 $—$ 24,773 $ —

Note 6 – Financial Instruments

Debt Instruments

The carrying values of the company’s debt instruments vary from their fair values. The fair values were determined by
reference to transacted prices of these securities (Level 2 input based on the GAAP fair value hierarchy). The
estimated fair value, as well as the carrying value, of the company's debt instruments are shown below (in thousands):

June 25,
2017

(Dollars in thousands)
Estimated aggregate fair value $762,020
Aggregate carrying value (1) 764,931

(1) Long-term debt excluding the impact of unamortized debt issuance costs.

Derivative Instruments and Hedging Activities

We use derivatives to partially offset our business exposure to foreign currency risk. We may enter into forward
contracts, option contracts, swaps, collars or other derivative instruments to offset some of the risk on expected future
cash flows and on certain existing assets and liabilities. However, we may choose not to hedge certain exposures for a
variety of reasons including, but not limited to, accounting considerations and the prohibitive economic cost of
hedging particular exposures. There can be no assurance the hedges will offset more than a portion of the financial
impact resulting from movements in foreign currency exchange rates.
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To help protect gross margins from fluctuations in foreign currency exchange rates, certain of our subsidiaries whose
functional currency is the U.S. dollar hedge a portion of forecasted foreign currency costs. Generally, we may hedge
portions of our forecasted foreign currency exposure associated with costs, typically for up to 42 months.

We record all derivatives in the condensed consolidated balance sheets at fair value. Our accounting treatment for
these instruments is based on the hedge designation. The effective portions of cash flow hedges are recorded in
Accumulated Other Comprehensive Income ("AOCI") until the hedged item is recognized in earnings. The ineffective
portions of cash flow hedges are recorded in cost of sales. Derivatives that are not designated as hedging instruments
are adjusted to fair value through earnings in the financial statement line item to which the derivative relates. All
derivatives were designated as hedging instruments at December 31, 2016. At June 25, 2017, the company held
derivatives that were designated as hedging instruments as well as derivatives that did not qualify for designation as
hedging instruments as discussed below.
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Deferred gains and losses associated with cash flow hedges of foreign currency costs are recognized as a component
of cost of sales in the same period as the related cost is recognized. Our foreign currency transactions hedged with
cash flow hedges as of June 25, 2017, are expected to occur within 1 month to 42 months.

Derivative instruments designated as cash flow hedges must be de-designated as hedges when it is probable the
forecasted hedged transaction will not occur in the initially identified time period or within a subsequent two-month
time period. Deferred gains and losses in AOCI associated with such derivative instruments are reclassified
immediately into other expense. Any subsequent changes in fair value of such derivative instruments are reflected in
other expense unless they are re-designated as hedges of other transactions.

Currency option derivative contracts not designated as hedging instruments consist principally of option contracts to
purchase Polish Zloty and the Euro related to the acquisition of Uniwheels. See Note 3, "Acquisition."

We had $1.5 million and $0.1 million in losses recognized in other expense for foreign currency forward, interest rate
swap and aluminum contracts not designated as hedging instruments during the twenty-six week periods ended
June 25, 2017 and June 26, 2016, respectively.

The following tables display the fair value of derivatives by balance sheet line item at June 25, 2017 and
December 31, 2016:

June 25, 2017
Other
Current
Assets

Other
Non-current
Assets

Accrued
Liabilities

Other
Non-current
Liabilities

(Dollars in thousands)
Foreign exchange forward contracts and collars designated as hedging
instruments $4,596 $ 5,125 $ 3,032 $ 1,938

Aluminum forward contracts not designated as hedges 79 — 816 —

Interest rate swap contracts not designated as hedges — — — 385

Cross currency swap not designated as hedging instrument 459 — — 459
Total derivative financial instruments $5,134 $ 5,125 $ 3,848 $ 2,782

December 31, 2016
Other
Current
Assets

Other
Non-current
Assets

Accrued
Liabilities

Other
Non-current
Liabilities

(Dollars in thousands)
Foreign exchange forward contracts and collars designated as hedging
instruments $13 $ —$ 10,076 $ 14,697

Total derivative financial instruments $13 $ —$ 10,076 $ 14,697
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The following table summarizes the notional amount and estimated fair value of our derivative financial instruments:
June 25, 2017 December 31, 2016
Notional
U.S.
Dollar
Amount

Fair
Value

Notional
U.S. Dollar
Amount

Fair
Value

(Dollars in thousands)
Foreign currency forward contracts and collars designated as hedging
instruments $248,431 $4,751 $(160,461) $(24,760)

Aluminum forward contracts not designated as hedges (6,558 ) (737 ) — —
Interest rate swap contracts not designated as hedges (46,496 ) (385 ) — —
Cross currency swap not designated as hedging instrument — — — —
Total derivative financial instruments $195,377 $3,629 $(160,461) $(24,760)

Notional amounts are presented on a gross basis. The notional amounts of the derivative financial instruments do not
represent amounts exchanged by the parties and, therefore, are not a direct measure of our exposure to the financial
risks described above. The amounts exchanged are calculated by reference to the notional amounts and by other terms
of the derivatives, such as interest rates, foreign currency exchange rates or commodity volumes and prices.

The following table provides the impact of derivative instruments designated as cash flow hedges on our consolidated
income statement:

Twenty-six Week Period Ended June
25, 2017

Amount of Gain or (Loss)
Recognized in AOCI
on Derivatives
(Effective Portion)

Amount of Pre-tax
Gain or
(Loss) Reclassified from
AOCI into Income (Effective
Portion) 

Amount of Pre-tax Gain or
(Loss) Recognized in Income
on
Derivatives (Ineffective
Portion and Amount Excluded
from Effectiveness
Testing)

(Dollars in thousands)
Foreign currency forward contracts and
collars $ 27,627 $ (3,582 ) $ (1,451 )

Total $ 27,627 $ (3,582 ) $ (1,451 )

Note 7 – Business Segments

Superior groups its operating segments into reportable segments in which sales and manufacturing efforts are focused.
The products, manufacturing, and procurement are similar throughout the company's operations. Each operating
segment has discrete financial information evaluated regularly by the company’s Chief Operating Decision Maker
(“CODM”) in determining resource allocation and assessing performance. As a result of the Uniwheels acquisition, the
company realigned its executive management structure which changed the information used by our CODM to assess
performance and allocate resources. Due to different economic circumstances and customer base in the company’s
operations and in conformity with ASC Topic 280, “Segment Reporting,” the company reports the results of its business
in two reportable segments: North America and Europe.
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Net Sales and Results of Operations by Reportable Segment
Thirteen Weeks
Ended

Twenty-six Weeks
Ended

June 25,
2017

June 26,
2016

June 25,
2017

June 26,
2016

(Dollars in thousands)
Net sales:
   North America $186,898 $182,709 $361,118 $368,774
   Europe 53,730 — 53,730 —
         Consolidated net sales $240,628 $182,709 $414,848 $368,774

  (Loss) Income from operations:
     North America $(1,098 ) $19,540 $2,846 $38,262
     Europe (900 ) — (900 ) —
         Consolidated (loss) income from operations $(1,998 ) $19,540 $1,946 $38,262

Total Property, Plant and Equipment by Reportable Segment

Total property, plant and equipment, net, by reportable segment as follows:
June 25,
2017

December 31,
2016

(Dollars in thousands)
Property, plant and equipment, net:
North America $247,930 $ 227,403
Europe 253,677 —
     Total assets $501,607 $ 227,403

Note 8 – Short-Term Investments

The company's short-term investments include certificates of deposit and fixed deposits with original maturities of
three months or less. Certificates of deposit and fixed deposits whose original maturity is greater than three months
and is one year or less are classified as short-term investments and certificates of deposit and fixed deposits whose
maturity is greater than one year at the balance sheet date are classified as non-current assets in our condensed
consolidated balance sheets. The purchase of any certificates of deposit or fixed deposits that are classified as
short-term investments or non-current assets appear in the investing section of our condensed consolidated statements
of cash flows.

Restricted Deposits

We purchase certificates of deposit that mature within twelve months and are used to secure or collateralize letters of
credit securing our workers’ compensation obligations.  At each of June 25, 2017 and December 31, 2016, certificates
of deposit totaling $0.8 million were restricted in use and were classified as short-term investments on our condensed
consolidated balance sheets. 

16

Edgar Filing: SUPERIOR INDUSTRIES INTERNATIONAL INC - Form 10-Q

28



Edgar Filing: SUPERIOR INDUSTRIES INTERNATIONAL INC - Form 10-Q

29



Table of Contents

Note 9 – Inventories

June 25,
2017

December 31,
2016

(Dollars in thousands)
Raw materials $62,168 $ 40,255
Work in process 47,724 21,447
Finished goods 62,731 21,135
Inventories $172,623 $ 82,837

Service wheel and supplies inventory included in other non-current assets in the condensed consolidated balance
sheets totaled $7.7 million and $6.5 million at June 25, 2017 and December 31, 2016, respectively. Included in raw
materials were operating supplies and spare parts totaling $14.3 million and $10.3 million on June 25, 2017 and
December 31, 2016, respectively. Included within inventory is $81.7 million from European operations.

Note 10 – Property, Plant and Equipment

June 25,
2017

December 31,
2016

(Dollars in thousands)
Land and buildings $134,030 $ 67,915
Machinery and equipment 681,324 485,185
Leasehold improvements and others 10,539 4,868
Construction in progress 46,534 26,301

872,427 584,269
Accumulated depreciation (370,820 ) (356,866 )
Property, plant and equipment, net $501,607 $ 227,403

Depreciation expense was $19.5 million and $17.3 million for the twenty-six weeks ended June 25, 2017 and June 26,
2016, respectively. Included within property, plant and equipment is $253.7 million from European operations.

Note 11 – Preproduction Costs Related to Long-Term Supply Arrangements

We incur preproduction engineering and tooling costs related to the products produced for our customers under
long-term supply agreements. We expense all preproduction engineering costs for which reimbursement is not
contractually guaranteed by the customer or which are in excess of the contractually guaranteed reimbursement
amount. We amortize the cost of the customer-owned tooling over the expected life of the wheel program on a
straight-line basis. Also, we defer any reimbursements made to us by our customers and recognize the tooling
reimbursement revenue over the same period in which the tooling is in use. Changes in the facts and circumstances of
individual wheel programs may accelerate the amortization of both the cost of customer-owned tooling and the
deferred tooling reimbursement revenues. Recognized tooling reimbursement revenues, which totaled $3.5 million
and $3.9 million for the twenty-six weeks ended June 25, 2017 and June 26, 2016, respectively, are included in net
sales in the condensed consolidated statements of operations. The following tables summarize the unamortized
customer-owned tooling costs included in our non-current assets, and the deferred tooling revenues included in
accrued expenses and other non-current liabilities:
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June 25,
2017

December 31,
2016

(Dollars in thousands)
Customer-Owned Tooling Costs
Preproduction costs $81,912 $ 78,299
Accumulated amortization (68,216 ) (65,100 )
Net preproduction costs $13,696 $ 13,199

Deferred Tooling Revenues
Accrued expenses $3,316 $ 5,419
Other non-current liabilities 5,341 2,593
Total deferred tooling revenues $8,657 $ 8,012

Note 12 – Goodwill and Other Intangible Assets

Goodwill and indefinite-lived assets, such as certain trade names acquired in connection with the acquisition of
Uniwheels on May 30, 2017, are not amortized, but are instead evaluated for impairment on an annual basis at the end
of the fiscal year, or more frequently if events or circumstances indicate that impairment may be more likely. During
the thirteen weeks ended June 25, 2017, no impairment charges have been taken against the company’s goodwill or
indefinitely-lived intangible assets. The carrying amount of goodwill arose from the Acquisition described in Note 3,
"Acquisition".

The company’s other intangible assets primarily consist of assets with finite lives and are amortized over their
estimated useful lives. These assets are amortized on a straight-line basis over their estimated useful lives. Following
is a summary of the company’s finite-lived and indefinite-lived intangible assets as of June 25, 2017. There were no
such intangible assets at December 31, 2016.

Gross
Carrying
Amount

Accumulated
Amortization

Currency
Translation Net Remaining Weighted Average Amortization

Period

(Dollars in thousands
Brand name $9,000 $ (150 ) $ 132 $8,982 5-6
Technology 16,000 (222 ) 235 16,013 4-6
Customer
relationships 167,000 (1,799 ) 2,465 167,666 6-11

   Total finite 192,000 (2,171 ) 2,832 192,661
Trade names 20,000 — 300 20,300 Indefinite
Total $212,000 $ (2,171 ) $ 3,132 $212,961

Amortization expense for these intangible assets was $2.2 million and $0 for the thirteen and twenty-six week periods
ended June 25, 2017 and June 26, 2016, respectively. The anticipated annual amortization expense for these intangible
assets is $26.3 million for 2018 to 2021 and $24.4 million for 2022.

Note 13 – Redeemable Preferred Shares

On March 22, 2017, Superior and TPG Growth III Sidewall, L.P. ("TPG") entered into an Investment Agreement
pursuant to which Superior agreed to issue a number of shares of Series A Perpetual Convertible Preferred Stock and
Series B Perpetual Preferred Stock to TPG for an aggregate purchase price of $150.0 million. On May 22, 2017,
Superior issued 140,202 shares of Series A Perpetual Convertible Preferred Stock and 9,798 shares of Series B
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Perpetual Preferred Stock to TPG, both with a $1,000 stated value per share. The Series A Perpetual Convertible
Preferred Stock has a stated value of $1,000 per share, par value of $0.01 per share and liquidation preference over
common stock. The Series B Perpetual Preferred Stock has a stated value of $1,000 per share, par value of $0.01 per
share, and liquidation preference over Superior common stock. The Series A Perpetual Convertible Preferred Stock is
convertible into Superior common stock into a number of shares (determined by dividing the sum of the stated value
and any accrued and unpaid dividends by the conversion price of $28.162). The Series B Perpetual Preferred Stock is
not
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convertible into Superior common stock until Superior’s stockholders approve the conversion of the Series B Perpetual
Preferred Stock into Series A Perpetual Convertible Preferred Stock. The Series A Perpetual Convertible Preferred
Stock and Series B Perpetual Preferred Stock will accrue dividends at a rate of 9 percent per annum, payable at
Superior’s election either in-kind or in cash, provided that the Series B Perpetual Preferred Stock will accrue dividends
at a rate of 11 percent per annum, payable at Superior’s election either in-kind or in cash, if stockholder approval is not
obtained by September 19, 2017. Superior has undertaken to hold a special meeting of stockholders by that date for
the purposes of approving the conversion of the Series B Preferred Stock into Series A Preferred Stock. In addition to
the dividends, the Series A Perpetual Convertible Preferred Stock and Series B Perpetual Preferred Stock are entitled
to participate in dividends on common stock in an amount equal to that which would have been due had the shares
been converted into common stock. In addition, on May 22, 2017, Superior’s Board of Directors increased its size from
eight to nine directors and appointed Ransom A. Langford, TPG’s designee, as a director.

The company may mandate conversion of the Series A Perpetual Convertible Preferred Stock if the price of the
common stock exceeds $84. TPG may redeem their shares upon the occurrence of a change in control,
recapitalization, merger, sale of substantially all of the company’s assets, liquidation or delisting of the company’s
common stock. At its option, TPG may redeem the shares at any time after May 23, 2024. If redeemed by Superior,
the redemption value would be $262.5 million (1.75 times stated value) if redeemed on or before October 22, 2018. If
redeemed after October 22, 2018, the redemption value would be the greater of $300 million (2.0 times stated value)
or the product of the number of common shares into which the preferred stock could be converted (5.3 million shares
currently) and the then current market price of the common stock.

Note 14 – Earnings Per Share

In accordance with U.S. GAAP, basic earnings per share is computed by dividing net (loss) income, less preferred
dividends, for the period by the weighted average number of common shares outstanding for the period.  For purposes
of calculating diluted earnings per share, net income is divided by the total of the weighted average shares outstanding
plus the dilutive effect of our redeemable preferred stock, outstanding stock options and time and performance based
restricted stock units under the treasury stock method, which includes consideration of stock-based compensation
required by U.S. GAAP.

(Dollars and shares in thousands, except per share amounts) Thirteen Weeks
Ended

Twenty-six
Weeks Ended

June 25,
2017

June 26,
2016

June 25,
2017

June 26,
2016

Basic Income Per Share:
Reported net (loss) income $(7,272 ) $13,165 $(4,170) $27,628
Less: Redeemable preferred stock dividends (2,882 ) — (2,882 ) —
Basic numerator $(10,154) $13,165 $(7,052) $27,628
Basic (loss) income per share $(0.41 ) $0.52 $(0.28 ) $1.08
Weighted average shares outstanding-Basic 24,908 25,430 24,961 25,512

Diluted Income Per Share:
Reported net (loss) income $(7,272 ) $13,165 $(4,170) $27,628
Less: Redeemable preferred stock dividends (2,882 ) — (2,882 ) —

Basic numerator $(10,154) $13,165 $(7,052) $27,628

Diluted (loss) income per share $(0.41 ) $0.52 $(0.28 ) $1.08
Weighted average shares outstanding-Basic 24,908 25,430 24,961 25,512

Edgar Filing: SUPERIOR INDUSTRIES INTERNATIONAL INC - Form 10-Q

33



Weighted average dilutive stock options and restricted stock units — 113 — 75
Weighted average shares outstanding-Diluted 24,908 25,543 24,961 25,587

For the first half of 2017, no options were included in the diluted earnings per share calculation because to do so
would have been anti-dilutive. The performance shares discussed in Note 19, "Stock-Based Compensation" are not
included in the diluted earnings per share because the performance metrics had not been met as of the period ended
June 25, 2017. The redeemable preferred
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shares discussed in Note 13, "Redeemable Preferred Shares" are not included in the diluted earnings per share because
the conversion would be anti-dilutive as of the period ended June 25, 2017.

Note 15 – Income Taxes

The estimated annual effective tax rate is forecasted quarterly using actual historical information and forward-looking
estimates and applied to year-to-date ordinary income (loss). The tax effects of unusual or infrequently occurring
items, including changes in judgment about valuation allowances, settlements with taxing authorities and effects of
changes in tax laws or rates, are reported in the interim period in which they occur.

The income tax benefit for the twenty-six weeks ended June 25, 2017, was $1.5 million on a pre-tax loss of $(5.9)
million, representing an effective income tax rate of 25.6 percent. The effective tax rate for the twenty-six weeks
ended June 25, 2017 was lower than the statutory rate due to non-deductible transaction costs related to the tender
offer and acquisition of Uniwheels, and due to earnings in countries with tax rates lower than the U.S. statutory rate.

The income tax provision for the twenty-six weeks ended June 26, 2016, was $10.6 million, representing an effective
income tax rate of 28.0 percent. The effective tax rate for the twenty-six weeks ended June 26, 2016 were lower than
the statutory rate due to earnings in countries with tax rates lower than the U.S. statutory rate.

Note 16 – Retirement Plans

We have an unfunded salary continuation plan covering certain directors, officers and other key members of
management.  We purchase life insurance policies on certain participants to provide, in part, for future liabilities. Cash
surrender value of these policies, totaling $7.7 million and $7.5 million at June 25, 2017 and December 31, 2016,
respectively, are included in other non-current assets in the company's condensed consolidated balance sheets. Subject
to certain vesting requirements, the plan provides for a benefit based on final average compensation, which becomes
payable on the employee's death or upon attaining age 65, if retired.  The plan was closed to new participants effective
February 3, 2011. We have measured the plan assets and obligations of our salary continuation plan for all periods
presented.

For the twenty-six weeks ended June 25, 2017, payments to retirees or their beneficiaries totaled approximately $0.7
million.  We presently anticipate benefit payments in 2017 to total approximately $1.5 million.  The following table
summarizes the components of net periodic pension cost for the first half of 2017 and 2016.

Thirteen
Weeks Ended

Twenty-six
Weeks Ended

June 25,
2017

June 26,
2016

June 25,
2017

June 26,
2016

(Dollars in thousands)
Service cost $— $ — $— $ —
Interest cost 298 304 596 608
Net amortization 67 84 134 168
Net periodic pension cost $365 $ 388 $730 $ 776
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Note 17 – Debt

A summary of long-term debt and the related weighted average interest rates is shown below (in thousands):

June 25, 2017

Debt Instrument Long-Term
Debt

Debt
Issuance
Costs (1)

Long-Term
Debt, Net Weighted Average Interest Rate

Term loan facility $388,800 $(13,465) $375,335 4.8%
6.00% Senior Notes due 2025 279,051 (8,117 ) 270,934 6.0%
Other 97,080 (3,493 ) 93,587 2.1%

$764,931 $(25,075) 739,856
Less: Current portion (18,800 )
Long-term debt $721,056

(1) Unamortized portion

Senior Notes

On June 15, 2017, Superior issued €250.0 million aggregate principal amount of 6.0% Senior Notes (the "Notes") due
June 15, 2025. Interest on the Notes is payable semiannually, June 15 and December 25. Superior may redeem the
Notes, in whole or in part, on or after June 15, 2020 at redemption prices of 103.000% and 101.500% of the principal
amount thereof if the redemption occurs during the 12-month period beginning June 15, 2020 or 2021, respectively,
and a redemption price of 100% of the principal amount thereof on or after June 15, 2022, in each case plus accrued
and unpaid interest to, but not including, the applicable redemption date. In addition, the Company may redeem some
or all of the Notes prior to June 15, 2020 at a price equal to 100.0% of the principal amount thereof plus a “make-whole”
premium and accrued and unpaid interest, if any, to, but not including, the redemption date. Prior to June 15, 2020, the
company may redeem up to 40% of the aggregate principal amount of the Notes using the proceeds of certain equity
offerings at a certain redemption price. If we experience a change of control or sell certain assets, the company may be
required to offer to purchase the Notes from the holders.

The Notes are senior unsecured obligations ranking equally in right of payment with all of its existing and future
senior indebtedness and senior in right of payment to any subordinated indebtedness. The notes will be effectively
subordinated in right of payment to the existing and future secured indebtedness of the Issuer, including the Senior
Secured Credit Facilities (as defined below), to the extent of the assets securing such indebtedness.

Guarantee

The Notes are unconditionally guaranteed by all material wholly-owned direct and indirect domestic restricted
subsidiaries of the company, with customary exceptions including, among other things, where providing such
guarantees is not permitted by law, regulation or contract or would result in adverse tax consequences.

Covenants

Subject to certain exceptions, the indenture governing the Notes contains restrictive covenants that, among other
things, limit the ability of Superior and the Subsidiary Guarantors to: (i) incur additional indebtedness or issue certain
preferred stock; (ii) pay dividends on, or make distributions in respect of, their capital stock; (iii) make certain

Edgar Filing: SUPERIOR INDUSTRIES INTERNATIONAL INC - Form 10-Q

37



investments or other restricted payments; (iv) sell certain assets or issue capital stock of restricted subsidiaries; (v)
create liens; (vi) merge, consolidate, transfer or dispose of substantially all of their assets; and (vii) engage in certain
transactions with affiliates. These covenants are subject to a number of important limitations and exceptions that are
described in the indenture.
The indenture provides for customary events of default that include, among other things (subject in certain cases to
customary grace and cure periods): (i) nonpayment of principal, premium, if any, and interest, when due; (ii) breach of
covenants in the indenture; (iii) a failure to pay certain judgments; and (v) certain events of bankruptcy and
insolvency. If an event of default
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occurs and is continuing, the Trustee or holders of at least 30% in principal amount of the then outstanding Notes may
declare the principal, premium, if any, and accrued and unpaid interest on all the Notes to be due and payable. These
events of default are subject to a number of important qualifications, limitations and exceptions that are described in
the indenture. As of June 25, 2017, the Company was in compliance with all covenants under the indentures
governing the Notes.

Senior Secured Credit Facilities

On March 22, 2017, Superior entered into a senior secured credit agreement (the "Credit Agreement") with Citibank,
N.A, JP Morgan Chase N.A., Royal Bank of Canada and Deutsche Bank A.G. New York Branch (collectively, the
"Lenders"). The Credit Agreement consisted of a $400.0 million senior secured term loan facility and a $160 million
revolving credit facility (the "Senior Secured Credit Facilities"). Borrowings under the term loan facility will bear
interest at a rate equal to, at the company’s option, either (a) LIBOR for the relevant interest period, adjusted for
statutory reserve requirements, subject to a floor of 1.00% per annum, plus an applicable rate of 4.50% or (b) a base
rate, subject to a floor of 2.00% per annum, equal to the highest of (1) the rate of interest in effect as publicly
announced by the administrative agent as its prime rate, (2) the federal funds rate plus 0.50% and (3) LIBOR for an
interest period of one month plus 1.00%, in each case, plus an applicable rate of 3.50%. Borrowings under the
revolving credit facility initially bear interest at a rate of equal to, at the company’s option, either (a) LIBOR for the
relevant interest period, adjusted for statutory reserve requirements, subject to a floor of 1.00% per annum, plus an
applicable rate of 3.50% or (b) a base rate, subject to a floor of 2.00% per annum, equal to the highest of (1) the rate of
interest in effect as publicly announced by the administrative agent as its prime rate, (2) the federal funds effective rate
plus 0.50% and (3) LIBOR for an interest period of one month plus 1.00%, in each case, plus an applicable rate of
3.50% provided such rate may not be less than zero. The initial commitment fee for unused commitments under the
revolving credit facility shall be 0.50%. After September 30, 2017, the applicable rates for borrowings under the
revolving credit facility and commitment fees for unused commitments under the revolving credit facility shall be
based upon the First Lien Net Leverage Ratio effective for the preceding quarter with LIBOR applicable rates between
3.50% and 3.00%, base rate applicable rates between 2.50% and 2.00% and commitment fees between .50% and
.25%. Commitment fees are included in our condensed consolidated financial statements line, interest (expense)
income, net. On June 25, 2017, the company repaid $11.2 million under the term loan facility resulting in a balance of
$388.8 million.

As of June 25, 2017, the company had outstanding borrowings under the revolving credit facility of $27.6 million and
letters of credit of $2.8 million, and had available unused commitments under the facility of $129.6. The balance
outstanding under the revolving credit facility is included in the debt table under "Other obligations".

Guarantees

Our obligations under the Credit Agreement are unconditionally guaranteed by all material wholly-owned direct and
indirect domestic restricted subsidiaries of the company, with customary exceptions including, among other things,
where providing such guarantees is not permitted by law, regulation or contract or would result in adverse tax
consequences. The guarantees of such obligations, will be secured, subject to permitted liens and other exceptions, by
substantially all of our assets and the guarantors’ assets, including but not limited to: (i) a perfected pledge of all of the
capital stock issued by each of the Issuer’s direct wholly-owned domestic restricted subsidiaries or any guarantor
(subject to certain exceptions) and up to 65 percent of the capital stock issued by each direct wholly-owned foreign
restricted subsidiary of the Issuer or any guarantor (subject to certain exceptions) and (ii) perfected security interests
in and mortgages on substantially all tangible and intangible personal property and material fee-owned real property
of the Company and the guarantors (subject to certain exceptions and exclusions).

Covenants
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The Senior Secured Credit Facilities contain a number of covenants that, among other things, restrict, subject to
certain exceptions, our ability to incur additional indebtedness and guarantee indebtedness, create or incur liens,
engage in mergers or consolidations, sell, transfer or otherwise dispose of assets, make investments, acquisitions,
loans or advances or other restricted payments, pay dividends and distributions or repurchase our capital stock,
prepay, redeem, or repurchase any subordinated indebtedness, enter into agreements which limit our ability to incur
liens on our assets or that restrict the ability of non-Guarantor restricted subsidiaries to pay dividends or make other
payments to us, and enter into certain transactions with our affiliates.

In addition, the Credit Agreement contains customary default provisions, representations and warranties and
restrictive covenants. The Credit Agreement also contains a provision permitting the Lenders to accelerate the
repayment of all loans outstanding under the Senior Secured Credit Facilities during an event of default. As of
June 25, 2017, the company was in compliance with all covenants under the Credit Agreement.

Uniwheels Debt
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In connection with the acquisition of Uniwheels, the company assumed $70.7 million of debt outstanding at the time
of the acquisition. At June 25, 2017, $69.5 million of debt remained outstanding, including a term loan agreement, an
equipment loan and a revolving line of credit. At June 25, 2017, $18.8 million of this debt was classified as current.
The term loan and revolving credit facilities bear interest at Euribor plus 1.00 percent and the equipment loan bears
interest at 1.00 percent. As part of the debt issued to finance the Acquisition, Superior deposited funds into a restricted
cash account for the use in repayment of the Uniwheels’ term loan in accordance with requirements under the Senior
Secured Credit Facility.

Note 18 – Commitments and Contingencies

Derivatives and Purchase Commitments

In order to hedge exposure related to fluctuations in foreign currency rates and the cost of certain commodities used in
the manufacture of our products, we periodically may purchase derivative financial instruments such as forward
contracts, options or collars to offset or mitigate the impact of such fluctuations. Programs to hedge currency rate
exposure may address ongoing transactions including foreign-currency-denominated receivables and payables, as well
as specific transactions related to purchase obligations. Programs to hedge exposure to commodity cost fluctuations
would be based on underlying physical consumption of such commodities.

In accordance with our corporate risk management policies, we may enter into foreign currency forward and option
contracts with financial institutions to protect against foreign exchange risks associated with certain existing assets
and liabilities, certain firmly committed transactions and forecasted future cash flows. We have implemented a
program to hedge a portion of our material foreign exchange exposures for up to approximately 42 months. For
additional information on our derivatives, see Note 6, "Financial Instruments".

When market conditions warrant, we may also enter into purchase commitments to secure the supply of certain
commodities used in the manufacture of our products, such as aluminum, natural gas and other raw materials. At
June 25, 2017, we did not have any purchase commitments in place for the delivery of aluminum, natural gas or other
raw materials in 2017.

Other

We are party to various legal and environmental proceedings incidental to our business.  Certain claims, suits and
complaints arising in the ordinary course of business have been filed or are pending against us.  Based on facts now
known, we believe all such matters are adequately provided for, covered by insurance, are without merit and/or
involve such amounts that would not materially adversely affect our consolidated results of operations, cash flows or
financial position.

Note 19 – Stock-Based Compensation

2008 Equity Incentive Plan

Our 2008 Equity Incentive Plan, as amended (the "Plan"), authorizes us to issue up to 3.5 million shares of common
stock, along with non-qualified stock options, stock appreciation rights, restricted stock and performance units to our
officers, key employees, non-employee directors and consultants.  At June 25, 2017, there were 1.7 million shares
available for future grants under this Plan. No more than 600,000 shares may be used under the Plan as “full value”
awards, which include restricted stock and performance stock units.  It is our policy to issue shares from authorized
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During the first quarter of 2015, the company implemented a long term incentive program for the benefit of certain
members of company management. The program was designed to strengthen employee retention and to provide a
more structured incentive program to stimulate improvement in future company results. Per the terms of the program,
participants were granted, in 2015 to 2017, time value restricted stock units (“RSUs”), vesting ratably over a three year
time period, and performance restricted stock units (“PSUs”), with a three year cliff vesting. Upon vesting, each
restricted stock award is exchangeable for one share of the company’s common stock, with accrued dividends. The
PSUs are categorized further into three individual categories whose vesting is contingent upon the achievement of
certain targets as follows:

•40% of the PSUs vest upon certain Return on Invested Capital targets for 2015 to 2017 units
•40% of the PSUs vest upon certain Cumulative EPS targets for 2016 to 2017 units
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•40% of the PSUs vest upon certain EBITDA margin targets for 2015 units
•20% of the PSUs vest upon certain market based Shareholder Return targets for 2015 to 2017 units.

Options

Options are granted at not less than fair market value on the date of grant and expire no later than ten years after the
date of grant.  Options and restricted shares granted under this Plan generally require no less than a three year ratable
vesting period. Stock option activity in the first half of 2017 are summarized in the following table:

Outstanding

Weighted
Average
Exercise
Price

Remaining
Contractual
Life in Years

Aggregate
Intrinsic
Value

Balance at December 31, 2016 231,625 $ 18.88 3.1 $1,845,263
Granted — $ —
Exercised — $ —
Canceled (3,000 ) $ 19.62
     Expired — $ —
Balance at June 25, 2017 228,625 $ 18.87

Options vested or expected to vest at June 25, 2017 228,625 $ 18.87 2.6 $375,530

Exercisable at June 25, 2017 228,625 $ 18.87 2.6 $375,530

Restricted Stock Awards

Restricted stock awards, or “full value” awards, generally vest ratably over no less than a three year period. Shares of
restricted stock granted under the Plan are considered issued and outstanding at the date of grant, have the same
dividend and voting rights as other outstanding common stock, are subject to forfeiture if employment terminates prior
to vesting and are expensed ratably over the vesting period. Dividends paid on the restricted shares granted under the
Plan are non-forfeitable if the restricted shares do not ultimately vest. Restricted stock activity in the first half of 2017
are summarized in the following table:

Number
of
Awards

Weighted
Average
Grant
Date Fair
Value

Weighted Average Remaining Amortization Period (in Years)

Balance at December 31, 2016 144,295 $ 19.43 0.5
Granted — $ —
Vested (132,455) $ 19.44
Canceled (417 ) $ 19.16
Balance at June 25, 2017 11,423 $ 19.30 0.2
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Restricted Stock Units

Restricted stock unit activity in the first half of 2017 is summarized in the following table:

Number
of
Awards

Weighted
Average
Grant
Date Fair
Value

Weighted Average Remaining Amortization Period (in Years)

Balance at December 31, 2016 127,567 $ 22.03 1.7
Granted 80,288 $ 24.12
Vested (37,660 ) $ 23.69
Canceled (10,571 ) $ 22.90
Balance at June 25, 2017 159,624 $ 22.64 1.9

Restricted Performance Stock Units

Restricted performance stock unit activity in the first half of 2017 is summarized in the following table:

Number
of
Awards

Weighted
Average
Grant
Date Fair
Value

Weighted Average Remaining Amortization Period (in Years)

Balance at December 31, 2016 227,193 $ 21.72 1.6
Granted 118,157 $ 23.90
Vested — $ —
Canceled (29,921 ) $ 22.45
Balance at June 25, 2017 315,429 $ 22.47 2.0

Stock-Based Compensation

Stock-based compensation expense related to our equity incentive plans in accordance with U.S. GAAP was allocated
as follows:

Thirteen Weeks
Ended

Twenty-six
Weeks Ended

June 25,
2017

June 26,
2016

June 25,
2017

June 26,
2016

(Dollars in thousands)
Cost of sales $(138) $282 $49 $358
Selling, general and administrative expenses (154 ) 1,476 938 1,956
Stock-based compensation expense before income taxes (292 ) 1,758 987 2,314
Income tax benefit 108 (515 ) (364 ) (648 )
Total stock-based compensation expense after income taxes $(184) $1,243 $623 $1,666

As of June 25, 2017, a total of $5.8 million of unrecognized compensation cost related to non-vested awards is
expected to be recognized over a weighted average period of approximately 1.9 years.  There were no significant
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Note 20 – Common Stock Repurchase Programs
In October 2014, our Board of Directors approved a stock repurchase program (the "2014 Repurchase Program")
which authorized the repurchase of up to $30.0 million of our common stock. Under the 2014 Repurchase Program,
we repurchased common stock from time to time on the open market or in private transactions. Shares repurchased
under the 2014 Repurchase Program totaled 1,056,954 shares at a cost of $19.6 million. The 2014 Repurchase
Program was completed in the beginning of 2016, with purchases of 585,970 shares for a cost of $10.3 million. The
repurchased shares described above were either canceled and retired or added to treasury stock after the
reincorporation in Delaware in 2015.

In January of 2016, our Board of Directors approved another stock repurchase program (the “2016 Repurchase
Program”), authorizing the repurchase of up to $50.0 million of common stock.  Under the 2016 Repurchase Program,
we may repurchase common stock from time to time on the open market or in private transactions. The timing and
extent of the repurchases under the 2016 Repurchase Program will depend upon market conditions and other corporate
considerations in our sole discretion. Shares repurchased under the 2016 Repurchase Program totaled 137,699 shares
of company stock at a cost of $2.8 million in the first half of 2016. Shares repurchased under the 2016 Repurchase
Program totaled 215,841 shares of company stock at a cost of $5.0 million in the first half of 2017. Superior does not
anticipate any repurchases under the 2016 Repurchase Program in the near term.
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Item 2.  Management’s Discussion and Analysis of Financial Condition and Results of Operations

Forward-Looking Statements

The Private Securities Litigation Reform Act of 1995 provides a safe harbor for forward-looking statements made by
us or on our behalf.  We have included or incorporated by reference in this Quarterly Report on Form 10-Q (including
in the sections entitled "Risk Factors" and “Management's Discussion and Analysis of Financial Condition and Results
of Operations”) and from time to time our management may make statements that may constitute “forward-looking
statements” within the meaning of Section 27A of the Securities Exchange Act of 1933 and Section 21E of the
Securities Act of 1934. These forward-looking statements are based upon management's current expectations,
estimates, assumptions and beliefs concerning future events and conditions and may discuss, among other things,
anticipated future performance (including sales and earnings), expected growth, future business plans and costs and
potential liability for environmental-related matters. Any statement that is not historical in nature is a forward-looking
statement and may be identified by the use of words and phrases such as “expects,” “anticipates,” “believes,” “will,” “will likely
result,” “will continue,” “plans to” and similar expressions. These statements include our belief regarding general
automotive industry and market conditions and growth rates, as well as general domestic and international economic
conditions.

Readers are cautioned not to place undue reliance on forward-looking statements. Forward-looking statements are
necessarily subject to risks, uncertainties and other factors, many of which are outside the control of the company,
which could cause actual results to differ materially from such statements and from the company's historical results
and experience. These risks, uncertainties and other factors include, but are not limited to, those described in Part I -
Item 1A - "Risk Factors" and Part II - Item 7 - “Management's Discussion and Analysis of Financial Condition and
Results of Operations” of our Annual Report on Form 10-K for the year ended December 31, 2016 and Part II - Item
1A - "Risk Factors" and Part I - Item 2 - “Management's Discussion and Analysis of Financial Condition and Results of
Operations” of this Quarterly Report on Form 10-Q and elsewhere in the Quarterly Report and those described from
time to time in our other reports filed with the Securities and Exchange Commission.

Readers are cautioned that it is not possible to predict or identify all of the risks, uncertainties and other factors that
may affect future results and that the risks described herein should not be considered to be a complete list. Any
forward-looking statement speaks only as of the date on which such statement is made, and the company undertakes
no obligation to update or revise any forward-looking statement, whether as a result of new information, future events
or otherwise.

Management’s Discussion and Analysis of Financial Condition and Results of Operations should be read in
conjunction with the accompanying unaudited Condensed Consolidated Financial Statements and notes thereto and
with the audited Consolidated Financial Statements and notes thereto and Management’s Discussion and Analysis of
Financial Condition and Results of Operations included in our 2016 Annual Report on Form 10-K.

Executive Overview

Overview of Superior
Our principal business is the design and manufacture of aluminum wheels for sale to the OEMs and aftermarket
suppliers in Europe. We believe we are the #1 supplier of aluminum wheels to OEMs in North America and #3 in
Europe following the acquisition of Uniwheels. Our major customers include Ford Motor Company ("Ford”), General
Motors ("GM”), Toyota Motor Corporation (“Toyota”), Audi, Mercedes-Benz and The Volvo Group (“Volvo”), which
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make up more than two-thirds of our total sales. We also believe we are the #1 aftermarket supplier of aluminum
wheels in Europe following the acquisition of Uniwheels. Our aluminum wheels are primarily sold to OEMs for
factory installation, as either optional or standard equipment, on many vehicle models. Superior has nine
manufacturing facilities in North America and Europe.

Strategic Direction

Our strategic mission is to become the global industry leader and innovator of premium wheels and finishes. In order
to improve our strategic position, we have augmented our product portfolio with wheels containing higher technical
content and greater differentiation. We continue to invest in new manufacturing processes targeting the more
sophisticated finishes and larger diameter products which typically have more value. Currently, we are constructing a
physical vapor deposition ("PVD") finishing facility that creates bright chrome-like finishes that are produced with an
environmentally safe process. The addition of PVD wheel coating capability and capacity will be completed during
2017 and will be operational in 2018. We believe this direction is consistent with the trend of the market and needs of
our customers. During the first quarter of 2017, we found a highly
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complementary acquisition opportunity in Uniwheels (UNW-PL) to further our strategic mission to become the global
innovative leader in the aluminum wheel industry.

Tender Offer

We announced on March 23, 2017 that we had entered into various agreements to commence a tender offer to acquire
100% of the outstanding equity interests of Uniwheels through the Acquisition Sub. In the first step of the acquisition,
on March 23, 2017, Superior obtained a commitment from the owner of approximately 61 percent of the outstanding
stock of Uniwheels, UNIWHEELS Holdings (Malta) Ltd., which irrevocably agreed to tender its shares. Since the
remaining ownership of Uniwheels is listed on the Warsaw Stock Exchange, the acquisition was required to be carried
out in accordance with the Polish Act of 29 July 2005 on Public Offerings and the Conditions for Introducing
Financial Instruments to Organized Trading and Public Companies (the “Public Offering Act”). On May 30, 2017,
Superior acquired 92.3 percent of the outstanding stock of Uniwheels for approximately $703.0 million. Superior
anticipates that the process of acquiring the remaining 7.7 percent of Uniwheels’ outstanding shares will take
approximately eight to ten months. The aggregate equity purchase price of the acquisition (assuming the remaining
7.7 percent of Uniwheels’ stock is acquired for cash consideration of Polish Zloty 247.87 per share) (the price paid to
Uniwheels’ shareholders in the Tender Offer and an exchange rate of 1.00 Dollar = 3.74193 Polish Zloty) will be
approximately $778.0 million. We entered into foreign currency hedges prior to the closing of the transaction to
mitigate currency risk associated with the settlement of the Tender Offer.

We entered into foreign currency hedges prior to the closing of the First Step Acquisition intended to reduce currency
risk associated with the settlement of the Tender Offer. The net benefit of the Hedging Transactions to Superior
reduces the total anticipated purchase price of the Acquisition to $766.2 million.

UNIWHEELS

Uniwheels is one of the leading manufacturers of OEM aluminum wheels for passenger cars and light-duty vehicles in
Europe and is one of the few technological leaders in the worldwide aluminum wheel industry. Uniwheels is a leading
manufacturer and supplier of wheels to OEMs in Europe, including Audi, Mercedes-Benz, Volvo, Volkswagen,
BMW, Honda Motor Company, Ltd. (“Honda”), Jaguar/Land Rover, Peugeot, Porsche AG (“Porsche”) and Suzuki Motor
Corporation (“Suzuki”). Uniwheels is also the market-leading manufacturer of alloy wheels for the automotive
aftermarket in Europe. The aftermarket wheels include the well-known brands ATS, RIAL, ALUTEC and ANZIO.
Uniwheels has four production facilities, three of which are located in Poland and one which is located in Germany.
Additionally, the headquarters for Uniwheels is located in Germany.

Acquisition

The combination of Superior and Uniwheels will create what we estimate will be the world’s second largest producer
of aluminum wheels for the OEM automotive market, with combined annual manufacturing capacity of approximately
23 million wheels. The highly increased scale of the combined business creates a stronger platform from which to
invest in the future for growth, new technology and operational excellence to better serve our customers. A basic
profile comparing Superior and Uniwheels is shown below.

28

Edgar Filing: SUPERIOR INDUSTRIES INTERNATIONAL INC - Form 10-Q

49



Table of Contents

Note: Uniwheels annual report sales are 464 million Euros which translates to approximately $514 million U.S.
dollars.

With almost no current overlap of customers, the combined company will have a much broader customer mix and
reduced customer concentration, as well as significant participation in two of the largest automotive markets in the
world represented by North America and Europe, with a broader reach to serve long-standing customers participating
in both geographic markets. We expect to leverage manufacturing processes, product design and engineering
capabilities of both companies to accelerate achievement of operational excellence to serve the market and enhance
profitability.

Customer Comparisons

The following chart shows the composition of the customer base of Superior and Uniwheels for 2016 prior to the
acquisition and the anticipated customer base after the acquisition.
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Listed in the table below are several key indicators we use to monitor our financial condition and operating
performance.
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Results of Operations
Thirteen Weeks Ended

Selected data June 25,
2017

Percent
of Net
Sales

June 26,
2016

Percent
of Net
Sales

Change

(Dollars in thousands, except per share amounts)
Net sales
   North America $186,898 77.7  % $182,709 100.0 % $4,189
   Europe 53,730 22.3  % — —  % 53,730
Net sales 240,628 100.0 % 182,709 100.0 % 57,919
Cost of sales 220,601 91.7  % 153,012 83.7  % 67,589
Restructuring (recovery) costs (78 ) —  % 157 0.1  % (235 )
Gross profit 20,105 8.4  % 29,540 16.2  % (9,435 )
Selling, general and administrative 22,103 9.2  % 10,000 5.5  % 12,103
Interest (expense) income, net (14,729 ) (6.1 )% 79 —  % (14,808 )
Other income (expense), net 7,486 3.1  % (372 ) (0.2 )% 7,858
Benefit (provision) for income taxes 1,722 0.7  % (6,082 ) (3.3 )% 7,804
Less: Net loss attributable to non-controlling interest, net of tax 247 0.1  % — —  % $247
Net (loss) income attributable to Superior $(7,272 ) (3.0 )% $13,165 7.2  % $(20,437)
Value added sales * $130,381 54.2  % $101,190 55.4  % $29,191
Adjusted EBITDA * $29,479 12.3  % $27,948 15.3  % $1,531
Diluted (loss) income per share $(0.41 ) $0.52 $(0.93 )
Unit shipments in thousands 3,794 3,071 723
* Refer to the definition of the terms in the “Non-GAAP Financial Measures” section.

Net sales for the second quarter of 2017 increased in comparison to the second quarter of 2016 due to the inclusion of
one month of sales of our European operations from Uniwheels. Our North American sales also increased by $4.2
million in the second quarter of 2017 due mainly to an increase in aluminum prices. The average selling price on value
added sales of our wheels increased 4.3 percent, reflective of stronger product mix primarily due to an increase in
average diameter of wheels sold and more complex finishes.

Consolidated cost of sales increased in the second quarter of 2017 in comparison to the second quarter of 2016 due to
the inclusion of one month of our European operations. Cost of sales in our North American operations increased in
the second quarter of 2017 due mainly to increased raw material costs of aluminum and higher energy costs. The
increase in aluminum cost is driven by higher market prices and is mainly passed through to the customer. Higher
costs for repairs and maintenance and supplies and small tools reflect our continued focus on preventive maintenance
programs.

Selling, general and administrative expenses for the second quarter of 2017 increased significantly in comparison to
the second quarter of 2016 due to acquisition-related costs that were expensed. The increase primarily reflects a $12.7
million increase reflective of the acquisition support costs.
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Net interest expense for the second quarter of 2017 was an expense of $14.7 million and for the second quarter of
2016, net interest expense was income of less than $0.1 million. Interest expense increased in the second quarter of
2017 due to the new debt incurred for the acquisition-related activities.

Net other income (expense) was an income of $7.5 million in the second quarter of 2017 and expense of $0.4 million
in the second quarter of 2016. Foreign exchange gains and (losses) included in net other income (expense) were
exchange gains of $6.5 million in the second quarter of 2017 and exchange losses of $0.4 million in the second quarter
of 2016.

The income tax benefit for the second quarter ended June 25, 2017 was $1.7 million on a pre-tax loss of ($9.2)
million, representing an effective income tax benefit of 18.6 percent. The effective tax rate for the thirteen weeks
ended June 25, 2017 was lower than the statutory rate due to non-deductible transaction costs related to the Tender
Offer and acquisition of Uniwheels AG, and due to earnings in countries that are taxed below the U.S. statutory rate.

Net loss in the second quarter of 2017 was $7.3 million, or $0.41 per diluted share, compared to net income in the
second quarter of 2016 of $13.2 million, or $0.52 per diluted share. The decrease in net income in the current year was
due to acquisition-related expenses and operational inefficiencies.

Segment Sales and Income from Operations

Thirteen Weeks
Ended
June 25,
2017

June 26,
2016 Change

(Dollars in thousands)
Selected data
Net sales
   North America $186,898 $182,709 $4,189
   Europe 53,730 — 53,730
      Total net sales $240,628 $182,709 $57,919

(Loss) Income from Operations
   North America $(1,098 ) $19,540 $(20,638)
   Europe (900 ) — (900 )
      Total income from operations $(1,998 ) $19,540 $(21,538)

North America
In the second quarter of 2017, net sales of our North American plants increased due mainly to aluminum prices.
During the second quarter of 2017, unit sales declined reflecting the overall industry reduction in unit shipments and
the timing of newer products going to market. A higher aluminum value increased revenues by approximately $11.9
million in 2017 when compared to 2016. On a product level perspective the Malibu and the F-150 experienced the
largest decreases offset by newer introductions of the Equinox and the Continental.

During the second quarter of 2017, the company incurred $12.7 million of costs associated with the acquisition of
Uniwheels. During the second quarter of 2017, we continued to make progress in turning around our production issues
in one of our plants in Mexico that started in the third quarter of 2016. However, the gross profit percentage decreased
in the second quarter of 2017 with the rising costs of aluminum.

Europe
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The acquisition of Uniwheels, which represents our European operations, occurred on May 30, 2017 and, as a result,
we included one month of their operations in our consolidated statements. During the month of June 2017, the
European operations sales increased by 28 percent compared to the one month of June 2016. The June 2017 income
from operations for the one month decreased in comparison to last year due to the amortization related to the new
intangibles and other adjustments related to the acquisition.

32

Edgar Filing: SUPERIOR INDUSTRIES INTERNATIONAL INC - Form 10-Q

54



Table of Contents

Twenty-six Weeks Ended

Selected data June 25,
2017

Percent
of Net
Sales

June 26,
2016

Percent
of Net
Sales

Change

(Dollars in thousands, except per share amounts)
Net sales
   North America $361,118 87.0  % $368,774 100.0 % $(7,656 )
   Europe 53,730 13.0  % — —  % 53,730
Net sales 414,848 100.0 % 368,774 100.0 % 46,074
Cost of sales 375,409 90.5  % 311,332 84.4  % 64,077
Restructuring costs 130 —  % 187 0.1  % (57 )
Gross profit 39,309 9.5  % 57,255 15.5  % (17,946 )
Selling, general and administrative 37,363 9.0  % 18,993 5.2  % 18,370
Interest (expense) income, net (15,025 ) (3.6 )% 111 —  % (15,136 )
Other income (expense), net 7,138 1.7  % (105 ) —  % 7,243
Benefit (provision) for income taxes 1,524 0.4  % (10,640 ) (2.9 )% 12,164
Less: net loss attributable to non-controlling interest, net of tax 247 0.1  % — —  % 247
Net (loss) income attributable to Superior $(4,170 ) (1.0 )% $27,628 7.5  % $(31,798)
Value added sales * $225,842 54.4  % $203,529 55.2  % $22,313
Adjusted EBITDA * $48,602 11.7  % $56,047 15.2  % $(7,445 )
Diluted (loss) income per share $(0.28 ) $1.08 $(1.36 )
Unit shipments in thousands 6,637 6,251 386
* Refer to the definition of the terms in the “Non-GAAP Financial Measures” section.

Net sales for the first half of 2017 increased in comparison to the first half of 2016 due to the inclusion of one month
of sales of our European operations. North American sales decreased by $7.7 million in the first half of 2017 due
mainly to a decrease in volume. The average selling price on value added sales of our wheels increased 4.5 percent,
reflective of higher aluminum prices.

Consolidated cost of sales for the first half of 2017 were $375.4 million, as compared to $311.3 million for the first
half of 2016. The increase was mainly due to the inclusion of one month of our European operations coupled with
higher raw material costs of aluminum. The increase in aluminum cost was driven by higher market prices and is
mainly passed through to the customer.

Selling, general and administrative expenses for the first half of 2017 increased significantly in comparison to the first
half of 2016 due to the acquisition-related costs that were expensed. The increase primarily reflects a $19.7 million
increase reflective of the acquisition support costs.

Net interest expense in the first half of 2017 was an expense of $15.0 million and in the first half of 2016, net interest
expense was income of $0.1 million. Interest expense increased in the first half of 2017 due to the new debt incurred
for the acquisition-related activities.

Net other income was $7.1 million in the first half of 2017 and net other expense of $0.1 million in the first half of
2016. Foreign exchange gains and (losses) included in net other income (expense) were exchange gains of $6.1
million in the first half of 2017 and exchange losses of $0.4 million in the first half of 2016.

The income tax benefit for the first half of 2017 was $1.5 million on a pre-tax loss of $5.9 million, representing an
effective income tax benefit of 25.6 percent. The effective tax rate for the twenty-six weeks ended June 25, 2017 was
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Uniwheels AG, and due to earnings in countries that are taxed below the U.S. statutory rate.
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Net loss in the first half of 2017 was $4.2 million, or $0.28 per diluted share, compared to net income in the first half
of 2016 of $27.6 million, or $1.08 per diluted share.

Segment Sales and Income from Operations
Twenty-six Weeks
Ended
June 25,
2017

June 26,
2016 Change

(Dollars in thousands)
Selected data
Net Sales
   North America $361,118 $368,774 $(7,656 )
   Europe 53,730 — 53,730
      Total net sales $414,848 $368,774 $46,074

Income (loss) from Operations
   North America $2,846 $38,262 $(35,416)
   Europe (900 ) — (900 )
      Total income from operations $1,946 $38,262 $(36,316)

North America
In the first half of 2017, net sales of our North America plants decreased due mainly to a unit shipment decline
reflecting the overall industry reduction in unit shipments and the timing of newer products going to market. A higher
aluminum value increased revenues by approximately $18.2 million in the first half of 2017 when compared to the
first half of 2016. On a product level perspective the Malibu and the F-150 experienced the largest decreases offset by
newer introductions of the Equinox and the Kicks.

During the first half of 2017, the company incurred $19.7 million of additional costs associated with the acquisition of
Uniwheels. During the first half of 2017 we continued to make progress in turning around our production issues in one
of our plants in Mexico that started in the third quarter of 2016.

Europe
The acquisition of Uniwheels, which represents our European operations, occurred on May 30, 2017 and, as a result,
we included one month of their operations in our consolidated statements. During the month of June 2017, the
European operations sales increased by 28 percent compared to the one month of June 2016. The June 2017 income
from operations for the one month decreased in comparison to last year due to the amortization related to the new
intangibles and other adjustments related to the acquisition.

Financial Condition, Liquidity and Capital Resources

Our sources of liquidity primarily include cash, cash equivalents and short-term investments and net cash provided by
operating activities, our senior notes and borrowings under available debt facilities and, from time to time, other
external sources of funds.  Working capital (current assets minus current liabilities) and our current ratio (current
assets divided by current liabilities) were $327.0 million and 2.8:1, respectively, at June 25, 2017, versus $168.1
million and 3.0:1 at December 31, 2016.  As of June 25, 2017, our cash, cash equivalents, restricted cash and
short-term investments totaled $122.0 million compared to $58.5 million at December 31, 2016.
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Our working capital requirements, investing activities and cash dividend payments have historically been funded from
internally generated funds, proceeds from the exercise of stock options or existing cash, cash equivalents and
short-term investments, and we believe these sources will continue to meet our capital requirements in the foreseeable
future.
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As part of our commitment to enhancing shareholder value, we have been repurchasing our common stock. Beginning
in 2013 through the end of our fiscal year 2016, we have repurchased 3,608,401 shares for a cost of $70.3 million.
Thus far in 2017, we have repurchased 215,841 shares for a cost of $5.0 million. We do not anticipate additional share
repurchases in the near term.

The following table presents a summary of the net increase in cash and cash equivalents in the periods presented:

(Dollars in thousands) Twenty-six Weeks Ended
June 25,
2017

June 26,
2016 Change

Net cash (used in) provided by operating activities $(10,093) $24,522 $(34,615)
Net cash used in investing activities (720,684 ) (17,491 ) (703,193 )
Net cash provided by (used in) financing activities 793,596 (21,432 ) 815,028
Effect of exchange rate changes on cash 615 (160 ) 775
Net increase in cash and cash equivalents $63,434 $(14,561) $77,995

Operating Activities

Net cash used by operating activities was $10.1 million for the twenty-six week period ended June 25, 2017,
compared to net cash provided by operating activities of $24.5 million for the comparable period a year ago.  The
decrease in cash flow provided by operating activities was mainly due to lower net income, which was mainly related
to the acquisition-related fees, and an increase in inventory and receivable levels during the first six months of 2017.

Investing Activities

Net cash used in investing activities was $720.7 million for the first six months of 2017 compared to $17.5 million in
the comparable period last year. Net cash used in investing activities was higher in 2017 due to the Uniwheels
acquisition and increased capital investments.

Financing Activities

Net cash provided by financing activities was $793.6 million for the first six months of 2017 compared to net cash
used in financing activities of $(21.4) million in the comparable period last year. Net cash provided by financing
activities was higher in 2017 due to increased debt to finance the Uniwheels acquisition.

Non-GAAP Financial Measures

In this quarterly report, we discuss two important measures that are not calculated according to U.S. GAAP, value
added sales and Adjusted EBITDA.

Value added sales is a key measure that is not calculated according to U.S. GAAP. In the discussion of operating
results, we provide information regarding value added sales. Value added sales represent net sales less the value of
aluminum and services provided by outside service providers that are included in net sales. As discussed further
below, arrangements with our customers allow us to pass on changes in aluminum prices and outside service provider
costs; therefore, fluctuations in underlying aluminum prices and the use of outside service providers generally do not
directly impact our profitability. Accordingly, value added sales is worthy of being highlighted for the benefit of users
of our financial statements. Our intent is to allow users of the financial statements to consider our net sales
information both with and without the aluminum and outside service provider cost components thereof. Management
utilizes value added sales as a key metric to determine growth of the company because it eliminates the volatility of
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Thirteen Weeks
Ended

Twenty-six Weeks
Ended

June 25,
2017

June 26,
2016

June 25,
2017

June 26,
2016

(Dollars in thousands)
Net Sales $240,628 $182,709 $414,848 $368,774
Less, aluminum value and outside service provider costs (110,247 ) (81,519 ) (189,006 ) (165,245 )
Value added sales $130,381 $101,190 $225,842 $203,529

Adjusted EBITDA is a key measure that is not calculated according to U.S. GAAP. Adjusted EBITDA is defined as
earnings before interest income and expense, income taxes, depreciation, amortization, acquisition costs, restructuring
and other closure costs and impairments of long-lived assets and investments. We use Adjusted EBITDA as an
important indicator of the operating performance of our business. We use Adjusted EBITDA in our internal financial
forecasts and models when establishing internal operating budgets, supplementing the financial results and forecasts
reported to our Board of Directors and evaluating short-term and long-term operating trends in our operations. We
believe the Adjusted EBITDA financial measure assists in providing a more complete understanding of our underlying
operational measures used to manage our business, to evaluate our performance compared to prior periods and the
marketplace and to establish operational goals. We believe that these non-GAAP financial measures are useful to
investors because they allow investors to evaluate the effectiveness of the methodology and information used by
management in our financial and operational decision-making. Adjusted EBITDA is a non-GAAP financial measure
and should not be considered in isolation or as a substitute for financial information provided in accordance with U.S.
GAAP. This non-GAAP financial measure may not be computed in the same manner as similarly titled measures used
by other companies.

Adjusted EBITDA as a percentage of net sales is a key measure that is not calculated according to U.S. GAAP.
Adjusted EBITDA as a percentage of net sales is defined as Adjusted EBITDA divided by net sales.

Adjusted EBITDA as a percentage of value added sales is a key measure that is not calculated according to U.S.
GAAP. Adjusted EBITDA as a percentage of value added sales is defined as Adjusted EBITDA divided by value
added sales.

The following table reconciles our net income, the most directly comparable GAAP financial measure, to our
Adjusted EBITDA:

Thirteen Weeks
Ended

Twenty-six Weeks
Ended

June 25,
2017

June 26,
2016

June 25,
2017

June 26,
2016

(Dollars in thousands)
Net (loss) income $(7,272 ) $13,165 $(4,170 ) $27,628
Interest expense (income), net 14,729 (79 ) 15,025 (111 )
Income tax provision (1,722 ) 6,082 (1,524 ) 10,640
Depreciation 11,100 8,637 19,470 17,281
Acquisition support costs 12,722 — 19,684 —
Closure costs (excluding accelerated depreciation) (78 ) 143 117 609
Adjusted EBITDA $29,479 $27,948 $48,602 $56,047
Adjusted EBITDA as a percentage of net sales 12.3 % 15.3 % 11.7 % 15.2 %
Adjusted EBITDA as a percentage of value added sales 22.6 % 27.6 % 21.5 % 27.5 %

Critical Accounting Estimates
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The preparation of consolidated financial statements in conformity with U.S. GAAP requires management to apply
significant judgment in making estimates and assumptions that affect amounts reported therein, as well as financial
information included in this Management’s Discussion and Analysis of Financial Condition and Results of Operations.
These estimates and assumptions, which are based upon historical experience, industry trends, terms of various past
and present agreements and contracts, and
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information available from other sources that are believed to be reasonable under the circumstances, form the basis for
making judgments about the carrying values of assets and liabilities that are not readily apparent through other
sources. There can be no assurance that actual results reported in the future will not differ from these estimates, or that
future changes in these estimates will not adversely impact our results of operations or financial condition.

Risk Management

We are subject to various risks and uncertainties in the ordinary course of business due, in part, to the competitive
global nature of the industry in which we operate, changing commodity prices for the materials used in the
manufacture of our products and the development of new products.

We have operations in Mexico with sale and purchase transactions denominated in both pesos and dollars. The peso is
the functional currency of certain of our operations in Mexico.  The settlement of accounts receivable and accounts
payable for these operations requires the transfer of funds denominated in the Mexican peso, the value of which
increased 12.6 percent in relation to the U.S. dollar in the first half of 2017.  Foreign currency translation gains totaled
$8.1 million in the first half of 2017 and foreign currency translation losses totaled $0.2 million during the first half of
2016.  All translation gains and losses are included in other income (expense) in the condensed consolidated
statements of operations.

As it relates to foreign currency translation gains and losses, however, since 1990, the Mexican peso has experienced
periods of relative stability followed by periods of major declines in value. The impact of these changes in value
relative to our Mexico operations resulted in a cumulative unrealized translation loss at June 25, 2017 of $92.5
million. Translation gains and losses are included in other comprehensive income in the condensed consolidated
statements of comprehensive income.

We also have operations in Europe with sale and purchase transactions denominated in Euros and Zloty. The Euro is
the functional currency of certain of our operations in Europe.  The settlement of accounts receivable and accounts
payable for these operations requires the transfer of funds denominated in the Euro, the value of which increased 0.4
percent in relation to the U.S. dollar in June 2017.  Foreign currency translation gains totaled $4.9 million in the first
half of 2017.  All transaction gains and losses are included in other income (expense) in the condensed consolidated
statements of operations.

As it relates to foreign currency translation gains and losses, the Euro has experienced periods of relative stability in
value. The impact of these changes in value relative to our European operations resulted in a cumulative unrealized
translation gain at June 25, 2017 of $10.7 million. Translation gains and losses are included in other comprehensive
income in the condensed consolidated statements of comprehensive income.

When market conditions warrant, we may enter into purchase commitments to secure the supply of certain
commodities used in the manufacture of our products, such as aluminum, natural gas and other raw materials. We
currently have no purchase commitments in place for the delivery of aluminum, natural gas or other raw materials in
2017.

Item 3. Quantitative and Qualitative Disclosures About Market Risk

Foreign Currency.  A significant portion of our business operations are conducted in Mexico and Europe. As a result,
we have a certain degree of market risk with respect to our cash flows due to changes in foreign currency exchange
rates when transactions are denominated in currencies other than our functional currency, including inter-company
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In accordance with our corporate risk management policies, we may enter into foreign currency forward and option
contracts with financial institutions to protect against foreign exchange risks associated with certain existing assets
and liabilities, certain firmly committed transactions and forecasted future cash flows. We have implemented a
program to hedge a portion of our material foreign exchange exposures in Mexico, for up to approximately 42 months.
However, we may choose not to hedge certain foreign exchange exposures for a variety of reasons including, but not
limited to, accounting considerations and the prohibitive economic cost of hedging particular exposures. We do not
use derivative contracts for trading, market-making, or speculative purposes. For additional information on our
derivatives, see Note 5, "Derivative Financial Instruments" in Notes to Condensed Consolidated Financial Statements
in Item 1.

At June 25, 2017, the fair value liability of foreign currency exchange derivatives for the peso was $4.1 million. The
potential loss in fair value for such financial instruments from a 10 percent adverse change in quoted foreign currency
exchange rates would be $18.0 million at June 25, 2017.
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During the first half of 2017, the Mexican peso to U.S. dollar exchange rate averaged 19.58 pesos to $1.00. Based on
the balance sheet at June 25, 2017 the value of net assets for our operations in Mexico was 2,434 million pesos.
Accordingly, a 10 percent change in the relationship between the peso and the U.S. dollar may result in a translation
impact of between $11.3 million and $13.8 million, which would be recognized in other comprehensive income.

Since May 30, 2017, the Euro to U.S. dollar exchange rate averaged 0.8918 Euros to $1.00. Based on the balance
sheet at June 25, 2017 the value of net assets for our operations in Europe was 53.6 million Euros. Accordingly, a 10
percent change in the relationship between the Euro and the U.S. dollar may result in a translation impact of
approximately $6.0 million, which would be recognized in other comprehensive income.

Our business requires us to settle transactions between currencies in both directions - i.e., peso, Euro and Zloty to U.S.
dollar and vice versa. To the greatest extent possible, we attempt to match the timing of transaction settlements
between currencies to create a “natural hedge.” For the first half of 2017, we had a $13.0 million net foreign exchange
transaction gain related to the peso, Euro and Zloty. Based on the current business model and levels of production and
sales activity, the net imbalance between currencies depends on specific circumstances. While changes in the terms of
the contracts with our customers will be creating an imbalance between currencies that we are hedging with foreign
currency forward contracts, there can be no assurances that our hedging program will effectively offset the impact of
the imbalance between currencies or that the net transaction balance will not change significantly in the future.

Commodity Purchase Commitments.  When market conditions warrant, we enter into purchase commitments to secure
the supply of certain commodities used in the manufacture of our products, such as aluminum, natural gas and other
raw materials. However, we do not enter into derivatives or other financial instrument transactions for speculative
purposes. At June 25, 2017, we had no purchase commitments in place for the delivery of aluminum, natural gas or
other raw materials in 2017.

Also see Item 7A - "Quantitative and Qualitative Disclosures About Market Risk" in Part II of our 2016 Annual
Report on Form 10-K and Item 2 - "Management’s Discussion and Analysis of Financial Condition and Results of
Operations – Risk Management” in this Quarterly Report on Form 10-Q.

Item 4.  Controls and Procedures

Evaluation of Disclosure Controls and Procedures

We acquired Uniwheels on May 30, 2017. Management is in the process of evaluating the internal controls in place at
Uniwheels. Uniwheels constituted 19.5 percent of our total assets as of June 25, 2017, including the goodwill and
intangible assets recorded as part of the purchase accounting. Uniwheels constituted 22.3 percent and 13.4 percent of
our net sales for the three and six months ended June 25, 2017, respectively. SEC guidance allows companies to
exclude acquisitions from their assessment of internal control over financial reporting during the first year of an
acquisition while integrating the acquired company. Accordingly, we have excluded Uniwheels from our evaluation as
of June 25, 2017

Based on this evaluation, our Chief Executive Officer and Chief Financial Officer concluded that, as of June 25, 2017,
our disclosure controls and procedures were effective.

Changes in Internal Control Over Financial Reporting

With the exception of the Uniwheels acquisition, there has been no change in our internal control over financial
reporting during the fiscal quarter ended June 25, 2017 that has materially affected, or is reasonably likely to
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The company's management, with the participation of the Chief Executive Officer and Chief Financial Officer,
evaluated the effectiveness of the company's disclosure controls and procedures (as defined in Rules 13a-15(e) and
15d-15(e) under the Exchange Act) as of June 25, 2017.  Our disclosure controls and procedures are designed to
ensure that information required to be disclosed in reports we file or submit under the Exchange Act is recorded,
processed, summarized and reported within the time periods specified in SEC rules and forms and that such
information is accumulated and communicated to our management, including our Chief Executive Officer and Chief
Financial Officer, to allow timely decisions regarding required disclosures.
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PART II
OTHER INFORMATION

Item 1.  Legal Proceedings

We are party to various legal and environmental proceedings incidental to our business.  Certain claims, suits and
complaints arising in the ordinary course of business have been filed or are pending against us.  Based on facts now
known, we believe all such matters are adequately provided for, covered by insurance, are without merit and/or
involve such amounts that would not materially adversely affect our consolidated results of operations, cash flows or
financial position.  

Item 1A.  Risk Factors

On May 30, 2017, Superior acquired 92.3 percent of the outstanding stock of Uniwheels, resulting in Uniwheels
becoming a wholly-owned subsidiary of Superior.  In addition, on June 15, 2017, Superior issued the Notes.  As a
result of the Acquisition and the related financing actions, the Company is restating its risk factors.  The following risk
factors supersede the risk factors disclosed in Part I - Item 1A - “Risk Factors” in our Annual Report on Form 10-K for
the year ended December 25, 2016.     

Risks Relating to Our Company

The automotive industry is cyclical and volatility in the automotive industry could adversely affect our financial
performance.

The majority of our sales are made in European and domestic U.S. markets. Therefore, our financial performance
depends largely on conditions in the European and U.S. automotive industry, which in turn can be affected
significantly by broad economic and financial market conditions. Consumer demand for automobiles is subject to
considerable volatility as a result of consumer confidence in general economic conditions, levels of employment,
prevailing wages, fuel prices and the availability and cost of consumer credit. With steady improvement in the North
American and European automotive industries since the global recession that began in 2008, vehicle production levels
in 2016 reached the highest level in the last decade. However, there can be no guarantee that the improvements in
recent years will be sustained or that reductions from current production levels will not occur in future periods.
Demand for aluminum wheels can be further affected by other factors, including pricing and performance
comparisons to competitive materials such as steel. Finally, the demand for our products is influenced by shifts of
market share between vehicle manufacturers and the specific market penetration of individual vehicle platforms being
sold by our customers.

A limited number of customers represent a large percentage of our sales. The loss of a significant customer or
decrease in demand could adversely affect our operating results.

Ford, GM and Toyota, together, represented just less than half of our total consolidated combined sales in 2016. Our
OEM customers are not required to purchase any minimum amount of products from us. Increasingly global
procurement practices, the pace of new vehicle introduction and demand for price reductions may make it more
difficult to maintain long-term supply arrangements with our customers, and there are no guarantees that we will be
able to negotiate supply arrangements with our customers on terms acceptable to us in the future. The contracts we
have entered into with most of our customers provide that we will manufacture wheels for a particular vehicle model,
rather than manufacture a specific quantity of products. Such contracts range from one year to the life of the model
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(usually three to five years), typically are non-exclusive and do not require the purchase by the customer of any
minimum number of wheels from us. Therefore, a significant decrease in consumer demand for certain key models or
group of related models sold by any of our major customers, or a decision by a manufacturer not to purchase from us,
or to discontinue purchasing from us, for a particular model or group of models, could adversely affect our results of
operations and financial condition.

We operate in a highly competitive industry.

The automotive component supply industry is highly competitive, both domestically and internationally. Competition
is based on a number of factors, including price, technology, quality, delivery and overall customer service and
available capacity to meet customer demands. Some of our competitors are companies, or divisions or subsidiaries of
companies, which are larger and have greater financial and other resources than we do. We cannot ensure that our
products will be able to compete successfully with the products of these competitors. In particular, our ability to
increase manufacturing capacity typically requires significant investments in facilities, equipment and personnel. Our
operating facilities are at full or near to full capacity levels which may cause us to incur labor costs at premium rates
in order to meet customer requirements, experience increased maintenance expenses
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or require us to replace our machinery and equipment on an accelerated basis. Furthermore, the nature of the markets
in which we compete has attracted new entrants, particularly from low cost countries. As a result, our sales levels and
margins continue to be adversely affected by pricing pressures reflective of significant competition from producers
located in low-cost foreign markets, such as China. Such competition with lower cost structures poses a significant
threat to our ability to compete internationally and domestically. These factors have led to our customers awarding
business to foreign competitors in the past, and they may continue to do so in the future. In addition, any of our
competitors may foresee the course of market development more accurately, develop products that are superior to our
products, have the ability to produce similar products at a lower cost or adapt more quickly to new technologies or
evolving customer requirements. Consequently, our products may not be able to compete successfully with
competitors' products.

Production of certain car models may be relocated from Europe in part or in full which may reduce or stop entirely
production of certain car models in Europe.

One of the company’s competitive strengths is Uniwheels’ proximity to assembly lines of its main OEM customers,
which are premium and value car manufacturers. A significant portion of the company’s revenue is derived from
customers located in Europe. Since the premium cars' sales dynamics are particularly cost-effective in developing
regions, car manufacturers focus their efforts on those markets. It may be assumed that car manufacturers develop
production of certain car models closer to the end customers to shorten the delivery time and decrease transportation
costs. As a consequence, the car manufacturers may reduce or entirely halt production of certain car models in Europe.
In such event, the wheels for these car models may become too expensive and the delivery time may take too long,
and as a result, we may be unable to successfully compete with local wheel producers. If we lose some of our orders
from Uniwheels’ OEM customers due to production relocation to other continents, we may be unable to compensate
for any significant decline in sales by attracting new customers or increasing sales to the existing customers. This
could also have a material adverse effect on the company’s assets, financial condition, results of operations or
prospects.

We experience continual pressure to reduce costs.

The vehicle market is highly competitive at the OEM level, which drives continual cost-cutting initiatives by our
customers. Customer concentration, relative supplier fragmentation and product commoditization have translated into
continual pressure from OEMs to reduce the price of our products. It is possible that pricing pressures beyond our
expectations could intensify as OEMs pursue restructuring and cost-cutting initiatives. If we are unable to generate
sufficient production cost savings in the future to offset such price reductions, our gross margin, rate of profitability
and cash flows could be adversely affected. In addition, changes in OEMs' purchasing policies or payment practices
could have an adverse effect on our business. Our OEM customers typically attempt to qualify more than one wheel
supplier for the programs we participate in and for programs we may bid on in the future. As such, our OEM
customers are able to negotiate favorable pricing or may decrease sales volume. Such actions may result in decreased
sales volumes and unit price reductions for our company, resulting in lower revenues, gross profit, operating income
and cash flows.

We may be unable to successfully implement cost-saving measures or achieve expected benefits under our plans to
improve operations.

As part of our ongoing focus to provide high quality products, we continually analyze our business to further improve
our operations and identify cost-cutting measures. We may be unable to successfully identify or implement plans
targeting these initiatives, or fail to realize the benefits of the plans we have already implemented, as a result of
operational difficulties, a weakening of the economy or other factors. Cost reductions may not fully offset decreases in
the prices of our products due to the time required to develop and implement cost reduction initiatives. Additional
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factors such as inconsistent customer ordering patterns, increasing product complexity and heightened quality
standards are making it increasingly more difficult to reduce our costs. It is possible that as we incur costs to
implement improvement strategies, the impact on our financial position, results of operations and cash flow may be
negative.

Interruption in our production capabilities could result in increased freight costs or contract cancellations.

In the last six months of 2016, we experienced significant operating inefficiencies primarily in one of our
manufacturing facilities. The inefficiencies stemmed from a variety of issues that reduced production rates.
Contributing factors to the inefficiencies included an electricity outage and unanticipated equipment reliability issues
which reduced finished goods and work-in-process inventories. We also experienced several new product launches
and significant ramp-up in demand for newer products for which unusually high scrap rates were occurring. Lower
than normal production yields coupled with the loss of inventory safety stock resulted in a series of expedited
shipments to customers. The higher than normal costs included approximately $13 million in freight expediting costs
and additional costs related to the production inefficiencies.
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An interruption in production capabilities at any of our facilities as a result of equipment failure, interruption of raw
materials or other supplies, labor disputes or other reasons could result in our inability to produce our products, which
would reduce our sales and operating results for the affected period and harm our customer relationships. We have,
from time to time, undertaken significant re-tooling and modernization initiatives at our facilities, which in the past
have caused, and in the future may cause, unexpected delays and plant underutilization, and such adverse
consequences may continue to occur as we continue to modernize our production facilities. In addition, we generally
deliver our products only after receiving the order from the customer and thus typically do not hold large inventories.
In the event of a production interruption at any of our manufacturing facilities, even if only temporary, or if we
experience delays as a result of events that are beyond our control, delivery times to our customers could be severely
affected. Any significant delay in deliveries to our customers could lead to premium freight costs and other
performance penalties, as well as contract cancellations, and cause us to lose future sales and expose us to other claims
for damages. Our manufacturing facilities are also subject to the risk of catastrophic loss due to unanticipated events
such as fires, earthquakes, explosions or violent weather conditions. We have in the past, and may in the future,
experience plant shutdowns or periods of reduced production which could have a material adverse effect on our results
of operations or financial condition.

Similarly, it also is possible that our customers may experience production delays or disruptions for a variety of
reasons, which could include supply-chain disruption for parts other than wheels, equipment breakdowns or other
events affecting vehicle assembly rates that impact us, work stoppages or slow-downs at factories where our products
are consumed, or even catastrophic events such as fires, disruptive weather conditions or natural disasters. Such
disruptions at the customer level may cause the affected customer to halt or limit the purchase of our products.

We may be unable to successfully launch new products and/or achieve technological advances.

In order to effectively compete in the automotive supply industry, we must be able to launch new products and adopt
technology to meet our customers' demand in a timely manner. However, we cannot ensure that we will be able to
install and certify the equipment needed for new product programs in time for the start of production, or that the
transitioning of our manufacturing facilities and resources under new product programs will not impact production
rates or other operational efficiency measures at our facilities. In addition, we cannot ensure that our customers will
execute the launch of their new product programs on schedule. We are also subject to the risks generally associated
with new product introductions and applications, including lack of market acceptance, delays in product development
and failure of products to operate properly. Further, changes in competitive technologies may render certain of our
products obsolete or less attractive. Our ability to anticipate changes in technology and to successfully develop and
introduce new and enhanced products on a timely basis will be a significant factor in our ability to remain
competitive. Our failure to successfully and timely launch new products or adopt new technologies, or a failure by our
customers to successfully launch new programs, could adversely affect our results. We cannot ensure that we will be
able to achieve the technological advances that may be necessary for us to remain competitive or that certain of our
products will not become obsolete.

Our international operations and international trade agreements make us vulnerable to risks associated with doing
business in foreign countries that can affect our business, financial condition and results of operations.

We manufacture a substantial portion of our products in Mexico, Germany and Poland, have a minor investment in a
wheel manufacturing company in India and we sell our products internationally. Accordingly, unfavorable changes in
foreign cost structures, trade protection laws, regulations and policies affecting trade and investments and social,
political, labor or economic conditions in a specific country or region, among other factors, could have a negative
effect on our business and results of operations. Legal and regulatory requirements differ among jurisdictions
worldwide. Violations of these laws and regulations could result in fines, criminal sanctions, prohibitions on the
conduct of our business and damage to our reputation. Although we have policies, controls and procedures designed to
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ensure compliance with these laws, our employees, contractors, or agents may violate our policies.

Changes in U.S. and EU social, political, regulatory and economic conditions or in laws and policies governing
foreign trade, manufacturing, development and investment in the countries where we currently develop and sell
products could adversely affect our business.  A significant portion of our business activities are conducted in Mexico.
New leadership in the U.S. federal government is not supportive of certain existing international trade agreements,
including the North American Free Trade Agreement (“NAFTA”). If the U.S. withdraws from or materially modifies
NAFTA or certain other international trade agreements, our business, financial condition and results of operations
could be adversely affected. Proposals to institute a border adjustment of 20% for imports could have a negative
impact on our operations.

Fluctuations in foreign currencies may adversely impact our financial condition.

Due to the growth of our operations outside of the U.S., we have experienced increased exposure to foreign currency
gains and losses in the ordinary course of our business. As a result, fluctuations in the exchange rate between the U.S.
dollar, the Mexican
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peso, the Euro, the Polish Zloty and any currencies of other countries in which we conduct our business may have a
material impact on our financial condition, as cash flows generated in foreign currencies may be used, in part, to
service our U.S. dollar-denominated liabilities, or vice versa.

Fluctuations in foreign currency exchange rates may also affect the value of our foreign assets as reported in U.S.
dollars, and may adversely affect reported earnings and, accordingly, the comparability of period-to-period results of
operations. Changes in currency exchange rates may affect the relative prices at which we and our foreign competitors
sell products in the same market. In addition, changes in the value of the relevant currencies may affect the cost of
certain items required in our operations. We cannot ensure that fluctuations in exchange rates will not otherwise have
a material adverse effect on our financial condition or results of operations or cause significant fluctuations in
quarterly and annual results of operations.

Our business requires us to settle transactions between currencies in both directions - i.e., peso to U.S. dollar, Euro to
U.S. Dollar, Euro to Zloty and vice versa for all transactions. To the greatest extent possible, we attempt to match the
timing of transaction settlements between currencies to create a “natural hedge.” Based on the current business model
and levels of production and sales activity, the net imbalance between currencies depends on specific circumstances.
While changes in the terms of the contracts with our customers will be creating an imbalance between currencies that
we are hedging with foreign currency forward contracts, there can be no assurances that our hedging program will
effectively offset the impact of the imbalance between currencies or that the net transaction balance will not change
significantly in the future.

To manage this risk, we may enter into foreign currency forward and option contracts with financial institutions to
protect against foreign exchange risks associated with certain existing assets and liabilities, certain firmly committed
transactions and forecasted future cash flows. We have a program to hedge a portion of our material foreign exchange
exposures, typically for up to 42 months. However, we may choose not to hedge certain foreign exchange exposures
for a variety of reasons including, but not limited to, accounting considerations and the prohibitive economic cost of
hedging particular exposures. There is no guarantee that our hedge program will effectively mitigate our exposures to
foreign exchange changes which could have material adverse effects on our cash flows and results of operations.

Our substantial indebtedness could adversely affect our financial condition

We have a significant amount of new indebtedness. As of June 25, 2017, our total debt was $739.9 million, which
excludes amortization of deferred financing of $25.1 million, and we would have availability of $129.6 million under
the Senior Secured Credit Facilities. The interest expense on the significant amount of new indebtedness will be
significantly higher than historical interest expense and could adversely affect our financial condition.

Subject to the limits contained in the Credit Agreement governing the Senior Secured Credit Facilities and the
indenture governing the Notes (the “Indenture”) and our other debt instruments, we may be able to incur substantial
additional debt from time to time to finance working capital, capital expenditures, investments or acquisitions, or for
other purposes. If we do so, the risks related to our high level of debt could intensify.

In addition, the Indenture and the Credit Agreement governing the Senior Secured Credit Facilities contain restrictive
covenants that will limit our ability to engage in activities that may be in our long-term best interest. Our failure to
comply with those covenants could result in an event of default which, if not cured or waived, could result in the
acceleration of all our debt.

We may not be able to generate sufficient cash to service all of our indebtedness, including the Notes, and may be
forced to take other actions to satisfy our obligations under our indebtedness, which may not be successful.
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Our ability to make scheduled payments or to refinance our debt obligations depends on our financial and operating
performance, which is subject to prevailing economic, industry and competitive conditions and to certain financial,
business, economic and other factors beyond our control. We may not be able to maintain a sufficient level of cash
flow from operating activities to permit us to pay the principal, premium, if any, and interest on the Notes and our
other indebtedness.

If our cash flows and capital resources are insufficient to fund our debt service obligations, we may be forced to
reduce or delay capital expenditures, sell assets, seek additional capital or seek to restructure or refinance our
indebtedness, including the Notes. Our ability to restructure or refinance our debt will depend on the condition of the
capital and credit markets and our financial condition at such time. Any refinancing of our debt could be at higher
interest rates and may require us to comply with more onerous covenants, which could further restrict our business
operations and limit our financial flexibility. In addition, any failure to make payments of interest and principal on our
outstanding indebtedness on a timely basis would likely result in a reduction of our credit rating, which could harm
our ability to incur additional indebtedness. These alternative measures may not be successful and may not permit us
to meet our scheduled debt service obligations. In the absence of such cash flows and resources, we could
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face substantial liquidity problems and might be required to sell material assets or operations to attempt to meet our
debt service and other obligations. The Credit Agreement governing the Senior Secured Credit Facilities and the
Indenture will restrict our ability to conduct asset sales and/or use the proceeds from asset sales. We may not be able
to consummate these asset sales to raise capital or sell assets at prices and on terms that we believe are fair and any
proceeds that we do receive may not be adequate to meet any debt service obligations then due. For more information
on the Indenture, see our Form 8-K filed with the SEC on June 20, 2017. If we cannot meet our debt service
obligations, the holders of our debt may accelerate our debt and, to the extent such debt is secured, foreclose on our
assets. In such an event, we may not have sufficient assets to repay all of our debt.

The terms of the Credit Agreement governing the Senior Secured Credit Facilities and the Indenture will, and the
documents governing other debt that we may incur in the future may, restrict our current and future operations,
particularly our ability to respond to changes or to take certain actions.

The Indenture and the Credit Agreement governing the Senior Secured Credit Facilities, and the documents governing
other debt that we may incur in the future may, contain a number of restrictive covenants that impose significant
operating and financial restrictions on us and may limit our ability to engage in acts that may be in our long-term best
interests, including restrictions on our ability to:

•incur additional indebtedness and guarantee indebtedness;

•create or incur liens;

•engage in mergers or consolidations or sell all or substantially all of our assets;

•sell, transfer or otherwise dispose of assets;

•make investments, acquisitions, loans or advances or other restricted payments;

•pay dividends or distributions, repurchase our capital stock or make certain other restricted payments;

•prepay, redeem, or repurchase any subordinated indebtedness;

•designate our subsidiaries as unrestricted subsidiaries;

•enter into agreements which limit the ability of our non-Guarantor subsidiaries to pay dividends or make otherpayments to us; and

•enter into certain transactions with our affiliates.

You should refer to our Form 8-K filed with the SEC on June 20, 2017 and the Indenture filed as Exhibit 4.1 thereto
for further information about these covenants.

In addition, the restrictive covenants in the Credit Agreement governing the Senior Secured Credit Facilities require us
to maintain specified financial ratios and satisfy other financial condition tests to the extent subject to certain financial
covenant conditions. Our ability to meet those financial ratios and tests can be affected by events beyond our control.
We may not meet those ratios and tests.

A breach of the covenants or restrictions under the Indenture governing the Notes or under the Credit Agreement
governing the Senior Secured Credit Facilities could result in an event of default under the applicable indebtedness.
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Such a default may allow the creditors under such facility to accelerate the related debt, which may result in the
acceleration of any other debt to which a cross-acceleration or cross-default provision applies. In addition, an event of
default under the Credit Agreement governing our Senior Secured Credit Facilities would permit the lenders under our
revolving credit facility to terminate all commitments to extend further credit under that facility. Furthermore, if we
were unable to repay the amounts due and payable under the Senior Secured Credit Facilities, those lenders could
proceed against the collateral granted to them to secure that indebtedness. We have pledged substantially all of our
assets as collateral under the Senior Secured Credit Facilities. In the event our lenders or holders of the Notes
accelerate the repayment of our borrowings, we may not have sufficient assets to repay that indebtedness or be able to
borrow sufficient funds to refinance it. Even if we are able to obtain new financing, it may not be on commercially
reasonable terms or on terms acceptable to us. As a result of these restrictions, we may be:

•limited in how we conduct our business;
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•unable to raise additional debt or equity financing to operate during general economic or business downturns; or

•
unable to compete effectively or to take advantage of new business opportunities. These restrictions, along with
restrictions that may be contained in agreements evidencing or governing other future indebtedness, may affect our
ability to grow or pursue other important initiatives in accordance with our growth.

Our variable rate indebtedness subjects us to interest rate risk, which could cause our debt service obligations to
increase significantly.

Borrowings under our Senior Secured Credit Facilities will be at variable rates of interest and expose us to interest rate
risk. If interest rates increase, our debt service obligations on the variable rate indebtedness could increase even
though the amount borrowed remains the same, and our net income and cash flows, including cash available for
servicing our indebtedness, would correspondingly decrease. As of June 25, 2017, approximately $416.4 million of
our debt would have been variable rate debt. Our anticipated variable rate debt annual interest expense on $416.4
million at the current rate of 4.85 percent would be $20.2 million. In the future, we may enter into interest rate swaps
that involve the exchange of floating for fixed rate interest payments in order to reduce interest rate volatility.
However, we may not maintain interest rate swaps with respect to all of our variable rate indebtedness, and any swaps
we enter into may not fully mitigate our interest rate risk.

Changes in market interest rates could affect our financial position and financial performance.

Changes in market interest rates have an impact on future interest payments on floating rate liabilities and could
therefore affect the financial position and financial performance of the company. The interest risk at Uniwheels arises
primarily from its long-term debt arrangements. Currently, the interest on mid-term borrowings is fixed for a period
for three months. The related floating rate loans have been hedged by means of derivatives.

Increases in the costs and restrictions on availability of raw materials could adversely affect our operating margins and
cash flow.

Generally, we obtain our raw materials, supplies and energy requirements from various sources. Although we
currently maintain alternative sources, our business is subject to the risk of price increases and periodic delays in
delivery. Fluctuations in the prices of raw materials may be driven by the supply/demand relationship for that
commodity or governmental regulation. In addition, if any of our suppliers seek bankruptcy relief or otherwise cannot
continue their business as anticipated, the availability or price of raw materials could be adversely affected.

Although we are able to periodically pass certain aluminum cost increases on to our customers, we may not be able to
pass along all changes in aluminum costs, or there may be a delay in passing the aluminum costs onto our customers.
Our customers are not obligated to accept energy or other supply cost increases that we may attempt to pass along to
them. This inability to pass on these cost increases to our customers could adversely affect our operating margins and
cash flow, possibly resulting in lower operating income and profitability.

Aluminum and alloy pricing may have a material effect on our operating margins and results of operations.

The cost of aluminum is a significant component in the overall cost of a wheel and in our selling prices to OEM
customers. The price for aluminum we purchase is adjusted monthly based primarily on changes in certain published
market indices, but the timing of such adjustments is based on specific customer agreements and can vary from
monthly to quarterly. As a result, the timing of aluminum price adjustments flowing through sales rarely will match
the timing of such changes in cost and can result in fluctuations to our gross profit. This is especially true during
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periods of frequent increases or decreases in the market price of aluminum.

The aluminum we use to manufacture wheels also contains additional alloying materials, including silicon. The cost of
alloying materials also is a component of the overall cost of a wheel. The price of the alloys we purchase is also based
on certain published market indices; however, most of our customer agreements do not provide price adjustments for
changes in market prices of alloying materials. Increases or decreases in the market prices of these alloying materials
could have a material effect on our operating margins and results of operations.
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There is a risk of discontinuation of anti-dumping duty from China which may increase the competitive pressure from
Chinese producers primarily in the aftermarket.

In 2010, the European Commission imposed provisional anti-dumping duties of 22.3 percent on imports of aluminum
road wheels from China after a complaint of unfair competition from European manufacturers. The European
Commission argued that the EU manufacturers had suffered a significant decrease in production and sales, and a loss
of market share, as well as price depression due to cheaper imports from China. On January 23, 2017, the European
Commission decided to maintain the anti-dumping duties (Commission Implementing Regulation (EU) 2017/109) for
another five year period. The anti-dumping duties protect the EU producers until January 24, 2022. After this date, the
competitive pressures from Chinese producers, which have cost advantages, primarily in the aftermarket, may
adversely affect the company’s assets, financial condition and results of operations or prospects.

We are subject to various environmental laws.

We incur significant costs to comply with applicable environmental, health and safety laws and regulations in the
ordinary course of our business. We cannot ensure that we have been or will be at all times in complete compliance
with such laws and regulations. Failure to be in compliance with such laws and regulations could result in material
fines or sanctions. Additionally, changes to such laws or regulations may have a significant impact on our cash flows,
financial condition and results of operations.

We are also subject to various foreign, federal, state and local environmental laws, ordinances and regulations,
including those governing discharges into the air and water, the storage, handling and disposal of solid and hazardous
wastes, the remediation of soil and groundwater contaminated by hazardous substances or wastes and the health and
safety of our employees. The nature of our current and former operations and the history of industrial uses at some of
our facilities expose us to the risk of liabilities or claims with respect to environmental and worker health and safety
matters which could have a material adverse effect on our financial health. In addition, some of our properties are
subject to indemnification and/or cleanup obligations of third parties with respect to environmental matters. However,
in the event of the insolvency or bankruptcy of such third parties, we could be required to bear the liabilities that
would otherwise be the responsibility of such third parties.

Further, changes in legislation or regulation imposing reporting obligations on, or limiting emissions of greenhouse
gases from, or otherwise impacting or limiting our equipment and operations or from the vehicles that use our
products could adversely affect demand for those vehicles or require us to incur costs to become compliant with such
regulations.

We are from time to time subject to litigation, which could adversely impact our financial condition or results of
operations.

The nature of our business exposes us to litigation in the ordinary course of our business. We are exposed to potential
product liability and warranty risks that are inherent in the design, manufacture and sale of automotive products, the
failure of which could result in property damage, personal injury or death. Accordingly, individual or class action suits
alleging product liability or warranty claims could result. Although we currently maintain what we believe to be
suitable and adequate product liability insurance in excess of our self-insured amounts, we cannot assure you that we
will be able to maintain such insurance on acceptable terms or that such insurance will provide adequate protection
against potential liabilities. In addition, if any of our products prove to be defective, we may be required to participate
in a recall. A successful claim brought against us in excess of available insurance coverage, if any, or a requirement to
participate in any product recall, could have a material adverse effect on our results of operations or financial
condition. We cannot give assurance that any current or future claims will not adversely affect our cash flows,
financial condition or results of operations.
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Our business involves extensive product development activities leading to the creation of new products. In the case of
new products, there is a risk that wheels under development may not be ready by the start of production ("SOP")
and/or may fail to meet the customer’s specifications. In any such case, warranty or compensation claims might be
raised, or litigation might be commenced, against the company. Moreover, the company could lose its reputation of an
entrepreneur actively developing new and innovative solutions, which in turn could affect the volume of orders,
particularly orders for new designs.

Moreover, there are risks related to civil liability under supply contracts (civil liability clauses in contracts with
customers, contractual risks related to civil liability for causing delay in production launch, etc.). If we fail to ensure
production launch as and when required by the customer, thus jeopardizing production processes at the customer’s
facilities, this could lead to increased costs, giving rise to recourse claims against, or causing loss of orders by the
company. This could also have an adverse effect on our assets, financial condition, results of operations or prospects.
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We may be unable to attract and retain key personnel.

Our success depends, in part, on our ability to attract, hire, train and retain qualified managerial, engineering, sales
and marketing personnel. We face significant competition for these types of employees in our industry. We may be
unsuccessful in attracting and retaining the personnel we require to conduct our operations successfully. In addition,
key personnel may leave us and compete against us. Our success also depends to a significant extent on the continued
service of our senior management team. We may be unsuccessful in replacing key managers who either resign or
retire. The loss of any member of our senior management team or other experienced senior employees could impair
our ability to execute our business plans and strategic initiatives, cause us to lose customers and experience reduced
net sales, or lead to employee morale problems and/or the loss of other key employees. In any such event, our
financial condition, results of operations, internal control over financial reporting or cash flows could be adversely
affected.

Furthermore, in order to remain competitive and retain Uniwheels employees, the company may be forced to increase
its labor costs at a faster pace than it used to do in the past. Labor costs represent a considerable part of the cost of
Uniwheels’ products. Though the workforce is cheaper in Poland than in old EU member states, where Uniwheels has
its core production capacities, the difference should decrease over time as the Polish economy is catching up with the
average of the EU.

If the company fails to attract an adequate number of qualified employees and to retain such employees at salaries
prevailing in the industry and increase labor efficiency and effectiveness (particularly with respect to Uniwheels’
manufacturing and production in Poland and Germany), this may have a material adverse effect on the company’s
assets, financial condition, results of operations or prospects.

We must meet retirement benefit obligations of Uniwheels, which could have an adverse effect on our liquidity.

Uniwheels has retirement benefit obligations resulting from mandatory provisions of law from collective bargaining
agreements and from individual pension promises. Provisions for retirement benefits are calculated with reference to
specific actuarial assumptions, including discount factors, life expectancy and the expected salary-to-pension
adjustment. Should the actual results of such calculations differ from the assumptions, especially as regards discount
rates, the amount of the effective obligation may increase, reducing our profit. This could have an adverse effect on
our assets, financial condition, results of operations or prospects.

We may be unable to maintain effective internal control over financial reporting.

Management is responsible for establishing and maintaining adequate internal control over financial reporting. Many
of our key controls rely on maintaining personnel with an appropriate level of accounting knowledge, experience and
training in the application of U.S. GAAP in order to operate effectively. Material weaknesses or deficiencies may
cause our financial statements to contain material misstatements, unintentional errors or omissions and late filings
with regulatory agencies may occur.

Our share repurchase program may limit our flexibility to pursue other initiatives.

Although our existing cash and funds available under our Senior Secured Credit Facilities are currently adequate to
fund our approved common stock repurchase plan, dedication of our financial resources to the repurchase of
outstanding shares will reduce our liquidity and working capital, which in turn may limit our flexibility to pursue other
initiatives to grow our business or to return capital to our shareholders through other means. After making such
expenditures, a significant change in our business or the economy, or an unexpected decrease in our cash flow for any
reason could result in the need for additional outside financing.
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A disruption in our information technology systems, including a disruption related to cybersecurity, could adversely
affect our financial performance.

A cyber-attack that bypasses our information technology ("IT") security systems causing an IT security breach may
lead to a material disruption of our IT business systems and/or the loss of business information resulting in adverse
consequences to our business, including: an adverse impact on our operations due to the theft, destruction, loss,
misappropriation or release of confidential data or intellectual property, operational or business delays resulting from
the disruption of IT systems and subsequent clean-up and mitigation activities, an inability to timely prepare and file
our financial reports with the SEC and negative publicity resulting in reputation or brand damage with our customers,
partners or industry peers.
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Competitors could copy our products or technologies and we could violate protected intellectual property rights or
trade secrets of its competitors or other third parties.

We register business-related intellectual property rights, such as industrial designs and trademarks, hold licenses and
other agreements covering the use of intellectual property rights, and have taken steps to ensure that its trade secrets
and technological know-how remain confidential. Nevertheless, there is a risk that third parties would attempt to copy,
in full or in part, our products, technologies or industrial designs, or to obtain unauthorized access and use its
company secrets, technological know-how or other protected intellectual property rights. Also, competitors could
successfully develop technologies, products or industrial designs similar to, and thus potentially compete with, us.

Further, there can be no assurance that we will not unknowingly infringe intellectual property rights of our
competitors, such as patents and industrial designs, especially due to the fact that the interpretations of what
constitutes protected intellectual property may differ. Similarly, there is a risk that we will illegitimately use
intellectual property developed by our employees, which is subject in each case to relevant regulations governing
employee-created innovations. If a dispute concerning intellectual property rights arises, in which the relevant court
issues an opinion on the disputed intellectual property rights contrary to us, identifying a breach of intellectual
property rights, we may be required to pay substantial damages or to stop the use of such intellectual property. In
addition, we are exposed to the risk of injunctions being imposed to prevent further infringement, leading to a
decrease in the number of orders.

All these events could have a material adverse effect on our assets, financial condition, results of operations or
prospects.

We may be unable to successfully achieve expected benefits from our joint ventures or acquisitions.

As we continue to expand globally, we have engaged, and may continue to engage, in joint ventures and we may
pursue acquisitions that involve potential risks, including failure to successfully integrate and realize the expected
benefits of such joint ventures or acquisitions. Integrating acquired operations is a significant challenge, and there is
no assurance that we will be able to manage the integrations successfully. Failure to successfully integrate operations
or to realize the expected benefits of such joint ventures or acquisitions may have an adverse impact on our results of
operations and financial condition.

Our financial statements are subject to changes in accounting standards that could adversely impact our profitability or
financial position.

Our consolidated financial statements are subject to the application of U.S. GAAP, which are periodically revised
and/or expanded. Accordingly, from time to time, we are required to adopt new or revised accounting standards issued
by recognized authoritative bodies, including the FASB. Recently, accounting standard setters issued new guidance
which further interprets or seeks to revise accounting pronouncements related to revenue recognition and lease
accounting as well as to issue new standards expanding disclosures. The impact of accounting pronouncements that
have been issued but not yet implemented is disclosed in our annual and quarterly reports on Form 10-K and Form
10-Q. An assessment of proposed standards is not provided, as such proposals are subject to change through the
exposure process and, therefore, their effects on our consolidated financial statements cannot be meaningfully
assessed. It is possible that future accounting standards we are required to adopt could change the current accounting
treatment that we apply to our consolidated financial statements and that such changes could have a material adverse
effect on our reported results of operations and financial position.

Unanticipated changes in our effective tax rate, the adoption of new tax legislation or exposure to additional income
tax liabilities could adversely affect our profitability.
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We are subject to income taxes in the U.S., Mexico, Germany, Poland and other international jurisdictions. Our
income tax provision and cash tax liability in the future could be adversely affected by changes in the distribution of
earnings in countries with differing statutory tax rates, changes in the valuation of deferred tax assets and liabilities,
changes in tax laws and the discovery of new information in the course of our tax return preparation process. We are
also subject to ongoing tax audits. These audits can involve complex issues, which may require an extended period of
time to resolve and can be highly judgmental. Tax authorities may disagree with certain tax reporting positions taken
by us and, as a result, assess additional taxes against us. We regularly assess the likely outcomes of these audits in
order to determine the appropriateness of our tax provision.

We may be exposed to tax risks regarding the elimination of tax loss carry-forwards in connection with changes of
Uniwheels’ shareholder structure.

As of June 25, 2017, Uniwheels, as head of the German tax group (Organschaft), had substantial tax loss
carry-forwards.
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As a matter of principle, if more than 50% of the shares or voting rights in Uniwheels are directly or indirectly
transferred to one purchaser (or a group of related purchasers or purchasers with aligned interests) or a similar transfer
occurs within a five year period, all existing tax loss carry-forwards and current year’s tax losses are canceled and may
not be used anymore to offset taxable income. There are exceptions from these tax loss cancellation rules for certain
intragroup share transfers, if and to the extent the entity’s transferred business assets contain built-in gains subject to
taxation in Germany, as well as if and to the extent continuation bound loss carry-forwards apply. These tax
cancellation rules may be subject to changes with retrospective effect and/or future changes, in particular, as a
consequence of a recent decision by the German Federal Constitutional Court (Bundesverfassungsgericht - BverfG).

Since the 50% threshold is met by the Acquisition, the tax loss carry-forwards may be utilized in the future only in the
amount of the value of the relevant built-in gains. In case of entering into a DPLTA between Acquisition Sub and
Uniwheels, a new German tax group (Organschaft) will be established which cannot use the tax loss carry-forwards of
the existing Uniwheels tax group. In case of an upstream merger of Uniwheels into Acquisition Sub, we will lose all
tax loss carry-forwards in any event. This might have a material adverse effect on our assets, financial condition,
results of operation or prospects.

We may fail to comply with conditions of the state tax incentive programs in Poland.

We have three production plants in a special economic zone, Tanobrzeska Specjalna Strefa Ekonomiczna Euro-Park
Wislosan in Stalowa Wola, Poland. Uniwheels was granted seven permits to operate in such special economic zone,
which allows us to benefit from Polish state tax incentives. The permits require certain conditions to be met, which
include increasing the number of employees, keeping the number of employees at such level and incurring respective
capital expenditures. In addition, particular permits indicate deadlines for completion of respective stages of
investments. For three of the seven permits, conditions have already been fulfilled. As of June 25, 2017, Uniwheels
recognized substantial deferred tax assets based on expected taxable results over a four-year planning horizon. The tax
subsidies are limited to 2017 (for three permits) and 2026 (for four permits). If we do not fulfill the conditions
required by the permits, the permits might be withdrawn and we would no longer benefit from state tax incentives,
which may impact our assets, financial condition, results of operations or prospects in a material way. Furthermore,
under current Polish regulations, special economic zones are scheduled to cease to exist in 2026.

We are currently unable to fully deduct interest charges on Uniwheels’ indebtedness.

The interest deduction barrier (Zinsschranke) limits the tax deductibility of interest expenses for a German business. If
no exception to the interest deduction barrier applies, the net interest expense (interest expense less interest income) is
deductible up to 30% of the taxable EBITDA (verrechenbares EBITDA) taxable in Germany in a given financial year.
For these purposes, all businesses of a German tax group (Organschaft) are treated as one single business.
Non-deductible interest expenses can be carried forward. Interest carry-forwards are subject to the same tax
cancellation rules as tax loss carry-forwards (please see “We may be exposed to tax risks regarding the elimination of
tax loss carry-forwards in connection with changes of Uniwheels’ shareholder structure”). Whenever interest expenses
are not deductible or if an interest carry-forward is lost, the tax burden in future assessment periods could rise, which
might have alone, or in combination, a material adverse effect on our assets, financial condition, results of operation
or prospects.

We may be exposed to risks related to existing and future profit and loss transfer agreements executed with German
subsidiaries of Uniwheels.

Uniwheels has concluded profit and loss transfer agreements with each of its German group entities. Accordingly,
these subsidiaries are required to transfer all “profits” of the year to Uniwheels, and Uniwheels is required to
compensate their losses to the extent such losses are not balanced by a permitted release of retained earnings.
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Uniwheels has compensated considerable losses generated by its German subsidiaries in the past and expects to
continue to do so in the future. Future compensation of losses generated by its subsidiaries could have a material
adverse effect on our assets, financial condition and results of operation.

Furthermore, profit and loss transfer agreements are one of the pre-requisites of the taxation of Uniwheels and its
German subsidiaries as a German tax group. For tax purposes, a profit and loss transfer agreement must have a
contract term for a minimum of five years. In addition, such agreement must be fully executed. If a profit and loss
transfer agreement or its actual execution does not meet the prerequisites for the taxation as a German tax group,
Uniwheels and each subsidiary are taxed on their own income (and under certain circumstances even with
retrospective effect). Additionally, 5% of dividends from the subsidiary to Uniwheels would be regarded as
non-deductible expenses at the Uniwheels level. Furthermore, the compensation of a loss of a subsidiary would be
regarded as contribution by Uniwheels into the subsidiary and thus, would not directly reduce Uniwheels’ profits. As a
consequence, if the profit and loss transfer agreements do not meet the prerequisites of a German tax group, this could
have a material adverse effect on our assets, financial condition, results of operations or prospects.

48

Edgar Filing: SUPERIOR INDUSTRIES INTERNATIONAL INC - Form 10-Q

86



Table of Contents

We may not have the ability to use cash to settle the principal amount of the Notes upon redemption or to repurchase
the Notes upon a fundamental change, which could adversely affect our financial condition.

The Notes are redeemable any time on or after June 15, 2020 at a redemption price set forth in the Indenture. In
addition, the company may redeem some or all of the Notes prior to June 15, 2020 at a price equal to 100.0% of the
principal amount thereof plus a “make-whole” premium and accrued and unpaid interest, if any, to, but not including,
the redemption date. Prior to June 15, 2020, the company may redeem up to 40% of the aggregate principal amount of
the Notes using the proceeds of certain equity offerings at the redemption price set forth in the Indenture. If the
company experiences a change of control or sells certain assets, the company may be required to offer to purchase the
Notes from holders. If we do not have adequate cash available or cannot obtain additional financing, or our use of cash
is restricted by applicable law, regulations or agreements governing our current or future indebtedness, we may not be
able to repurchase the Notes when required under the Indenture, which would constitute an event of default under the
Indenture. An event of default under the Indenture could also lead to a default under other agreements governing our
current and future indebtedness, and if the repayment of such other indebtedness were accelerated, we may not have
sufficient funds to repay the indebtedness and repurchase the Notes or make cash payments upon conversion of the
Notes.

The terms of the Notes could delay or prevent an attempt to take over our company.

The terms of the Notes require us to repurchase the Notes in the event of a fundamental change. A takeover of our
company would constitute a fundamental change. This could have the effect of delaying or preventing a takeover of
our company that may otherwise be beneficial to our stockholders.

Risks related to the acquisition

Failure to successfully integrate the Uniwheels business, and the additional indebtedness incurred to finance the
Acquisition, could adversely impact our stock price and future business and results of operations.

The integration of the Uniwheels business into our operations will be a complex and time-consuming process that may
not be successful. The company has a limited history of integrating a significant acquisition into its business and the
process of integration may produce unforeseen operating difficulties and expenditures for management. The primary
areas of focus for successfully combining the business of Uniwheels with our operations may include, among others:
retaining and integrating management and other key employees; realizing overall improvement in the design,
engineering, start-up and production of wheel programs; aligning customer interface across the combined business;
integrating information, communications and other systems; and managing the growth of the combined company.

Even if we successfully integrate the business of Uniwheels into our operations, there can be no assurance that we will
realize the anticipated benefits. We are seeking to acquire Uniwheels with the expectation that the Acquisition will
result in various benefits for the combined company including, among others, business growth opportunities and both
operational and administrative synergies. Increased competition and/or deterioration in business conditions may limit
our ability to expand this business. As such, we may not be able to realize the synergies, goodwill, business
opportunities and growth prospects anticipated in connection with the Acquisition.

We are expected to incur substantial expenses related to the integration of Uniwheels.

There are a large number of processes, policies, procedures, operations, technologies and systems that must be
integrated, including purchasing, accounting and finance, sales, billing, payroll, manufacturing, marketing and
employee benefits. While we expect to incur integration and restructuring costs and other costs incurred to execute the
transaction following completion of the Acquisition that currently are estimated to range between $[6.0] million and
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$[8.0] million, many of the expenses that will be incurred, especially with respect to manufacturing operations are, by
their nature, difficult to estimate accurately. These expenses could, particularly in the near term, exceed the savings
that we expect to achieve from elimination of duplicative expenses and the realization of economies of scale and cost
savings. Although we expect that the realization of efficiencies related to the integration of the businesses will offset
incremental transaction, Acquisition-related and restructuring costs over time, we cannot give any assurance that this
net benefit will be achieved in the near term, or at all.

The Acquisition could have an adverse effect on our business, financial condition, results of operations or business
prospects.

The Acquisition could disrupt our businesses in the following ways, among others:

•
the attention of management may be directed towards the completion of the Acquisition and other transaction-related
considerations and may be diverted from the day-to-day business operations of Superior and/or Uniwheels, as
applicable,
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and matters related to the Acquisition may require commitments of time and resources that could otherwise have been
devoted to other opportunities that might have been beneficial to us, as applicable;

•our employees may experience uncertainty regarding their future roles in the combined company, which mightadversely affect our ability to retain, recruit and motivate key personnel; and

•

customers, suppliers and other third parties with business relationships with Superior and/or Uniwheels may decide
not to renew or may decide to seek to terminate, change and/or renegotiate their relationships with Superior and/or
Uniwheels as a result of the Acquisition, whether pursuant to the terms of their existing agreements with Superior
and/or Uniwheels or otherwise.

Any of these matters could adversely affect our business, harm our financial condition, results of operations or
business prospects.

Item 2.  Unregistered Sales of Equity Securities and Use of Proceeds

Not Applicable
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Item 6.  Exhibits

3.1
Certificate of Designations, Preferences and Rights of Series A Perpetual Convertible Preferred Stock and Series
B Perpetual Preferred Stock of Superior Industries International, Inc. (incorporated by reference to Exhibit 3.1 to
the Registrant's Form 8-K filed on May 26, 2017).

4.1

Indenture, dated as of June 15, 2017, among Superior Industries International, Inc., the subsidiaries of Superior
identified therein, The Bank of New York Mellon SA/NV, Luxembourg Branch, as registrar and transfer agent
and The Bank of New York Mellon acting through its London Branch, as Trustee (incorporated by reference to
Exhibit 4.1 to the Registrant's Form 8-K filed on June 20, 2017).

10.1Offer Letter of Employment, dated April 18, 2017, between Superior Industries International Inc. and NadeemMoiz (filed herewith). *

10.2
Investor Rights Agreement, dated as of May 22, 2017, by and between Superior Industries International, Inc. and
TPG Growth III Sidewall, L.P. (incorporated by reference to Exhibit 10.1 to the Registrant's Form 8-K filed on
May 26, 2017).

10.3
First Amendment to Credit Agreement, dated May 23, 2017, among Superior Industries International, Inc., the
Subsidiaries of Superior identified therein, Citibank, N.A. as Administrative Agent, and the Lenders party thereto
(incorporated by reference to Exhibit 10.1 to the Registrant's Form 8-K filed on June 20, 2017).

10.4
Second Amendment to Credit Agreement, dated May 31, 2017, among Superior Industries International, Inc., the
Subsidiaries of Superior identified therein, Citibank, N.A. as Administrative Agent, and the Lenders party thereto
(incorporated by reference to Exhibit 10.2 to the Registrant's Form 8-K filed on June 20, 2017).

10.5
Third Amendment to Credit Agreement, dated June 15, 2017, among Superior Industries International, Inc., the
Subsidiaries of Superior identified therein, Citibank, N.A. as Administrative Agent, and the Lenders party thereto
(incorporated by reference to Exhibit 10.3 to the Registrant's Form 8-K filed on June 20, 2017).

10.6Separation Agreement, dated June 30, 2017, between Superior Industries International, Inc. and Kerry Shiba(incorporated by reference to Exhibit 10.1 to the Registrant's Form 8-K filed on June 30, 2017). *

31.1
Certification of Donald J. Stebbins, Chief Executive Officer and President, Pursuant to Exchange Act Rules
13a-14(a) and 15d-14(a), as Adopted Pursuant to Section 302(a) of the Sarbanes-Oxley Act of 2002 (filed
herewith).

31.2
Certification of Nadeem Moiz, Executive Vice President and Chief Financial Officer, Pursuant to Exchange Act
Rules 13a-14(a) and 15d-14(a), as Adopted Pursuant to Section 302(a) of the Sarbanes-Oxley Act of 2002 (filed
herewith).

32.1
Certification of Donald J. Stebbins, Chief Executive Officer and President, and Nadeem Moiz, Executive Vice
President and Chief Financial Officer, Pursuant to 18 U.S.C. Section 1350, as Adopted Pursuant to Section 906 of
the Sarbanes-Oxley Act of 2002 (furnished herewith).

101 Interactive data file (furnished electronically herewith pursuant to Rule 406T of Regulation S-T).

* Indicates management contract or compensatory plan or arrangement.

51

Edgar Filing: SUPERIOR INDUSTRIES INTERNATIONAL INC - Form 10-Q

90



Table of Contents

SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be
signed on its behalf by the undersigned thereunto duly authorized.

SUPERIOR INDUSTRIES INTERNATIONAL, INC.
(Registrant)

Date:August 4, 2017 /s/ Donald J. Stebbins
Donald J. Stebbins
Chief Executive Officer and President

Date:August 4, 2017 /s/ Nadeem Moiz
Nadeem Moiz
Executive Vice President and Chief Financial Officer
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