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Monthly Profit Trends

Marchwas an improved profit month for new vehicle dealers. Only 15% of our 200 new vehicle dealers showed a
loss in March, and those that had losses were smaller. Asyou can see below, approximately 5% of new vehicle dealers
lostover $20,000 in March. In past years, March was one of the best profit months of the year. Thistrend seemed
tohold for March 2009. Fortunately, the number of new vehicle dealers that are inaloss position for the year, though
high, continuesto improve.

Mar. Mar. Mar. Mar. Mar.
Better Worse Loss Loss YTD
Than Than Over Month 2009
Feb. Feb. $20,000
Chysler 50% 50% 5% 20% 50%
Ford 70% 30% 10% 25% 25%
General Motors 70% 30% 5% 15% 20%
Imports 80% 20% 10% 15% 35%
Overall 70% 30% 5% 15% 30%

Asreported in Automotive News, dealers sold 820,000 new carsand light duty trucks in April 2009 versus 1,249,000
unitsin April 2008. If you annualize April 2009 year-to-date new car and light duty truck sales, 2009 will show
9,072,000 units for the year, the lowest expected annual new car and light duty truck sales in over 30 years. The
franchises that show the smallest sales reductions include Hyundai, Kia, Subaru, VVolkswagen, and Audi. All of these

franchises have decreases less than 20% compared to the same time period in 2008.

Financial

All dealershaveretail installment contracts thatare funded
by financial institutions. Dealersusually send the financial
institutionacopy of the factory invoice or some description
of the vehicle including options. If the dealer makes a
mistake by listing options notincluded inthe vehicleand if
the financial institution discovers the absence of these
options, the dealer can be required either to submit
reimbursement for the missing options or to purchase back
the current balance of the contract if the vehicle is
repossessed.

Recently, one of our dealers was called by a financial Inside
institution that had purchased aretail installment contract. New Vehicle Dealership Buy-Sells
This institution told the dealer that the vehicle was GM and Chrysler Dealers

represented as having a sunroof and a theft deterrent
system, though it did not have either. As a result, the

Institutions

financial institution wanted a large payment from the
dealer. The dealer found that both itemswere infacton
the vehicle and said that when they called this financial
institution, the personnel there explained that they were
receiving a lot of calls of this nature. The dealer felt it
mighthave been an attempt by the financial institution to
fish for dealers who would pay without questioning the
charge. Letyour finance department and office know
aboutthisstory in case they are called on such a matter.
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New Vehicle Dealership Buy-Sells

Thesale of newvehicle dealerships has slowed downtoatrickle in the last nine months. Since lastsummer, new unitsales

have beendowndrastically and profits have been downto their lowest level asreported by the National Automobile Dealers

Association. Dealersshow a 1% net profitasapercentage of salesand areturn on equity being 12.4% for 2008. The last

timethereturnonsaleswasthislowwasin 1991, when itwasalso 1% and the return onequity was only 14%. The long

runreturnonsales, though ithas beendeclining overtime, is 1.6% with areturn onequity of 24.7%. Also, Automotive

News reported that total new car and light duty truck sales in 2008 were only 13,200,000 units, the lowest since 1992. If

you annualize March 2009 year-to-date new car and light duty truck sales (which were only 2,200,000 units as reported

by Automotive News), 2009 new car and light duty truck sales would be only 8,800,000 units, the lowest since 1978.

In light of these financial and new unit sales results, the number of buyers for new vehicle dealerships are nearly
nonexistent. However, there are some buyers out there who feel they can make a reasonable profit, even in these times.

Listed beloware some of the areas of concern the willing buyer needs to consider before purchase.

1. Make sure you prepare adetailed financial model or projection of expected sales based onthe reality of today and
realistic obtainable profitsattoday’ssaleslevels. Youneedto be able to project making at minimuma25%return
onyour investmentwith conservative projections; otherwise, pass onthe deal.

2. Consider making sure you cangetout of the real estate if the dealership does not perform. Consider this question:

If you purchase the real estate, will there always be a new vehicle dealership wanting to use the real estate being
purchased or afactory wanting adealership at this location? If not, then pay for what the real estate isworth ifit
isnotusedasadealership. Ifyoulease the property, youneedto be able to get out of the lease if the franchise fails,
ismaterially changed, or if the dealership isunprofitable.
You need to have a reasonable rent factor whether you purchase or lease the real estate. Rent factor would be
defined as rent, amortization and depreciation of the facility, mortgage interest, property taxes, and building
insurance. Therentfactor should bearound 1.1% of sales or 7% of total dealership gross profit for adealership’s
buildingthatisnotanewfacility.

3. Make sure you have financing in place for the dealership purchase before you sign the purchase agreement. You
needto havealender thatyou can countonto stay with you for your working capital loans, floor plan loans, and
real estate loans. We do not like to see and do not see inall cases loan covenants with lenders. Itisour opinion
that ifthe lender does not wantto do business with us, all they have to do is give us reasonable notice, and we will
gotoanotherlender. Intoday’stimes, you cannotcountonthe lender staying with you or the ease in finding another
lender. Youneedtohave aloanagreementwithyour lender stating that the lender cannotabandonyouifyouare
meeting some reasonable financial guidelines.

Insummary, goslowwhen purchasing anew vehicle dealership inthese financial times. Ifitdoesnotlook like areal
good deal, then pass on the purchase.

Even when people are more successful than they had imagined,
nothing is ever achieved without giving something up.

GM and Chrysler Dealers

With Chryslerfiling for bankruptcy and the possibility of GM filing for bankruptcy, dealers need to consider whether they
alwayswantto sellanew vehicle when they have the opportunity. If youhave achancetosell anewvehicle witha$1,000
grossand the factory rebate assigned to you by the retail customer is $4,000, it is possible that you might not collectall or
anythingonthisvehiclesale. Inbankruptcy, the courtwill decide. Therefore, you mightwantto passonsellingthisvehicle
since there isthe real possibility you might not collectthe $4,000 rebate, and thus lose $3,000. Several alternatives exist
inthisscenario, including notselling the vehicle, having the customer take the low interestrate program, or having the customer
take therisk of collecting onthe $4,000 rebate.



Dealership Performance

Many Chryslerand GM dealers are finding out that their franchise contracts might not be renewed, with one of the
reasons being that their scores by their factories show them as non-performing or below average as a dealer. GM has
ascoring system called DART, which ismade up of four categories:

Weighting
New vehicle sales effectiveness 50
CSI 30
Capital (working capital) 10
Profitability 10
Total 100

We have seen dealerswith DART scoresas lowas 75to over 130. Unfortunately, some dealers are unaware of their
scoresor of their factories’ scoring system. If you are unaware of it, we suggest you obtain the worksheet showing
your factory score. Inareasthatyou are below average in, consider how you may improve these areas, as it might
costyour franchise inthe future if you ignore them.

The worst sorrows in life are not in its losses and misfortune, but its fears.
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