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Motor dealer services

BDO Kendalls is the strongest national supplier of compliance and accounting
services to all types of motor dealerships throughout Australia. The new BDO
Kendalls’ Motor dealer services team has significant experience in the industry
and now advises approximately 200 car, truck and motorcycle dealerships
nationally. Our motor dealer teams represent a national offering with local
partners and directors providing quick response services to local dealers.

As we move closer to another financial year end, how will your dealership’s
performance measure up? This update will provide you with current trends and
benchmarks to help you compare your performance to the industry. We will cover
the major issues currently impacting on dealership operations.

Utilising the skills and expertise of CB Richard Ellis, we will provide you with
an overview of the property market. This will focus on a range of topical issues
including forecast demand and growth in the major sectors of retail, commercial
and industrial property. The presentation will also challenge the current industry
model for real estate and provoke thought regarding future property utilisation.
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Issues & opportunities for the
motor industry

¢ Industry dynamics forcing change
» Staff recruitment & retention
e Superannuation guarantee changes

e GST refund opportunity...or not?
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Retail motor industry dynamics

Trends forcing change: COMPETITION

«  Despite strong economy and record new unit sales...
e Competition increasing as a result of:

— greater brand and model choice

— new vehicle gross declining

— used vehicle gross declining

—  service competition

— customer’s expectations

— staff recruitment and retention issues
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Retail motor industry dynamics

Trends forcing change: CONSOLIDATION

Increasing as a result of manufacturers promoting dealer consolidation

through:

more demanding franchise agreements

dealership upgrade requirements increasing the capital
investment

more selective in regard to owner
less opposition to public ownership
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Retail motor industry dynamics

Competition & consolidation leading to:

« small dealerships struggling to remain profitable and
accordingly meet capital investment requirements

e large dealer groups emerging as consolidators
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Retail motor industry dynamics

Capabilities characterising industry “winners” as
observed by BDO Kendalls

strong balance sheet
access to property
diversified by geography and brand
owner and management:
— proven track record of sales and investment
— operations experience
— acquisition experience
— innovation and training

— vision and direction
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Staff recruitment & retention

Has it ever been more difficult ?

* Robust economy

* Booming resource sector (especially Qld and WA)
» Record low unemployment (approx 4.5%)

e Generation Y

e Travel and overseas opportunities

the Motor Industry is not alone............ !
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Staff recruitment & retention

Dealerships generally below average

e innovation (i.e. doing things differently)
 attracting staff and skills from other industries

e promoting the diverse career opportunities that a dealership offers

e recognition focus (i.e. not just salary)

but that's not to say we are any better......... !

|IBDO




Staff recruitment & retention

Ideas to consider

target female or older staff

concessionally taxed or exempt fringe benefits
training initiatives

flexibility in hours (work — life balance)

attracting staff and skills from other industries
targeted promotion to TAFE/Universities/Schools
meaningful performance appraisals
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Staff recruitment & retention cont.

Ideas to consider cont.

self funding commission and bonus structures
recognition ...... not just reward!

guest workers........ technicians

phantom or psuedo equity arrangements
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Superannuation guarantee changes

Currently

« fund pre 21/08/91 grandfathered

« fund post 21/08/91 ordinary times earnings (OTE) to include
commissions and bonuses (CB), however SG law provides where
an award states a different basis for OTE, the award overrides the
SG...... motor dealer awards typically OTE excludes CB

e in 2004 the ATO issued MTAA preliminary advice to say that
wording of the federal award is such that employers are required to

use same earnings base as the SG legislation

Superannuation guarantee changes cont.

» State awards apply in Qld, where the dealer is a member of the
MTAQ (caution re managers)

 therefore SG will likely apply to CB where -
* fund post 21/08/91, and
 covered by Federal awards, or
 covered by State award however an employee (eg. manager)
is not covered by award
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Superannuation guarantee changes cont.

Post 1/07/08

¢ Changes made to the SG Admin Act 1992 will ensure OTE is
standardised earnings base for the purposes of the SG
legislation, including removal of grandfathered earnings base

e That is, superannuation will be payable on commissions and
bonuses!
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GST refund opportunity

e no GST on Holdbacks per GSTD 2005/4 (issued 29/6/2005)
which says it is the ATO'’s interpretation of the law as it applied
from 1/7/2000............ their view is the holdback payment is not
in respect to a taxable supply!

e If not a taxable supply then how could GST have applied to the
period prior to ruling?
e Opportunity to claim refund for GST paid?

e Substantial amount ie. a $50m turnover dealership would have
paid an estimated $125,000 GST on holdback p.a.!

e But what about the “passing on provisions” of the GST
legislation?

¢ Claim to the ATO ?
|IBDO




GST refund opportunity

Our thoughts:

— claims to the ATO raise attention to the dealership and the

industry

— the ATO would presumably argue the intention of the
legislation

However, stranger things have happened and why should you

miss the refund opportunity?

Our initial advice:
— adopt middle ground
— make sure the house is in order
— currently discussing with the ATO
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National merger

» Motor dealer services national

Not just another merger.

The merger creates a
distinctively different alternative
for those seeking corporate and
business advisory services.

team acts for over 200 car, truck,
marine and motorcycle
dealerships nationally.




We would like to thank you for attending our
Industry & Property update seminar

BDO

BDO Kendalls

BDO Kendalls Motor Dealer Services
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;Fl Australian Economy

In Australia we are going through a
period of unprecedented growth —
this will be the 18" consecutive
year of growth. The question to be
answered is “how much longer will
this growth continue?”.

The economy has historically been
cyclical in about 10 years periods.
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;Fl Australian Economy

Economic Indicators

» 2006 GDP was 2.8% - 2007 forecast 3.75%

* 2006 inflation rate 2.4% - 2007 forecast 2.5%

e Australian dollar at a ten year high

* Pressure on Cash Rate but still low at 6.25%

e Stock prices at record high

» Consumer confidence on the rise - Westpac

* Housing prices remain high —approvals down
» Petrol price on therise

©Martec




1

Australian Economy

Employment Indicators

Present unemployment rate of 4.4% - lowest
for 30 years

Labour force participation rate at 64.9% -
highest ever at 10.4 million employed

Job vacancies of 159.7 thousand in February
Average weekly earnings of $1,117
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Vehicle
Industry
Summary
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Vehicle Price Index
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:E Vehicle Industry Mix

April YTD
Volume 000's
2006 2007 % Chge
Passenger

Suv
Light Com’'l
Heavy Com’l
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Sales By Fuel Type

April YTD
Volume 000'S % Share %
2006 Diff. 2006 2007
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;];. Annual Volumes
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:Jﬂ Australian Vehicle Sales

April YTD

Volume ) Share %

2006 2007 Chge 2006 2007
Toyota 63917 72613 13.6 21.1 22.0
Holden 48780 48961 0.4 16.1 14.8
Ford 37351 34426 (7.8) 12.3 10.4
Mazda 21569 25835| 19.8 7.1 7.8
Nissan 16025 21123 31.8 5.3 6.4
Honda 15871 20514 29.3 52 6.2
Mitsubishi 16820 20145 19.8 55 6.1
Hyundai 16073  13656| (15.0) 5.3 4.1
Subaru 12257 12268 0.1 4.0 3.7
VW 5635 8418| 49.4 1.9 2.5
Total 303255 330682 9.0 100.0 100.0 t
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. Manufacturer Shares
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State Vehicle Sales

fu

April YTD
Volume ) Share %
2006 2007 Chge 2006 2007
NSW 94826 102415( 8.0 31.3 31.0
VIC 76952 82745 7.5 25.4 25.0
QLD 66212 73677 11.3 21.8 22.3
WA 33026 37785 14.4 1009 114
SA 19279 19962 3.5 6.4 6.0
TAS 5337 5495| 3.0 1.8 1.7
ACT 4599 5320| 15.7 1.5 1.6
NT 3024 3283| 8.6 1.0 1.0
Total 303255 330682 9.0 100.0 100.0
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$ Top 10 Australian Models

TOYOTA CAMRY
NISSAN NAVARA
HOLDEN ASTRA

TOYOTA AURION

APR YTD (000s)
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:B Passenger Market

Volume %
April YTD 2006 2007 Chge
Holden Commodore 17304 19494 12.7
Toyota Corolla 13185 13307 0.9
Mazda 3 10663 11981 12.4
Ford Falcon 14272 10564| (26.0)
Toyota Echo/Yaris 8057 10037| 24.6
Toyota Camry 6376 8422| 32.1
Holden Astra 6367 6975 9.5
Toyota Aurion 0 6694 N/A
Honda Civic 3632 6025 65.9
Mitsubishi Lancer 4180 5789| 38.5
©Martec
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Market By Source

Volume 000's %

Apr YTD 2006 2007 Chge

Japan 116.1 124.0 6.8 38.3 37.5
Australia 64.6 64.8 0.3 21.3 19.6
Thailand 29.8 43.3| 45.3 9.8 13.1
Korea 32.1 31.2| (2.8) 10.6 9.4
Germany 10.6 12.8( 20.8 3.5 3.9
Sth Africa 11.8 12.0 1.7 3.9 3.6
Belgium 6.3 7.5 19.0 2.1 2.3
Spain 5.0 5.2 4.0 1.6 1.6
France 4.4 4.5 2.3 15 1.4
UK 3.5 2.6| (25.7) 1.2 0.8
Other 19.1 22.8] 19.6 6.2 6.8
Total 303.3  330.7 9.0 100.0 100.0
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:E Passenger Segmentation

April YTD
Volume 000's Mix %
2006 2007 % Chge 2006

Small

Lower Medium
Medium Large
Luxury

* Martec Segmentation
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ﬂ Passenger Segmentation
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SUV Segmentation

April YTD
Volume 000's Mix %
2006 2007 % Chge 2006 2007
Compact . 45.0 48.3

Medium Large . . 36.1 35.0
Large . . 8.6 7.0
Luxury . . . 10.3 9.7

12.1 100.0 100.0
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:E Light Commercial Segmentation

April YTD
Volume 000's Mix %
2006 2007 % Chge 2006 2007
Light Bus 0.8 0.8 0.0 1.5 1.4
Vans 6.7 6.4 4.5 13.0 116
PU/CC 4X2 23.4 214 (8.5)| 45.3 38.8
PU/CC 4X4 20.3 26.2 29.1 39.2 475
Trks 2.5-3.5 0.5 0.4 (20.0) 1.0 0.7
Total 51.7 55.2 6.8 100.0 100.0
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Sales By Fuel Type

April YTD
Volume 000'S % Share %
2006 Diff. 2006 2007
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:B Local Production Sales

April YTD

Volume 000's Difference
Local Poduction 2006 2007 Vol %
Holden 24.9 24.9 0.0 0.0
Ford 25.6 21.0 (4.6) (18.0)
Toyota 9.6 15.1 5.5 57.3
Mitsubishi 4.5 3.8 (0.7) (15.6)
Total Local 64.6 64.8 0.2 0.3
Imports 238.7  265.9 27.2 11.4
Total 303.3 330.7 27.4 9.0
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:J& Local Manufacturer Sales

April 2007 YTD

Volume 000's Mix %
Local Poduction Local Imp. Local Imp.
Mitsubishi 3.8 16.3 19 81
Toyota 15.1 57.5 21 79
Holden 24.9 24.1 51 49
Ford 21.0 13.4 61 39
Total Local 64.8 111.3 37 63
Imports 154.6
Total 64.8 265.9 20 80
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:E. Vehicle Sales

Forecast 000's
Actual 2007 2008
Vol %Ch Vol %Ch
Passenger
SUV
Lt Com’l
Trucks

962.7 1000.0
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Dealership
Profitability
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:‘h New Vehicle Market

* Record new car sales

» Dealer sales revenue at record level

* Best value vehicles ever

» Dealer employment level highest ever

» Greater customer retention focus

* Manufacturers/distributors more demanding
What has all this meant to the dealer body

LOWER PROFIT
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Contribution to Profit
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$ Contribution to Profit

All Dealers — Mar Qtr 07

PARTS
F&l 24%

SERVICE
31%

Note: New represents a negative 13%/Used negative 8%
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;F. Dealership Profitability

* Review and eliminate waste and maximise
productivity from staff, inventory, etc

* Present industry is the best we have seen, and
we are still struggling to earn acceptable profit
—are you prepared if the industry softens?

* When was the last time you critically looked at
all costs within your dealership and eliminated
waste? If the end customer does not perceive
value in something, then why do it?

©Martec

;Fl Benchmarks

* New car sales staff 12 units/month

» Used car sales staff 10 units/month

» Parts sales at $66,000 per/month per employee

» Service technicians labour sales/month at
$11,500

 The biggest controllable dealership cost is
personnel costs — about 2/3 of the average
dealership’s operating cost

©Martec




:F. Benchmarks

 Benchmark represents achievement of best
industry practice

» Constantly moving stretch target

* You cannot monitor what you do not measure

« Bad habits developed in good times, good
habits developed in bad times

©Martec

:Ei\IPBT % Dealership Revenue

Benchmark NPBT at 2.2%

Average New Vehicle franchised dealer 1.1%
Dependant on franchise — locals are the lowest
Average other retail outlets 6%
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:h Used Contribution to Profit

ndex
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:J& Used Vehicle Department

Historically, the ratio of used to new vehicle
sales nationally has been approximately 3:1.
This therefore means that in 2003
approximately 2.7 million used cars were sold.
Our most recent data suggests that new car
franchised dealers account for approximately
14% of this market or 380,000 units. A ratio of
0.4 used vehicle to every new vehicle sold.
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;Fl Used Vehicle Department

Profit in the dealer's used
car department is directly
related to management
control rather than volume -
dealer principal has total
control.

©Martec

;Fl Used Vehicle Department

« Do you know what you are selling and what
you are stocking — do they match by vehicles,
price range, by colour, etc

» Areyou carrying too much stock?

« Do you understand what your true inventory
carry costis?

* Do you know what your ROl is? You should be
achieving at least 60% on your investment in
inventory.

©Martec




$ UV Breakeven Analysis

$000 PUVR

"""""" Average Variable  Costperbay @ _—
Gross $43.27
$1,799

Breakeven Days
42
1 1 1 1 Dayls
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:B Controllable Costs

« Staff costs
» Advertising costs

* Interest costs

©Martec

:J& Controllable Costs

Staff costs alone account for
approximately 60% of the dealership
operating cost.
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:Jﬁ\dvertising Cost — $ Per Vehicle

March Qtr 2007

New Used

Toyota 205 402
Holden 151 344
Ford 229 283
Mitsubishi 194 300

Average 195 332
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:Jﬂ Inventory — Days Supply

March Qtr 2007

New Used

Toyota 42 57
Holden 48 62
Ford 77 74
Mitsubishi 50 69

Average 66




Martec
Dealership
Services
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:J& Services To The Industry

Executive Briefings

Dealer Performance Groups
Market Research

Forecasting & Statistical Analysis
Automotive Seminars
Automotive Insight

Training & Development

Finance & Insurance Training
Salesvoice

Telephone Shopping Surveys
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:h Services To The Industry

* Vehicle Extended Warranties
* Warranty Administration
* GAP and CCI Provider — largest in the world

©Martec

QUESTIONS
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