MANAGEMENT DISCUSSION AND ANALYSIS
OF OPERATING RESULTS AND FINANCIAL POSITION

For the Year ended December 31, 2019

The following management discussion and analysis (“MD&A”) was prepared as of March 5, 2020 and should be read in conjunction with
the Company’s audited consolidated financial statements (“consolidated financial statements”) for the year ended December 31, 2019
together with the notes thereto. All amounts in this MD&A are in Canadian dollars, unless otherwise stated; and all tabular amounts are
in thousands of Canadian dollars, except earnings per share and number of shares. Additional information about the Company, including
the Company’s Annual Information Form for the year ended December 31, 2019, can be found at www.sedar.com.

OVERVIEW

Martinrea International Inc. (TSX:MRE) (“Martinrea” or the “Company”) is a diversified and global automotive supplier engaged in the
design, development and manufacturing of highly engineered, value-added Lightweight Structures and Propulsion Systems. Martinrea
currently employs approximately 17,000 skilled and motivated people in 57 locations (including sales and engineering centers) in Canada,
the United States, Mexico, Brazil, Germany, Spain, Slovakia, China, Japan and South Africa.

Martinrea’s vision is making lives better by being the best supplier we can be in the products we make and the services we provide. The
Company’s mission is to make people’s lives better by: delivering outstanding quality products and services to our customers; providing
meaningful opportunity, job satisfaction, and job security for our people; providing superior long-term investment returns to our
stakeholders; and being positive contributors to our communities.

Results of operations may include certain unusual and other items which have been separately disclosed, where appropriate, in order to
provide a clear assessment of the underlying Company results. In addition to IFRS measures, management uses non-IFRS measures
in the Company’s disclosures that it believes provide the most appropriate basis on which to evaluate the Company’s results.

OVERALL RESULTS

The following tables set out certain highlights of the Company’s performance for the three months and fiscal years ended December 31,
2019 and 2018. Refer to the Company’s consolidated financial statements for the year ended December 31, 2019 for a detailed account
of the Company’s performance for the periods presented in the table below.

Year ended Year ended

December 31, 2019 December 31,2018  $ Change % Change
Sales $ 3,863,659 $ 3,662,900 200,759 5.5%
Gross Margin 586,101 556,161 29,940 5.4%
Operating Income 265,837 276,472 (10,635) (3.8%)
Net Income for the period 181,221 185,883 (4,662) (2.5%)
Net Earnings per Share - Basic $ 220 $ 215 0.05 2.3%
Net Earnings per Share - Diluted $ 219 § 2.14 0.05 2.3%
Non-IFRS Measures*
Adjusted Operating Income $ 288,305 $ 283,981 4,324 1.5%
% of Sales 7.5% 7.8%
Adjusted EBITDA 504,555 461,223 43,332 9.4%
% of Sales 13.1% 12.6%
Adjusted Net Income 187,687 193,166 (5,479) (2.8%)
Adjusted Net Earnings per Share - Basic $ 228 $ 2.23 0.05 2.2%
Adjusted Net Earnings per Share - Diluted $ 227 $ 2.22 0.05 2.3%
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Three months Three months
ended December ended December

31,2019 31,2018 $ Change % Change
Sales $ 917,581 § 926,154 (8,573) (0.9%)
Cost of sales (excluding depreciation) (737,040) (751,605) 14,565 (1.9%)
Depreciation of property, plant and equipment and right-of-use
assets (production) (50,620) (39,982) (10,638) 26.6%
Gross Margin 129,921 134,567 (4,646) (3.5%)
Research and development costs (9,876) (7,189) (2,687) 37.4%
Selling, general and administrative (63,659) (58,363) (5,296) 9.1%
Depreciation of property, plant and equipment and right-of-use
assets (non-production) (3,770) (2,971) (799) 26.9%
Amortization of customer contracts and relationships (513) (535) 22 (4.1%)
Loss on disposal of property, plant and equipment (274) (93) (181) 194.6%
Impairment of assets - (5,436) 5,436 (100.0%)
Restructuring costs - (2,073) 2,073 (100.0%)
Operating Income $ 51,829 $ 57,907 (6,078) (10.5%)
Share of loss of an associate (679) - (679) (100.0%)
Finance expense (8,912) (7,013) (1,899) 27.1%
Other finance income (expense) 583 (389) 972 (249.9%)
Income before income taxes $ 42,821 $ 50,505 (7,684) (15.2%)
Income tax expense 8,332 (12,689) 21,021 (165.7%)
Net Income for the period 51,153 37,816 13,337 35.3%
Net Earnings per Share - Basic and Diluted $ 0.63 $ 0.44 0.19 43.2%
Non-IFRS Measures*
Adjusted Operating Income $ 51,829 $ 65,416 (13,587) (20.8%)
% of sales 5.6% 71%
Adjusted EBITDA 110,534 111,785 (1,251) (1.1%)
% of sales 12.0% 121%
Adjusted Net Income 33,834 43,840 (10,006) (22.8%)
Adjusted Net Earnings per Share - Basic and Diluted $ 042 $ 0.51 (0.09) (17.6%)

*Non-IFRS Measures

The Company prepares its consolidated financial statements in accordance with International Financial Reporting Standards (“IFRS”).
However, the Company considers certain non-IFRS financial measures as useful additional information in measuring the financial
performance and condition of the Company. These measures, which the Company believes are widely used by investors, securities
analysts and other interested parties in evaluating the Company’s performance, do not have a standardized meaning prescribed by IFRS
and therefore may not be comparable to similarly titled measures presented by other publicly traded companies, nor should they be
construed as an alternative to financial measures determined in accordance with IFRS. Non-IFRS measures include “Adjusted Net
Income”, “Adjusted Net Earnings per Share (on a basic and diluted basis)”, “Adjusted Operating Income”, "Adjusted EBITDA”, “Free Cash
Flow” and “Net Debt”.

Impact of the Adoption of IFRS 16, Leases

Effective January 1, 2019, the Company adopted the new accounting standard, IFRS 16, Leases (“IFRS 16”). In adopting the new
standard, the Company used the modified retrospective approach which involves recognizing transitional adjustments in opening retained
earnings, if any, on the date of initial application without restating comparative prior periods. As such, 2018 prior year comparatives have
not been restated.

The adoption of the new standard resulted in the recognition of lease liabilities of $228.6 million and right-of-use assets of $223.8 million,
net of accrued liabilities related to the leases of $4.8 million, recognized as at January 1, 2019 in the consolidated balance sheet. From
an earnings perspective, while timing differences may exist, the new standard results in a decrease in operating rent expense essentially
replaced by increases in finance and depreciation expenses as recognized in the consolidated statement of operations. As such, the
adoption of IFRS 16 did not have a significant impact on the Company’s operating results and the financial metrics for the three months
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and fiscal year ended December 31, 2019 outlined above other than “Adjusted EBITDA”. The adoption of IFRS 16 contributed
approximately 8% of the year-over-year change in Adjusted EBITDA due to the recognition of depreciation expense on right-of-use assets,
in lieu of operating rent expense, as required by the new standard. The adoption of the new standard is further explained in “Recently
adopted accounting standards and policies” in this MD&A and note 2(t)(i) of the consolidated financial statements for the year ended
December 31, 2019.

The following tables provide a reconciliation of IFRS “Net Income” to Non-IFRS “Adjusted Net Income”, “Adjusted Operating Income” and
“Adjusted EBITDA”.

Three months ended Three months ended
December 31, 2019 December 31, 2018

Net Income $ 51,153 $ 37,816
Unusual and Other Items (after-tax)* (17,319) 6,024
Adjusted Net Income $ 33,834 $ 43,840
Year ended Year ended

December 31, 2019 December 31, 2018
Net Income $ 181,221 $ 185,883
Unusual and Other Items (after-tax)* 6,466 7,283
Adjusted Net Income $ 187,687 $ 193,166

*Unusual and other items are explained in the "Adjustments to Net Income" section of this MD&A

Three months ended Three months ended
December 31, 2019 December 31, 2018

Net Income $ 51,153 $ 37,816
Income tax expense (8,332) 12,689
Other finance income - excluding Unusual and Other Items* (595) (59)
Share of loss of an associate 679 -
Finance expense 8,912 7,013
Unusual and Other Items (before-tax)* 12 7,957
Adjusted Operating Income $ 51,829 $ 65,416
Depreciation of property, plant and equipment and right-of-use assets 54,390 42,953
Amortization of intangible assets 4,041 3,323
Loss on disposal of property, plant and equipment 274 93
Adjusted EBITDA $ 110,534 $ 111,785
Year ended Year ended
December 31, 2019 December 31, 2018
Net Income $ 181,221 $ 185,883
Income tax expense 43,824 60,943
Other finance expense - excluding Unusual and Other Items* 535 401
Share of loss of an associate 2,009 -
Finance expense 37,997 27,358
Unusual and Other Items (before-tax)* 22,719 9,396
Adjusted Operating Income $ 288,305 $ 283,981
Depreciation of property, plant and equipment and right-of-use assets 201,321 163,298
Amortization of intangible assets 15,861 13,482
Loss (gain) on disposal of property, plant and equipment (932) 462
Adjusted EBITDA $ 504,555 $ 461,223

*Unusual and other items are explained in the "Adjustments to Net Income" section of this MD&A

The year-over-year changes in significant accounts and financial highlights are discussed in detail in the sections below.
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SALES

Three months ended December 31, 2019 to three months ended December 31, 2018 comparison

Three months ended Three months ended
December 31, 2019 December 31, 2018 $ Change % Change
North America $ 720,185 $ 735,876 (15,691) (2.1%)
Europe 158,389 167,533 (9,144) (5.5%)
Rest of the World 41,144 27,571 13,573 49.2%
Eliminations (2,137) (4,826) 2,689 (55.7%)
Total Sales $ 917,581 § 926,154 (8,573) (0.9%)

The Company’s consolidated sales for the fourth quarter of 2019 decreased by $8.6 million or 0.9% to $917.6 million as compared to
$926.2 million for the fourth quarter of 2018. The total decrease in sales was driven by year-over-year decreases in the North America
and Europe operating segments, partially offset by an increase in the Rest of the World.

Sales for the fourth quarter of 2019 in the Company’s North America operating segment decreased by $15.7 million or 2.1% to $720.2
million from $735.9 million for the fourth quarter of 2018. The decrease was due to the impact of the United Auto Workers (UAW) strike
at General Motors in the United States, which began on September 16, 2019 and ended at the end of October, negatively impacting
production sales for the fourth quarter by approximately $65.0 million across several platforms; and lower year-over-year OEM production
volumes on certain light-vehicle platforms, in particular the Ford Escape, Ford Fusion, and programs that ended production during or
subsequent to the fourth quarter of 2018. These negative factors were partially offset by the launch of new programs during or subsequent
to the fourth quarter of 2018, including the next generation GM Silverado/Sierra, RAM pick-up trucks, the new Chevrolet Blazer and the
Mercedes A-class vehicle platform; an increase in tooling sales of $40.1 million, which are typically dependent on the timing of tooling
construction and acceptance by the customer; and the impact of foreign exchange on the translation of U.S. dollar-denominated
production sales, which had a positive impact on overall sales for the fourth quarter of 2019 of approximately $6.0 million as compared
to the fourth quarter of 2018.

Sales for the fourth quarter of 2019 in the Company’s Europe operating segment decreased by $9.1 million or 5.5% to $158.4 million from
$167.5 million for the fourth quarter of 2018. The decrease can be attributed to lower year-over-year production volumes on certain light-
vehicle platforms, in particular with Daimler and Jaguar Land Rover, and including programs that ended production during or subsequent
to the fourth quarter of 2018; and a $4.1 million negative foreign exchange impact from the translation of Euro-denominated production
sales as compared to the fourth quarter of 2018. These negative factors were partially offset by the launch of new programs during or
subsequent to the fourth quarter of 2018, including new aluminum engine blocks for Ford, Jaguar Land Rover and Volvo, and an aluminum
transmission for Volkswagen; and a $1.7 million increase in tooling sales.

Sales for the fourth quarter of 2019 in the Company’s Rest of the World operating segment increased by $13.6 million or 49.2% to $41.1
million from $27.6 million in the fourth quarter of 2018. The increase was due to higher year-over-year production volumes on the Cadillac
CT6 vehicle platform in China; the ramp up of new aluminum structural components work for Jaguar Land Rover in China; and a $3.6
million increase in tooling sales. These positive factors were partially offset by lower year-over-year production sales in the Company’s
operating facility in Brazil; and a $0.7 million negative foreign exchange impact from the translation of foreign-denominated production
sales as compared to the fourth quarter of 2018.

Overall tooling sales increased by $45.4 million to $130.6 million for the fourth quarter of 2019 from $85.2 million for the fourth quarter of
2018.

Year ended December 31, 2019 to year ended December 31, 2018 comparison

Year ended Year ended
December 31, 2019 December 31, 2018 $ Change % Change
North America $ 3,066,352 $ 2,827,527 238,825 8.4%
Europe 672,131 713,861 (41,730) (5.8%)
Rest of the World 132,670 135,322 (2,652) (2.0%)
Eliminations (7,494) (13,810) 6,316 (45.7%)
Total Sales $ 3,863,659 $ 3,662,900 200,759 5.5%
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The Company’s consolidated sales for the year ended December 31, 2019 increased by $200.8 million or 5.5% to $3,863.7 million as
compared to $3,662.9 million for the year ended December 31, 2018. The total increase in sales was driven by an increase in the North
America operating segment, partially offset by year-over-year decreases in sales in Europe and the Rest of the World.

Sales for the year ended December 31, 2019 in the Company’s North America operating segment increased by $238.8 million or 8.4%
to $3,066.4 million from $2,827.5 million for the year ended December 31, 2018. The increase was due to the launch of new programs
during or subsequent to the year ended December 31, 2018, including the next generation GM Silverado/Sierra, RAM pick-up trucks, the
new Chevrolet Blazer, and the Mercedes A-class vehicle platform; an increase in tooling sales of $139.8 million, which are typically
dependent on the timing of tooling construction and acceptance by the customer; and the impact of foreign exchange on the translation
of U.S. dollar-denominated production sales, which had a positive impact on overall sales for the year ended December 31, 2019 of
approximately $68.6 million as compared to the corresponding period of 2018. These positive factors were partially offset by lower year-
over-year OEM production volumes on certain light-vehicle platforms, including the Ford Escape, Jeep Wrangler and certain Nissan
platforms, and programs that ended production during or subsequent to the year ended December 31, 2018. The UAW strike at General
Motors, as discussed above, negatively impacted production sales for the year ended December 31, 2019 by approximately $85.0 million
across several platforms.

Sales for the year ended December 31, 2019 in the Company’s Europe operating segment decreased by $41.7 million or 5.8% to $672.1
million from $713.9 million for the year ended December 31, 2018. The decrease can be attributed to lower year-over-year production
volumes on certain light-vehicle platforms, in particular with Daimler and Jaguar Land Rover, and including programs that ended
production during or subsequent to the year ended December 31, 2018; the impact of foreign exchange on the translation of Euro-
denominated production sales, which had a negative impact on overall sales for the year ended December 31, 2019 of $15.4 million as
compared to the corresponding period of 2018; and a $4.5 million decrease in tooling sales. These negative factors were partially offset
by the launch of new programs during or subsequent to the year ended December 31, 2018, including new aluminum engine blocks for
Ford, Jaguar Land Rover and Volvo, and an aluminum transmission for Volkswagen.

Sales for the year ended December 31, 2019 in the Company’s Rest of the World operating segment decreased by $2.7 million or 2.0%
to $132.7 million from $135.3 million for the year ended December 31, 2018. The decrease was due to lower year-over-year production
volumes on the Ford Mondeo vehicle platform in China; lower year-over-year production sales in the Company’s operating facility in
Brazil; and a $3.6 million negative foreign exchange impact from the translation of foreign-denominated production sales as compared to
the corresponding period of 2018. These negative factors were partially offset by higher year-over-year production volumes on the
Cadillac CT6 vehicle platform in China; the ramp up of new aluminum structural components work for Jaguar Land Rover in China, which
began to ramp up in 2018, but at significantly lower than expected volumes; and a $0.3 million increase in tooling sales.

Overall tooling sales increased by $135.6 million to $404.8 million for the year ended December 31, 2019 from $269.2 million for the year
ended December 31, 2018.

GROSS MARGIN

Three months ended December 31, 2019 to three months ended December 31, 2018 comparison

Three months ended Three months ended

December 31, 2019 December 31, 2018 $ Change % Change
Gross margin $ 129,921 $ 134,567 (4,646) (3.5%)
% of Sales 14.2% 14.5%

The gross margin percentage for the fourth quarter of 2019 of 14.2% decreased as a percentage of sales by 0.3% as compared to the
gross margin percentage for the fourth quarter of 2018 of 14.5%. The decrease in gross margin as a percentage of sales was generally
due to an increase in tooling sales which typically earn low margins for the Company; the impact of the UAW strike at General Motors,
which resulted in a significant amount of lost production sales during the month of October, on the Company’s margin profile for the
quarter; and operational inefficiencies and other costs at certain other facilities including upfront costs incurred in the preparation of
upcoming new programs and related to new business in the process of being launched. These negative factors were partially offset by
productivity and efficiency improvements at certain operating facilities, and an improvement in general sales mix including new and
replacement programs that launched, and old programs that ended production, during or subsequent to the fourth quarter of 2018.
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Year ended December 31, 2019 to year ended December 31, 2018 comparison

Year ended Year ended
December 31, 2019 December 31, 2018 $ Change % Change
Gross margin $ 586,101 $ 556,161 29,940 5.4%
% of Sales 15.2% 15.2%

The gross margin percentage for the year ended December 31, 2019 of 15.2% was consistent year over year. Gross margin percentage
for the year ended December 31, 2019, as compared to year ended December 31, 2018, was positively impacted by productivity and
efficiency improvements at certain operating facilities, and general sales mix including new and replacement programs that launched,
and old programs that ended production, during or subsequent to the year ended December 31, 2018. These positive factors were
essentially offset by an increase in tooling sales which typically earn low margins for the Company; the impact of the UAW strike at
General Motors, which resulted in approximately six weeks of lost production sales during the months of September and October, on the
Company’s margin profile; and operational inefficiencies and other costs at certain other facilities including upfront costs incurred in
preparation of upcoming new programs and related to new business in the process of being launched.

SELLING, GENERAL & ADMINISTRATIVE ("SG&A")

Three months ended December 31, 2019 to three months ended December 31, 2018 comparison

Three months ended Three months ended

December 31, 2019 December 31, 2018 $ Change % Change

Selling, general & administrative $ 63,659 $ 58,363 5,296 9.1%
% of Sales 6.9% 6.3%

SG&A expense for the fourth quarter of 2019 increased by $5.3 million to $63.7 million as compared to SG&A expense for the fourth
quarter of 2018 of $58.4 million. The increase can be attributed to higher year-over-year incentive compensation related to
deferred/restricted share units and stock option expense of $4.3 million, and a general increase in employment and other costs to support
the evolution of the business and operating margin expansion initiatives. These negative factors were partially offset by a decrease in
travel-related expenses and lower year-over-year operating rent expense as a result of the adoption of IFRS 16, which was essentially
replaced with depreciation of right-of-use assets.

As a result of the reasons noted above, SG&A expense as a percentage of sales increased year-over-year to 6.9% for the fourth quarter
of 2019 compared to 6.3% for the fourth quarter of 2018.

Year ended December 31, 2019 to year ended December 31, 2018 comparison

Year ended Year ended
December 31, 2019 December 31, 2018 $ Change % Change
Selling, general & administrative $ 239,683 $ 232,313 7,370 3.2%
% of Sales 6.2% 6.3%

SG&A expense, before adjustments, for the year ended December 31, 2019 increased by $7.4 million to $239.7 million as compared to
SG&A expense for the year ended December 31, 2018 of $232.3 million. Excluding the unusual and other items relating to the Company’s
operating facility in Brazil, as explained in Table B under “Adjustments to Net Income”, SG&A expense for the year ended December 31,
2019 increased by $11.6 million to $243.9 million from $232.3 million for the comparative period in 2018. The increase can be attributed
to higher year-over-year incentive compensation based on the performance of the business, including an increase in deferred/restricted
share units and stock option expense of $6.3 million; increased costs incurred at new and/or expanded facilities launching and ramping
up new work; and a general increase in employment and corresponding costs to support the evolution of the business and operating
margin expansion initiatives. These negative factors were partially offset by a decrease in travel-related expenses and lower year-over-
year operating rent expense as a result of the adoption of IFRS 16, which was essentially replaced with depreciation of right-of-use
assets.

Excluding adjustments, SG&A expense as a percentage of sales for the year ended December 31, 2019 was generally consistent year-
over-year at 6.3%.
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DEPRECIATION OF PROPERTY, PLANT AND EQUIPMENT ("PP&E"), RIGHT-OF-USE ASSETS AND
AMORTIZATION OF INTANGIBLE ASSETS

Three months ended December 31, 2019 to three months ended December 31, 2018 comparison

Three months ended Three months ended

December 31, 2019 December 31, 2018 $ Change % Change
Depreciation of PP&E and right-of-use assets
(production) $ 50,620 $ 39,982 10,638 26.6%
Depreciation of PP&E and right-of-use assets
(non-production) 3,770 2,971 799 26.9%
Amortization of customer contracts and
relationships 513 535 (22) (4.1%)
Amortization of development costs 3,528 2,788 740 26.5%
Total depreciation and amortization $ 58,431 $ 46,276 12,155 26.3%

Total depreciation and amortization expense for the fourth quarter of 2019 increased by $12.2 million to $58.4 million as compared to
$46.3 million for the fourth quarter of 2018. The increase in total depreciation and amortization expense was due mainly to the adoption
of IFRS 16, which added a total of $7.5 million in incremental depreciation expense on right-of-use assets, and an increase in depreciation
expense on a larger PP&E base connected to new and replacement business that commenced during or subsequent to the fourth quarter
of 2018.

A significant portion of the Company’s recent investments in PP&E relates to various new programs that commenced during or subsequent
to the fourth quarter of 2018 and new and replacement programs scheduled to launch over the next two to three years in all of the
Company’s various product offerings. The Company continues to make significant investments in the operations of the Company in light
of its growing backlog of business and growing global footprint.

Depreciation of PP&E and right-of-use assets (production) expense as a percentage of sales increased year-over-over to 5.5% for the
fourth quarter of 2019 from 4.3% for the fourth quarter of 2018 due to the adoption of IFRS 16, which added incremental depreciation

expense on right-of-use assets, and the increased asset base, as noted above.

Year ended December 31, 2019 to year ended December 31, 2018 comparison

Year ended Year ended

December 31, 2019 December 31, 2018 $ Change % Change
Depreciation of PP&E and right-of-use assets
(production) $ 186,592 $ 152,597 33,995 22.3%
Depreciation of PP&E and right-of-use assets
(non-production) 14,729 10,701 4,028 37.6%
Amortization of customer contracts and
relationships 2,082 2,140 (58) (2.7%)
Amortization of development costs 13,779 11,342 2,437 21.5%
Total depreciation and amortization $ 217,182  $ 176,780 40,402 22.9%

Total depreciation and amortization expense for the year ended December 31, 2019 increased by $40.4 million to $217.2 million as
compared to $176.8 million for the year ended December 31, 2018. Consistent with the year-over-year increase in the fourth quarter of
2019 as explained above, the increase in total depreciation and amortization expense for the year ended December 31, 2019 was due
mainly to the adoption of IFRS 16, which added a total of $30.8 million in incremental depreciation expense on right-of-use assets, and
an increase in depreciation expense on a larger PP&E base connected to new and replacement business that commenced during or
subsequent to the year ended December 31, 2018.

Depreciation of PP&E and right-of-use assets (production) expense as a percentage of sales increased year-over-year to 4.8% for the
year ended December 31, 2019 from 4.2% for the year ended December 31, 2018 due to the adoption of IFRS 16, which added
incremental depreciation expense on right-of-use assets, and the increased asset base, as noted above.
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ADJUSTMENTS TO NET INCOME

Adjusted Net Income excludes certain unusual and other items, as set out in the following tables and described in the notes thereto.
Management uses Adjusted Net Income as a measurement of operating performance of the Company and believes that, in conjunction
with IFRS measures, it provides useful information about the financial performance and condition of the Company.

TABLE A

Three months ended December 31, 2019 to three months ended December 31, 2018 comparison

Three months ended Three months ended
December 31, 2019 December 31, 2018 (a)-(b)

(a) (b) Change
NET INCOME (A) $51,153 $37,816  $13,337
Add Back - Unusual and Other ltems:
Loss on derivative instruments (1) 12 448 (436)
Impairment of assets (3) - 5,436 (5,436)
Restructuring costs (4) - 2,073 (2,073)
TOTAL UNUSUAL AND OTHER ITEMS BEFORE TAX $12 $7,957 ($7,945)
Tax impact of above items (2) (1,933) 1,931
Adjustment to deferred tax asset in the United States (5) (17,329) - (17,329)
TOTAL UNUSUAL AND OTHER ITEMS - AFTER TAX(B) ($17,319) $6,024 ($23,343)
ADJUSTED NET INCOME (A + B) $33,834 $43,840 ($10,006)
Number of Shares Outstanding - Basic (‘000) 81,267 85,829
Adjusted Basic Net Earnings Per Share $0.42 $0.51
Number of Shares Outstanding - Diluted (‘000) 81,431 86,032
Adjusted Diluted Net Earnings Per Share $0.42 $0.51
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TABLE B

Year ended December 31, 2019 to year ended December 31, 2018 comparison

Year ended Year ended
December 31, 2019 December 31, 2018 (a)-(b)
(a) (b) Change

NET INCOME (A) $181,221 $185,883 ($4,662)
Add Back - Unusual and Other ltems:

Loss on derivative instruments (1) 251 1,887 (1,636)
Net gain in the Company’s operating facility in Brazil (2) (4,199) - (4,199)
Impairment of assets (3) 18,502 5,436 13,066
Restructuring costs (4) 8,165 2,073 6,092
TOTAL UNUSUAL AND OTHER ITEMS BEFORE TAX $22,719 $9,396  $13,323
Tax impact of above items 1,076 (2,113) 3,189
Adjustment to deferred tax asset in the United States (5) (17,329) - (17,329)
TOTAL UNUSUAL AND OTHER ITEMS - AFTER TAX(B) $6,466 $7,283 ($817)
ADJUSTED NET INCOME (A + B) $187,687 $193,166 ($5,479)
Number of Shares Outstanding - Basic (‘000) 82,487 86,549

Adjusted Basic Net Earnings Per Share $2.28 $2.23

Number of Shares Outstanding - Diluted (‘000) 82,639 86,988

Adjusted Diluted Net Earnings Per Share $2.27 $2.22

(1) Unrealized loss on derivative instruments

(2)

As further described in note 8 of the consolidated financial statements for the year ended December 31, 2019 and later on in this
MD&A under “Investments”, Martinrea holds warrants in NanoXplore Inc., a publicly listed graphene company on the TSX Venture
Exchange under the ticker symbol GRA. The warrants represent derivative instruments and are fair valued at the end of each
reporting period using the Black-Scholes-Merton valuation model, with the change in fair value recorded through profit or loss. As it
relates to the warrants as at December 31, 2019, a loss of $0.01 million was recognized for the three months ended December 31,
2019 (2018 - loss of $0.4 million), and a loss of $0.3 million was recognized for the year ended December 31, 2019 (2018 - loss of
$1.9 million), recorded in other finance expense and added back to Adjusted Net Income.

Net gain in the Company’s operating facility in Brazil

Included in income for the year ended December 31, 2019 is a non-recurring benefit recognized in the Company’s operating facility
in Brazil, included in the Rest of the World operating segment. The benefit represents a $6.5 million recovery of previously paid local
social security taxes, partially offset by a $2.3 million true-up of the facility’s claims and litigation provision related to certain employee-
related matters. The net benefit, recognized in the third quarter, was recorded in selling, general and administrative expenses.
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(3) Impairment of assets

During the second quarter of 2019, the Company recorded impairment charges on property, plant and equipment, right-of-use assets,
intangible assets and inventories totaling $18.5 million related to an operating facility in China included in the Rest of the World
operating segment. The impairment charges resulted from lower OEM production volumes on certain light-vehicle platforms being
serviced by the facility, representing a significant portion of the business, causing the Company to complete an analysis of strategic
alternatives. The impairment charges were recorded where the carrying amount of the assets exceeded their estimated recoverable
amounts, including consideration for where specific assets can be transferred to other facilities.

During the fourth quarter of 2018, in conjunction with General Motors’ (“GM”) announcement that it would be closing its vehicle
assembly facility in Oshawa, Ontario, the Company recorded an impairment charge on property, plant and equipment totaling $5.4
million related to a facility in Ajax, Ontario (included in the North America operating segment) that the Company was forced to close
because the operation was entirely dependent on GM'’s facility in Oshawa. The impairment was recorded where the carrying amount
of the assets exceeded their estimated recoverable amounts.

(4) Restructuring costs

Additions to the restructuring accrual in 2019 totaled $8.2 million and represent employee-related severance resulting from the
rightsizing of operating facilities in Brazil ($6.2 million), Canada ($1.7 million) and China ($0.3 million) during the second quarter.

Additions to the restructuring accrual during 2018 totaled $2.1 million and represent employee-related severance payouts and lease
termination costs resulting from the closure of the operating facility in Ajax, Ontario, as described above.

(5) Adjustment to deferred tax asset in the United States

In light of recently updated Company-wide business plans approved by the Board of Directors, and in conjunction with the Company’s
recent financial performance, the Company recognized additional deferred tax assets related to operations in the U.S. as at
December 31, 2019. The deferred tax assets recognized at year-end reflect the majority of the full value of the tax loss carryforwards
available to the Company, with a corresponding one-time, non-cash decrease in income tax expense of $17.3 million, as the
Company believes it is more likely than not that these assets will be utilized before expiry.

NET INCOME

Three months ended December 31, 2019 to three months ended December 31, 2018 comparison

Three months ended Three months ended

December 31, 2019 December 31, 2018 $ Change % Change
Net Income $ 51,153 $ 37,816 13,337 35.3%
Adjusted Net Income $ 33,834 $ 43,840 (10,006) (22.8%)
Net Earnings per Share
Basic and Diluted $ 063 $ 0.44
Adjusted Net Earnings per Share
Basic and Diluted $ 042 $ 0.51

Net income for the fourth quarter of 2019 increased by $13.3 million to $51.2 million from $37.8 million for the fourth quarter of 2018
largely as a result of the adjustment to the Company’s deferred tax asset in the U.S. recorded in the fourth quarter of 2019, as explained
in Table A under “Adjustments to Net Income”. Excluding all unusual and other items as explained in Table A under “Adjustments to Net
Income”, adjusted net income for the fourth quarter of 2019 decreased to $33.8 million or $0.42 per share, on a basic and diluted basis,
from $43.8 million or $0.51 per share, on a basic and diluted basis, for the fourth quarter of 2018.

Adjusted Net Income for the fourth quarter of 2019, as compared to the fourth quarter of 2018, was negatively impacted by the following:
e lower gross profit on lower year-over-year production sales due in large part to the UAW strike at General Motors, as previously

explained;
e ayear-over-year increase in depreciation expense due in large part to the adoption of IFRS 16;
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e a year-over-year increase in research and development costs due to increased new product and process research and
development activity and an increase in program-related development cost amortization;

e ayear-over-year increase in SG&A expense as previously discussed;

e a year-over-year increase in finance expense primarily as a result of interest on lease liabilities as a result of the adoption of
IFRS 16; and

e the Company’s share of loss of an associate in the amount of $0.7 million.

These negative factors were partially offset by the following:

e alower effective tax rate on adjusted income due generally to the mix of earnings (21.0% for the fourth quarter of 2019 compared
to 25.0% for the fourth quarter of 2018);

e lower operating rent expense due to the adoption of IFRS 16, generally replaced by increases in finance and depreciation
expenses; and

e anet foreign exchange gain of $0.4 million for the fourth quarter of 2019 compared to a net foreign exchange loss of $0.1 million
for the fourth quarter of 2018.

Three months ended December 31, 2019 actual to guidance comparison:

On November 12, 2019, the Company provided the following guidance for the fourth quarter of 2019:

Guidance Actual
Production sales (in millions) $ 750 - 810 $ 787
Adjusted Net Earnings per Share
Basic & Diluted $ 0.35-0.45 $ 0.42

For the fourth quarter of 2019, production sales of $787.0 million and Adjusted Net Earnings per Share of $0.42 were within the published
sales and earnings guidance ranges provided.

Year ended December 31, 2019 to year ended December 31, 2018 comparison

Year ended Year ended
December 31, 2019 December 31, 2018 $ Change % Change

Net Income $ 181,221  $ 185,883 (4,662) (2.5%)
Adjusted Net Income $ 187,687 $ 193,166 (5,479) (2.8%)
Net Earnings per Share

Basic $ 220 $ 2.15

Diluted $ 219 $ 2.14
Adjusted Net Earnings per Share

Basic $ 228 % 2.23

Diluted $ 227 % 2.22

Net Income for the year ended December 31, 2019 was generally consistent year-over-year decreasing slightly by $4.7 million to $181.2
million from $185.9 million for the year ended December 31, 2018. Excluding the unusual and other items as explained in Table B under
“Adjustments to Net Income”, adjusted net income for the year ended December 31, 2019 was $187.7 million or $2.28 per share, on a
basic basis, and $2.27 on a diluted basis, compared to $193.2 million or $2.23 per share, on a basic basis, and $2.22 per share on a
diluted basis, for the year ended December 31, 2018.

Adjusted Net Income for the year ended December 31, 2019, as compared to the year ended December 31, 2018, was negatively
impacted by the following:

e ayear-over-year increase in depreciation expense due in large part to the adoption of IFRS 16;

e a year-over-year increase in research and development costs due to increased new product and process research and
development activity and an increase in program-related development cost amortization;

e ayear-over-year increase in SG&A expense as previously discussed;
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e a year-over-year increase in finance expense due largely to interest on lease liabilities as a result of the adoption of IFRS 16;
and
e the Company’s share of loss of an associate in the amount of $2.0 million.

These negative factors were partially offset by the following:

e a higher gross profit on increased year-over year sales as previously explained;

e a $0.9 million gain on the disposal of property, plant and equipment for the year ended December 31, 2019 compared to a loss
of $0.5 million for the comparative period of 2018;

e lower operating rent expense due to the adoption of IFRS 16, generally replaced by increases in finance and depreciation
expenses; and

e alower effective tax rate on adjusted income due generally to the mix of earnings (24.2% for the year ended December 31, 2019
compared to 24.6% for the year ended December 31, 2018).

ADDITIONS TO PROPERTY, PLANT AND EQUIPMENT

Three months ended December 31, 2019 to three months ended December 31, 2018 comparison

Three months ended Three months ended
December 31, 2019 December 31, 2018 $ Change % Change
Additions to PP&E $ 102,882 $ 108,011 (5,129) (4.7%)

Additions to PP&E remained relatively consistent year-over-year decreasing slightly by $5.1 million to $102.9 or 11.2% of sales in the
fourth quarter of 2019 from $108.0 million or 11.7% of sales in the fourth quarter of 2018. General timing of expenditures makes quarterly
additions to PP&E quite volatile in nature. The Company continues to make investments in the business including in various sales and
margin growth projects and in both new and replacement business, as the Company’s global footprint expands and as it executes on its
backlog of new business in all its various product offerings.

Year ended December 31, 2019 to year ended December 31, 2018 comparison

Year ended Year ended
December 31, 2019 December 31, 2018 $ Change % Change
Additions to PP&E $ 312,511 $ 290,513 21,998 7.6%

Additions to PP&E increased by $22.0 million year-over-year to $312.5 million or 8.1% of sales for the year ended December 31, 2019
compared to $290.5 million or 7.9% of sales for the year ended December 31, 2018. As explained above, the Company continues to
make investments in the business, including in various sales and margin growth projects and in both new and replacements business, as
the Company’s global footprint expands and as it executes on its backlog of new business in all its various product offerings.

SEGMENT ANALYSIS

The Company defines its operating segments as components of its business where separate financial information is available and
routinely evaluated by the Company’s chief operating decision maker, which is the Chief Executive Officer. Given the differences between
the regions in which the Company operates, Martinrea’s operations are segmented and aggregated on a geographic basis between North
America, Europe and Rest of the World. The Company measures segment operating performance based on operating income.
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Three months ended December 31, 2019 to three months ended December 31, 2018 comparison

SALES OPERATING INCOME (LOSS) *

Three months ended Three months ended Three months ended Three months ended
December 31, 2019 December 31, 2018 December 31, 2019 December 31, 2018

North America $ 720,185 $ 735876 $ 37617  § 55,762
Europe 158,389 167,533 4,949 10,044
Rest of the World 41,144 27,571 9,263 (390)
Eliminations (2,137) (4,826) - -
Adjusted Operating Income - - 9% 51,829 $ 65,416
Unusual and Other Items* - - - (7,509)
Total $ 917,581 $ 926,154 $ 51,829 $ 57,907

* Operating income for the operating segments has been adjusted for unusual and other items. The $7.5 million of unusual and other items for the
fourth quarter of 2018 was recognized in North America. The unusual and other items noted are all fully explained under “Adjustments to Net Income”
in this MD&A.

North America

Adjusted operating income in North America decreased by $18.1 million to $37.6 million or 5.2% of sales for the fourth quarter of 2019
from $55.8 million or 7.6% for the fourth quarter of 2018 due to lower year-over-year production sales as previously explained. Adjusted
Operating Income as a percentage of sales in North America was negatively impacted by the UAW strike at General Motors, which
resulted in a significant amount of lost production sales and corresponding contribution during the entire month of October; operational
inefficiencies and other costs at certain other facilities including upfront costs incurred in preparation of upcoming new programs and
related to new business in the process of being launched; and higher year-over-year research and development costs and SG&A
expenses as previously explained. These negative factors were partially offset by productivity and efficiency improvements at certain
operating facilities, and an improvement in general sales mix including new and replacement programs that launched, and old programs
that ended production, during or subsequent to the fourth quarter of 2018.

Europe

Adjusted operating income in Europe decreased by $5.1 million to $4.9 million or 3.1% of sales for the fourth quarter of 2019 from $10.0
million or 6.0% of sales for the fourth quarter of 2018 on lower year-over-year sales as previously explained. Adjusted Operating Income
as a percentage of sales decreased year-over-year due generally to lost contribution from the lower sales, negative sales mix, and
operational inefficiencies and other costs at certain other facilities including upfront costs incurred in preparation of upcoming new
programs and related to new business in the process of being launched.

Rest of the World
Adjusted operating income for the Rest of the World operating segment improved year-over-year from essentially a breakeven level in

the fourth quarter of 2018 to operating income of $9.3 million or 22.5% of sales for the fourth quarter of 2019 due to a positive sales mix,
lower launch related costs, and productivity and efficiency improvements across the operating facilities in the segment.
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Year ended December 31, 2019 to year ended December 31, 2018 comparison

SALES OPERATING INCOME *

Year ended Year ended Year ended Year ended
December 31, 2019 December 31, 2018 December 31, 2019 December 31, 2018

North America $ 3,066,352 $ 2,827,527 $ 228,824 $ 236,626
Europe 672,131 713,861 44,875 46,790
Rest of the World 132,670 135,322 14,606 565
Eliminations (7,494) (13,810) - -
Adjusted Operating Income - -$ 288,305 $ 283,981
Unusual and Other Items* - - (22,468) (7,509)
Total $ 3,863,659 $ 3,662,900 $ 265,837 $ 276,472

* Operating income for the operating segments has been adjusted for unusual and other items. Of the $22.5 million of unusual and other items for the
year ended December 31, 2019, $1.7 million was incurred in North America and $20.8 million in the Rest of the World. The $7.5 million of unusual and
other items for year ended December 31, 2018 was recognized in North America. The unusual and other items noted are all fully explained under
"Adjustments to Net Income" in this MD&A.

North America

Adjusted operating income in North America decreased by $7.8 million to $228.8 million or 7.5% of sales for the year ended December
31, 2019 from $236.6 million or 8.4% of sales for the year ended December 31, 2018 on higher sales as previously discussed. Adjusted
Operating Income as a percentage of sales in North America was negatively impacted by the UAW strike at General Motors, which
resulted in approximately six weeks of lost production sales and corresponding contribution during the months of September and October;
operational inefficiencies and other costs at certain other facilities including upfront costs incurred in preparation of upcoming new
programs and related to new business in the process of being launched; and higher year-over-year research and development costs and
SG&A expenses as previously explained. These negative factors were partially offset by productivity and efficiency improvements at
certain operating facilities, and an improvement in general sales mix including new and replacement programs that launched, and old
programs that ended production, during or subsequent to the year ended December 31, 2018.

Europe

Adjusted operating income in Europe decreased by $1.9 million to $44.9 million or 6.7% of sales for the year ended December 31, 2019
from $46.8 million or 6.6% of sales for the year ended December 31, 2018 on lower sales as previously explained. Adjusted Operating
Income as a percentage of sales increased slightly year-over-year due generally to productivity and efficiency improvements at certain
operating facilities; substantially offset by lost contribution from the lower sales, negative sales mix, and operational inefficiencies and
other costs at certain other facilities including upfront costs incurred in preparation of upcoming new programs and related to new business
in the process of being launched.

Rest of the World

Adjusted operating income for the Rest of the World operating segment improved year-over-year on slightly lower sales, as previously
explained, from adjusted operating income of $0.6 million or 0.4% of sales for the year ended December 31, 2018 to adjusted operating
income of $14.6 million or 11.0% of sales for the year ended December 31, 2019 due to a positive sales mix, lower launch related costs,
and productivity and efficiency improvements across the operating facilities in the segment.
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SUMMARY OF QUARTERLY RESULTS

(unaudited)
2019 2018
Q4 Q3 Q2 Q1 Q4 Q3 Q2 Q1

Sales 917,581 974,384 948,533 1,023,161 926,154 851,136 921,710 963,900
Gross Margin 129,921 143,901 154,778 157,501 134,567 127,130 150,035 144,429
Net Income for the period 51,153 46,678 28,122 55,268 37,816 36,381 55,727 55,959
Adjusted Net Income* 33,834 43,507 54,570 55,776 43,840 37,169 55,527 56,630
Basic Net Earnings per Share 0.63 0.57 0.34 0.66 0.44 0.42 0.64 0.65
Diluted Net Earnings per Share 0.63 0.56 0.34 0.66 0.44 0.42 0.64 0.64
Adjusted Basic and Diluted Net

Earnings per Share* 0.42 0.53 0.66 0.67 0.51 0.43 0.64 0.65

*Non-IFRS Measures

The Company prepares its financial statements in accordance with IFRS. However, the Company considers certain non-IFRS financial
measures as useful additional information in measuring the financial performance and condition of the Company. These measures, which
the Company believes are widely used by investors, securities analysts and other interested parties in evaluating the Company’s
performance, do not have a standardized meaning prescribed by IFRS and therefore may not be comparable to similarly titled measures
presented by other publicly traded companies, nor should they be construed as an alternative to financial measures determined in
accordance with IFRS. Non-IFRS measures include “Adjusted Net Income”, “Adjusted Net Earnings per Share (on a basic and diluted
basis)”, “Adjusted Operating Income”, "Adjusted EBITDA”, “Free Cash Flow” and “Net Debt”. Please refer to the Company’s previously
filed annual and interim MD&A of operating results and financial position for the fiscal years 2019 and 2018 for a full reconciliation of IFRS
to non-IFRS measures.

LIQUIDITY AND CAPITAL RESOURCES

The Company’s financial condition remains solid, which can be attributed to the Company’s low cost structure, reasonable level of debt
and prospects for growth. As at December 31, 2019, the Company had total equity of $1,218.4 million, up from $1,151.5 million at
December 31, 2018. As at December 31, 2019, the Company’s ratio of current assets to current liabilities was 1.40:1 (December 31,
2018 - 1.35:1). The Company'’s current working capital level of $317.5 million at December 31, 2019 is relatively consistent year-over-
year, up only slightly from $312.6 million at December 31, 2018. Credit facilities (discussed below) are expected to be sufficient to cover
the anticipated working capital needs of the Company. Management expects that all future capital expenditures will be financed by cash
flow from operations, utilization of existing bank credit facilities or asset based financing.
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Cash flow

Three months ended Three months ended
December 31, 2019 December 31,2018  $ Change % Change

Cash provided by operations before changes in non-

cash working capital items $ 115,361 $ 110,781 4,580 4.1%
Change in non-cash working capital items 22,480 (6,232) 28,712 (460.7%)
137,841 104,549 33,292 31.8%
Interest paid (10,504) (8,546) (1,958) 22.9%
Income taxes paid (11,526) (17,450) 5,924 (33.9%)
Cash provided by operating activities 115,811 78,553 37,258 47.4%
Cash used in financing activities (34,146) (956) (33,190) 3,471.8%
Cash used in investing activities (63,352) (91,748) 28,396 (30.9%)
Effect of foreign exchange rate changes on cash and
cash equivalents (749) 619 (1,368) (221.0%)
Increase (decrease) in cash and cash equivalents $ 17,564 $ (13,532) 31,096 (229.8%)

Cash provided by operating activities during the fourth quarter of 2019 was $115.8 million, compared to cash provided by operating
activities of $78.6 million in the corresponding period of 2018. The components for the fourth quarter of 2019 primarily include the
following:

e cash provided by operations before changes in non-cash working capital items of $115.4 million;

e working capital items source of cash of $22.5 million comprised of a decrease in trade and other receivables of $66.0 million, a
decrease in inventories of $42.8 million, a decrease in prepaid expenses and deposits of $1.3 million; partially offset by a
decrease in trade, other payables and provisions of $87.6 million;

e interest paid of $10.5 million; including $2.3 million related to interest on lease liabilities resulting from the adoption of IFRS 16;
and

e income taxes paid of $11.5 million.

Cash used by financing activities during the fourth quarter of 2019 was $34.1 million, compared to cash used in financing activities of
$1.0 million in the corresponding period in 2018, as a result of the repurchase of common shares by way of normal course issuer bid (as
described in note 16 of the consolidated financial statements for the year ended December 31, 2019) of $19.6 million, repayment of lease
liabilities from the adoption of IFRS 16 of $6.9 million, $3.7 million in dividends paid, and a $4.4 million net decrease in long-term debt
(reflecting repayments towards the Company’s revolving banking facility and equipment loans); partially offset by $0.5 million in proceeds
from the exercise of employee stock options.

Cash used in investing activities during the fourth quarter of 2019 was $63.4 million, compared to $91.7 million in the corresponding
period in 2018. The components for the fourth quarter of 2019 primarily include the following:

e cash additions to PP&E of $66.1 million;

e capitalized development costs relating to upcoming new program launches of $2.7 million; partially offset by
e proceeds from the disposal of PP&E of $0.7 million; and

e the upfront recovery of development costs incurred of $4.8 million.

Taking into account the opening cash balance of $101.4 million at the beginning of the fourth quarter of 2019, and the activities described
above, the cash and cash equivalents balance at December 31, 2019 was $119.0 million.
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Year ended Year ended
December 31, 2019 December 31, 2018 $ Change % Change

Cash provided by operations before changes in non-

cash working capital items $ 508,444 $ 461,012 47,432 10.3%
Change in non-cash working capital items (1,283) (36,752) 35,469 (96.5%)
507,161 424,260 82,901 19.5%
Interest paid (41,916) (30,855) (11,061) 35.8%
Income taxes paid (63,698) (96,703) 33,005 (34.1%)
Cash provided by operating activities 401,547 296,702 104,845 35.3%
Cash provided by (used in) financing activities (37,889) 20,181 (58,070) (287.7%)
Cash used in investing activities (312,506) (319,757) 7,251 (2.3%)
Effect of foreign exchange rate changes on cash and
cash equivalents (2,341) 1,843 (4,184) (227.0%)
Increase (decrease) in cash and cash equivalents $ 48,811 $ (1,031) 49,842 (4,834.3%)

Cash provided by operating activities during the year ended December 31, 2019 was $401.5 million, compared to cash provided by
operating activities of $296.7 million in the corresponding period of 2018. The components for the year ended December 31, 2019 primarily
include the following:

e cash provided by operations before changes in non-cash working capital items of $508.4 million;

e working capital items use of cash of $1.3 million comprised of a decrease in inventories of $70.1 million and a decrease in trade
and other receivables of $12.8 million; partially offset by a decrease in trade, other payables and provisions of $80.5 million and
an increase in prepaid expenses and deposits of $3.7 million;

e interest paid of $41.9 million; and

e income taxes paid of $63.7 million.

Cash used in financing activities during the year ended December 31, 2019 was $37.9 million, compared to cash provided of $20.2 million
in the corresponding period in 2018, as a result of the repurchase of common shares by way of normal course issuer bid (as described
in note 16 of the consolidated financial statements for the year ended December 31, 2019) of $57.8 million, repayment of lease liabilities
from the adoption of IFRS 16 of $27.9 million, and $14.9 million in dividends paid; partially offset by a $60.9 million net increase in long-
term debt (reflecting drawdowns on the Company’s revolving banking facility of $91.4 million, partially offset by repayments made on
equipment loans of $30.6 million), and $1.9 million in proceeds from the exercise of employee stock options.

Cash used in investing activities during the year ended December 31, 2019 was $312.5 million, compared to $319.8 million in the
corresponding period in 2018. The components for the year ended December 31, 2019 primarily include the following:

e cash additions to PP&E of $284.0 million;

e capitalized development costs relating to upcoming new program launches of $10.7 million;

e aninvestment in NanoXplore Inc. (as described in note 8 of the consolidated financial statements for the year ended December
31, 2019) of $29.5 million; partially offset by

e proceeds from the disposal of PP&E of $6.2 million; and

e the upfront recovery of development costs incurred of $5.6 million.

Taking into account the opening cash balance of $70.2 million at the beginning of 2019, and the activities described above, the cash and
cash equivalents balance at December 31, 2019 was $119.0 million.
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Free Cash Flow

Three months ended Three months ended
December 31, 2019 December 31, 2018 $ Change

Adjusted EBITDA $ 110,534 $ 111,785 (1,251)

Add (deduct):
Change in non-cash working capital items 22,480 (6,232) 28,712
Cash purchase of property, plant and equipment (66,134) (88,241) 22,107
Cash proceeds on disposal of property, plant and equipment 677 449 228
Capitalized development costs (2,691) (4,077) 1,386
Upfront recovery of capitalized development costs 4,796 121 4,675
Interest on long-term debt, net of capitalized interest (6,741) (7,013) 272
Cash income taxes (11,526) (17,450) 5,924

Free cash flow 51,395 (10,658) 62,053

Free cash flow increased this quarter primarily as a result of:
e adecrease in non-cash working capital items as previously noted,;
e lower purchases of property, plant and equipment;
e |ower cash income taxes;
e anincrease in the upfront recovery of capitalized development costs; and
e |ower capitalized development costs;

All tooling-related working capital accounts, including inventory, trade receivables and trade payables on a net basis, decreased to $59.4
million as at December 31, 2019, from $94.9 million as at September 30, 2019 and $115.2 million as at December 31, 2018.

Reconciliation of IFRS “Cash provided by operating activities” to Non-IFRS “Free Cash Flow” for the three months ended December 31,
2019 and 2018:

Three months ended Three months ended
December 31, 2019 December 31, 2018

Cash provided by operating activities $ 115,811 $ 78,553

Add (deduct):
Cash purchases of property, plant and equipment (66,134) (88,241)
Cash proceeds on disposal of property, plant and equipment 677 449
Capitalized development costs (2,691) (4,077)
Upfront recovery of capitalized development costs 4,796 121
Restructuring costs - 2,073
Interest on long-term debt, net of capitalized interest (6,741) (7,013)
Interest paid 10,504 8,546
Unrealized gain (loss) on foreign exchange contracts 786 (634)
Deferred and restricted share units expense (4,463) (65)
Stock options expense (303) (368)
Pension and other post-employment benefits expense (754) (501)
Contributions made to pension and other post-retirement benefits expense 502 558
Net unrealized foreign exchange loss and other income (595) (59)

Free cash flow $ 51,395 $ (10,658)
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Year ended Year ended

December 31, 2019 December 31, 2018 $ Change
Adjusted EBITDA $ 504,555 $ 461,223 43,332
Add (deduct):
Change in non-cash working capital items (1,283) (36,752) 35,469
Cash purchase of property, plant and equipment (284,011) (309,049) 25,038
Cash proceeds on disposal of property, plant and equipment 6,166 1,577 4,589
Capitalized development costs (10,747) (14,171) 3,424
Upfront recovery of capitalized development costs 5,563 2,566 2,997
Interest on long term debt, net of capitalized interest (29,695) (27,358) (2,337)
Cash income taxes (63,698) (96,703) 33,005
Free cash flow 126,850 (18,667) 145,517

Free cash flow increased for the year ended December 31, 2019 primarily as a result of:
e higher Adjusted EBITDA - approximately 8% of the year-over-year growth relates to the adoption of IFRS 16;
e a positive year-over-year change in non-cash working capital items as previously noted;
e |ower cash income taxes;
e lower purchases of property, plant and equipment;
e higher proceeds on disposal of property, plant and equipment;
e |ower capitalized development costs; and
e anincrease in the upfront recovery of capitalized development costs; partially offset by
e higher interest on long-term debt as a result of increased debt levels and borrowing costs.

Reconciliation of IFRS “Cash provided by operating activities” to Non-IFRS “Free Cash Flow” for the year ended December 31, 2019 and
2018:

Year ended Year ended
December 31, 2019 December 31, 2018
Cash provided by operating activities $ 401,547 $ 296,702
Add (deduct):
Cash purchases of property, plant and equipment (284,011) (309,049)
Cash proceeds on disposal of property, plant and equipment 6,166 1,577
Capitalized development costs (10,747) (14,171)
Upfront recovery of capitalized development costs 5,563 2,566
Restructuring costs 8,165 2,073
Interest on long-term debt, net of capitalized interest (29,695) (27,358)
Interest paid 41,916 30,855
Unrealized gain on foreign exchange contracts 418 66
Deferred and restricted share units expense (8,224) (2,454)
Stock options expense (1,195) (651)
Unusual and other items - gain in the Company's operating facility in Brazil
(included in SG&A expense) (4,199) -
Pension and other post-employment benefits expense (4,140) (4,066)
Contributions made to pension and other post-retirement benefits expense 4,751 4,842
Net unrealized foreign exchange loss and other income 535 401
Free cash flow $ 126,850 $ (18,667)
Financing

On July 23, 2018, the Company’s banking facility was amended to extend its maturity date and enhance certain provisions of the facility.
The primary terms of the amended banking facility, with now a syndicate of ten banks (up from nine), include the following:

e amove to an unsecured credit structure;

e improved financial covenants;

e available revolving credit lines of $370 million and US $420 million (up from $350 million and US $400 million, respectively);
e available asset based financing capacity of $300 million (up from $205 million);
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e an accordion feature which provides the Company with the ability to increase the revolving credit facility by up to US $200 million
(up from US $150 million);

e  pricing terms at market rates and consistent with the previous facility;

e a maturity date of July 2022; and

e no mandatory principal repayment provisions.

As at December 31, 2019, the Company has drawn US$301,000 (December 31, 2018 - US$286,000) on the U.S. revolving credit line
and $328,000 (December 31, 2018 - $273,000) on the Canadian revolving credit line.

Debt leverage ratios:

; ; . December 31, September 30, June 30, March 31, December 31,
Excluding the impact of IFRS 16: 2019 2019 2019 2019 2018
Long-term debt $ 781,573 § 793246 $ 785,843 $ 809,552 % 740,717

781,573 793,246 785,843 809,552 740,717
Less: Cash and cash equivalents (118,973) (101,409) (90,140) (76,447) (70,162)
Net Debt $ 662,600 $ 691,837 $ 695703 $ 733,105 $ 670,555
Trailing 12-month Adjusted EBITDA*  § 468,355 % 478692 $ 469140 % 466,347 % 461,223
Net Debt to Adjusted EBITDA ratio* 1.41x 1.45x 1.48x 1.57x 1.45x

*Debt leverage ratios for 2019 periods have been calculated using Adjusted EBITDA inclusive of rent expense as if IFRS 16 was not adopted.

Including the impact of IFRS 16: Decembezro.?:l19, Septembezro310§ Jungo::Oé Marct2103:]1é Janua2rz119,
Long-term debt $ 781,573 $ 793246 $ 785843 $ 809,552 $ 740,717
Lease liabilities 202,352 210,991 217,654 221,754 228,623
983,925 1,004,237 1,003,497 1,031,306 969,340
Less: Cash and cash equivalents (118,973) (101,409) (90,140) (76,447) (70,162)
Net Debt $ 864,952 $ 902,828 $ 913357 $ 954,859 $ 899,178
Trailing 12-month Adjusted EBITDA*  § 504,555 $ 513,813 $ 503162 $ 499194 $ 492,630
Net Debt to Adjusted EBITDA ratio* 1.71x 1.76x 1.82x 1.91x 1.83x

*As comparative periods prior to 2019 have not been restated, debt leverage ratios have been calculated using proforma Adjusted EBITDA to remove
rent expense as if IFRS 16 was adopted retrospectively.

The Company’s net debt (excluding the impact of adopting IFRS 16 and as outlined above) decreased by $29.2 million during the fourth
quarter to $662.6 million from $691.8 million at the end of the third quarter of 2019. The Company’s net de