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Monthly Profit Trends

Aprilwas apoor profit month for new vehicle dealers compared to March 2009. We expected the net profits for April
to be down compared to March based on past statistics. The trend seems to be that losing dealers are losing less and
that profits are slightly increasing as new vehicle dealers adjust their expenses to reflect their current sales volumes.
We did not include the smaller 20% of dealers in this month’s results shown below or in the enclosed monthly profit
survey. The smaller dealers seemto be performing ata lower profit level than the overall group of new vehicle dealers.

Apr. Apr. Apr. Apr. Apr. Apr.
Better Worse Best Worst Loss Loss
Than Than Month Month Month YTD
Mar. Mar.
Chrysler 50% 50% 0% 15% 20% 30%
Ford 50% 50% 35% 10% 10% 20%
General Motors 50% 50% 30% 10% 15% 25%
Import 20% 80% 15% 0% 15% 25%
Overall 40% 60% 20% 5% 15% 25%

Asreported in Automotive News, national new car and light duty truck sales were 926,000 in May 2009 versus 1,397,000
in May 2008. Year-to-date new car and light duty truck sales were 3,950,000 in 2009 and 6,224,000 in 2008. For the month
of May 2009, unitsales were 66% of May 2008 and 63% year-to-date 2009 versus 2008. If you annualized the May 2009
salesrates, unitsales would improve compared to the first four months of 2009. The main franchise that was up for May
2009 versus May 2008 was Lincoln. The franchises that had the most drastic sales reductions in May 2009 include Saturn
55%, Pontiac 52%, Chrysler 51%, Dodge 48%, Honda 42%, and Mazda 40%.

Used Vehicle Department

The monthly profit survey shows the average gross profit
marginsonused retail vehiclesat$1,801. Thisamountdoes not
include finance income, insurance income, or service contract
income. Inotherwords, thisisonly frontend gross profit. The
median dealer showsa$1,857 used retail gross profit margin.
Thisamountbeing more than the average dealer indicates that
mostdealersare obtaining more thanthe average dealer. Italso
indicates that many dealers are substantially belowaverage on
frontend used retail gross profits, showing that these dealers
have an opportunity torealistically improve their used frontend
gross profitmargins. Some individuals believe they are selling
more used retail if their selling price is less than average. That
might be the case insome instances, but we generally believe

the number of used units sold is more a product of the skill
withinthe sales department, notthe selling of used vehiclesat
alower gross profitmargin. If you are below the medianand/
or average gross profit margin, we suggest you work on
changing your gross profitmargin to improve your net profits.
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Dealership New and Used Vehicle Floor Plans

More and more new and used vehicle dealers need to look for areplacement lender for their new and used vehicle
floor plans. Thisincludes dealers that had their floor plans with both factory finance companies and banks. Dealers
that had floor plans with Chrysler Financial now must deal with GMAC since Chrysler Financial has transferred their
dealer floor planaccountsto GMAC. Several of our dealers thatare in this situation have found GMAC canceling their
floor plans eventhough Chrysler Financial had not terminated their floor plan when the dealersstill dealt directly with
Chrysler Financial. Inthese cases, these dealers are having severe problems finding areplacement lender for their prior
arrangementwith Chrysler Financial. Banks are also reviewing their dealer floor plan loans and in some cases have
told dealers to take their business elsewhere. This even includes dealers that are profitable and meet reasonable
working capital and networth guidelines.

Evenadequately capitalized and profitable dealers are finding it difficult if notimpossible to find replacement floor
plan lenders. Asweall know, when this happens the dealer is out of business. The U.S. government, through the SBA,
hasanew program that might help the smaller dealer, but the financial institutions do not know yet what the paperwork
and financial requirements are, as of the date of writing this article. The SBA helps lenders by accepting some of the
risk in case of default by the dealer on these loans. When you have to deal with your current lender on new and used
vehiclefloor plansand if they wantto make changes that you do not like, know that your bargaining position is not very
good at thistime. You might not have any choice but to accept their changes.

Information Technology and Other Vendors

Oneareaof concernfor dealersthat have been terminated or are going out of businessistheir legal obligations to certain
suppliers. Normally when dealers sell their dealerships they have the buyer assume certain obligations of the dealership,
includingagreements withtheir IT vendors. Insome cases, the buyer does not assume these agreements with the seller,
andthe sellerisobligated to pay the supplier for the remainder of the terms of their agreement even though the supplier
doesnot have to supply any future services or incur any future costs. This obligation can be very costly to the seller.

We believe the seller hasno choice butto pay for any lease obligations to these vendors where the lease obligations
relate to equipmentand initial services that the dealer purchased. We are troubled when the vendor expects the dealer
to pay for future monthly services where the vendor is not incurring any material future costs. We suggest you make
sure that future contractual obligations with your vendor allow your agreement to expire with no future costs to the
dealership should the dealership no longer operate. If your vendor will not allow for this, find a different one. Inform
other dealersabout such vendors so they are sure to sign a contract that they will be comfortable with.

Always be prepared to take advantage of an unexpected opportunity.

Advertising Expense

Aswasshown in lastmonth’sissue, net new and used advertising (gross new and used advertising less advertising
credits) asa percentage of total dealership gross profit plus other income was 6%. Some dealers do not realize their
advertising budget has become much above average. In some of these cases, their net profits are down more thanis
needed because new and used advertising expense has become too high with their reduced sales volumes. If you are
abelow average profit dealer, you need to review your new and used advertising expense compared to factory
averagesand other sources.



Service Department

The monthly profit survey shows the service department labor gross profit margin. This gross profit margin is
determined by taking total service department labor sales reduced by the cost of labor to the service department
technicians. The gross profitmargin on labor shows an average of 69%. The gross profits by manufacturer group range
from 67%to 70%. This indicates thatall manufacturer groups generally have asimilar gross profit margin. Most dealers
showagross profitmargin approximating 69%, with the lowest margin showing 49% and the highest margin showing
80%.

The first rule of survival: pay attention

Sales Department Employees

With some salespersons making less income than in the past, it matters more now that non-managerial employeesin
the sales departmentaccurately record their work time spent at the dealership onaregular basis. We have seen recent
audits where the time reported by dealership salespersons was simply copied from their prior week’s timesheets, which
were already inaccurate. If your dealership settles up with salespersons on a weekly basis, they will receive
compensation (minimum wage) even though they sold no vehicles. You need to make sure your salespersons are
accurately reporting their working hours at the dealership and make sure they do notinclude any breaks as working
hours.

To minimize minimum wage issues, settle up with the salespersons on a monthly basis. This does not mean you
only pay them once amonth, but it means that your settle up period is monthly, not weekly.
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