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Trade Challenges are rising — nearshoring or
‘friendshoring’ are becoming more important in many
instances

Regional Trade Blocs are supplanting
or replacing former ‘go big’ plans for
FTA's

Western banking sanctions are making
even the contemplation of a relationship in
many parts of the world problematic

Concerns over liability for unknowingly
doing business with sanctioned
countries and sanctioned individuals are
critical to constantly review for any
company

More and more, many executives are asking the question as
to whether seeking customers — or suppliers — in many parts
of the world are ‘worth it' — and whether supply chains should
be ‘brought home — or at least closer to ‘home’




ESG Rules — and future reporting — are making
nearshoring more attractive?

« CBAM - Cross Border Adjustment
Measurement

The potential reporting on this is

huge. The first reporting was for

4Q2024 and it has been reporting

compliance with the reporting by

I%Jg/opean importers was less than
o

i * Labor impacts of ESG policies —

ESG can frequently have a complex
impact from a labor standpoint with
increased costs on local manufacturers
and the potential for less jobs (or even
plant closures)

« EUDR — EU Deforestration-Free
Product reporting — imports of many
wood and wood derivative products
are some to more supply chain
reporting and verification restrictions
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Regional Prohibitions are changing constantly -
Supply Chain Resiliency

The Biden Administration recently
announced various supply chain
resiliency actions

* The creation of the Council on
Supply Chain Resilience

e Use of the Defense Production Act
to make more essential medicines
in America and mitigate drug
shortages

* New cross-governmental supply
chain data-sharing capabilities

* New ‘investment’ in critical supply
chains such as the clean energy,
food and defense base

* Launch of the quadrennial supply
chain review

 New Resilience Center and
tabletop exercises for supply chain
disruptions




The challenges of ‘Proving a Negative’ with complex -
and growing - supply chain reporting requirements

Regional Embargoes and Sanctions
present another challenge

UFLPA empowers CBP to seize goods
‘suspected’ of originating from Xingjiang

Customs and Border Protection Impounds Thousands of Volkswagen Vehicles

On February 14, 2024, it was reported that U.S. Customs and Border Protection (“CBP”) had
impounded thousands of Volkswagen Group’s (“Volkswagen”) Bentley, Porsche, and Audi
vehicles under the Uyghur Forced Labor Prevention Act (“UFLPA”). These actions were
apparently taken after Volkswagen discovered and voluntarily disclosed to CBP that the
vehicles contained a small electronic subcomponent that came from a region in “western
China” presumed fo be the Xinjiang Uyghur Autonomous Region (“XUAR"). According fo the
Financial Times, citing two infernal sources with knowledge of the matter, Volkswagen was not
aware of the origin of this electronic subcomponent, said to be “sourced by an indirect supplier
further down its supply chain, until the supplier alerted it to the issue.” Volkswagen stated that
the company is taking all “allegations of infringements of human rights very seriously, both
within the company and in the supply chain” and that the subcomponent at issue is in the
process of being replaced.

https://foleyhoag.com/news-and-insights/publications/alerts-and-
updates/2024/february/cbp-begins-long-awaited-enforcement-action-
against-auto-industry-under-uflpa-impounds-thousands/

Uzbekistan's Commercial Ties With
Russia Draw EU Sanctions

By Eurasianet - Jun 27, 2023, 12:30 PM CDT
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UFLPA Action Flow for Importers

Has CBP taken an enforcement action under the UFLPA?

'y T

Yes No
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Import falls within the CBP will release the
scope of the UFLPA shipments** assuming
otherwise compliant

l with U.S. laws

Importer may make an
exception request

l

Providing information® to
CBP that the imported
goods and their inputs are
sourced completely from
outside Xinjiang and have no
connection to
the UFLPA Entity List

* Assuming otherwise compliant with ULS. laws
** Providing the information in English will make CBP's review more efficient




Step One -
Understanding what is S
most critical and cannot -
be easily resourced r




Step Two — Objectively
understand the risks of the
current political market in both

your supplier's countries as well . S
as the market your customers - T e

are selling into.




Potential Solution - Shorten Supply Chains

Stay at Home — or at least close to it —
find suppliers that are closer to your
points of operation and have transport
means less likely to be subject to
‘disruptions’

Understand where the most strategic suppliers
are, preferably with an objective rating system

Failure Mode and Effects Analysis (FMEA) can be a very effective means of
understanding where potential issues are and what impact that they would
have on a firm’s supply chain

Know your borders, know your ports, know your shipping means,
know your INCOTERMS, know your risks




Potential Solution - Perform Analysis on Higher Risks

As already stated, Failure Mode and Effects Analysis (FMEA) can also be used
to identify which suppliers are the most critical within certain regions and/or

countries

For suppliers that carry a higher FMEA analysis, relative costs of relocated
them (or at least finding reasonable alternatives) should be prioritized over
other suppliers that are located in the same problematic area.

FMEA analysis should also be utilized on
not just a country basis — but also on
more problematic regions within a country
if circumstances warrant it.

Lower (or divest) investments in regions
countries that might be ‘problematic’ in case
of conflict and/or governments seeking
restitutions

Recalculate RPN

FMEA Process ZF ake Actioflon High Priority RPNs

* Rank Severity

__—¥" List Failure Modes and Effects

*® Assemble the Team




Potential Solution - Maximize Scarce Resources

The skills sets and resources necessary to find reasonable alternatives to current
suppliers who have been identified as ‘high risk’ using FMEA are likely to be a
scarce commodity

The impact of scarce resources is to be even
more keenly felt in regions/countries that are
being looked at as alternatives

Depending on where they are located —
especially if they are currently located in a
problematic area — the enthusiasm to assist in the
process of changing sourcing regions might not
be reliable

This ‘lack of enthusiasm’ might extend to governmental concerns as
well restricting relocating capital equipment (i.e. tooling) and other
resources located in an area that is becoming riskier to source from




The Mexican Case: Why Mexico?

Advantages of Nearshoring

Geographical location of Mexico: Mexico has 117 seaports, 45
international airports, 27,000 km of railways, and 172,000 km of highways
for transportation and logistics. shipments from Mexico can reach all
regions of the USA within a period of one-to-four days.

Skilled workforce: Universities across the country are focusing the new
careers to the needs of businesses.

Tax and trade advantages: INMEX is a program that allows
manufacturing companies to be exempted of the 16% Value Added Tax
(VAT) or the General Imports Tax on temporarily imported goods and
materials.




The Mexican Case: Opportunities for Companies

« Proximity to the US: Shipments from Mexico can reach all regions of
the U.S. within a period of one-to-four days. This undoubtedly leads to
lower transportation costs and a shorter duration for products to
reach the US market.

« Time zone alignment: Operating from Mexico enables companies to
synchronize their teams within the same time zone, and this will
facilitate communication, a will eliminate scheduling inconveniences.

« Access to a larger consumer base: Relocating to Mexico will allow
companies to enter into the Mexican consumer base for various
products and services.

« Reduced operational costs: Labor costs in Mexico are lower and it
helps to make cost-effective manufacturing.

- Diversification of supply chains: Establishing operations in Mexico
diversifies supply chains and reduces de dependency on a single
location and enables to create relationships with Mexican partners
and suppliers.




The Mexican Case: Real Estate Opportunities

« Industrial parks availability has been considerably reduced, going
from a 6-7% to a mere 2% in 2022; today, many areas have an
availability of nearly 0%. The latest reports show that demand has
greatly exceeded the offer. The total occupancy of industrial parks
(in m2) increased by 18% on Q32023, it is safe to assume that this
trend will continue in the following years.

« Several cities have turned into unmissable opportunities for housing
development projects due to the massive quantity of workers who
are coming, from other parts of Mexico and abroad, to fulfill the labor
demand of the newly relocated plants.

« Where housing is needed, other facilities will be required too: roads,
green areas, commercial centers and leisure spaces, schools,
healthcare, supermarkets, etc, creating a fertile space for the
construction & real estate sectors, which shall ensure that these
necessities are met as soon as possible, since companies will not
cease to arrive.

« The construction and development of industrial space in Mexico has
witnessed a boost during 2022 due to the Free Trade Agreement
entered into by and between Mexico, the U.S.,, and Canada
(USMCA); such agreement promotes the arrival of new global
investments and nearshoring opportunities (includes trade, IP, and FDI
protection sections, among others).
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The Mexican Case: Key Regions

The main regions where the industries are located are the Bajio and the
Northern regions of Mexico.

* Northern States have great accessibility and connectivity (common
time zones) with the US. In addition, there is the necessary
infrastructure to reach the border quickly.

The Bajio Region has ideal connectivity to both the northern and
southern regions of the country.

N @
"‘”“g“ In the last 24 months, at least 50 enterprises have evaluated possible

investments by locating their manufacturing facilities in the northern
border states.

Even though the Northern and Bajio regions remain the primary locations
for the establishment of new industries, the south of Mexico, such as
Mérida in the Yucatan peninsula, is emerging thanks to the Isthmus
corridor project, which will be completed this year.

The state of Nuevo Leon is, after Mexico City, the state which attract the
most FDI in the country. An illustration of this can be found on the recent
announcement by Tesla, which will build its biggest Gigafactory in Nuevo
Leon. The news has led many of the companies that supply auto parts for
Tesla, to try and relocate their facilities to the region as well.
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