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CURRENT ENVIRONMENT

New contract, new era

The fall 2007 signing of labor contracts be-
tween the Detroit Three automakers —
General Motors Corp., Ford Motor Co., and
Chrysler LLC (which is now a unit of Cer-
berus Capital Management L.P., a large pri-
vate investment firm based in New York) —
and the UAW union, which represents au-
toworkers, starts a new era in the US auto
industry. In our view, these US automakers
(formerly known as the “Big Three”) were in
a dire predicament due to market share loss-
es, excess capacity, and an uncompetitive
cost structure resulting from their higher
legacy (pension and healthcare) and labor
costs. Because of these factors, the union
made unprecedented concessions in exchange
for manufacturer commitments guaranteeing
certain employment levels and plant invest-
ment in the US, subject to certain market
conditions.

We have believed that there is a need to
make the US automotive companies more
competitive, end the string of losses and fee-
ble profits, and stop the hemorrhaging of
cash. We think the creation of healthcare
VEBA trusts to be managed by the union
will reduce the uncertainty and financial
drain that the spiraling healthcare costs are
having on the automakers. (VEBA stands
for voluntary employees’ beneficiary associ-
ation.) In addition, the companies should
benefit from the establishment of a second,
lower wage tier for new hourly workers,
and from the closure of certain plants.
These hourly worker concessions are not
free. Automakers have committed to main-
tain certain levels of US production and to
make aggregate lump contributions in the
tens of billions of dollars to help fund the
VEBA trusts and to pay for other services
for active workers.

This arrangement is similar to an agree-
ment between Goodyear Tire & Rubber Co.
and its largest union, the United Steelwork-
ers. In exchange for funds contributed to a
healthcare program administered by the
union, the tire maker was freed of its obliga-

tions for union members’ retiree healthcare
costs.

Will it be enough?

The contracts reached with the unions will
help automakers’ competitiveness on the cost
side, but more work needs to be done on the
product side, in our view. Although GM has
benefited from the introduction of high-
volume new vehicles, such as pickup trucks,
in 2006 and 2007, we believe that both GM
and Ford need to improve their product line-
ups if they are to sustain and grow volumes
and market share.

Currently, US consumers are giving greater
consideration and preference to foreign
brands; sometimes, they don’t even consider
certain US brands. Clearly, the Detroit Three
need to increase the customer’s “share of
mind.” Unfortunately, this will take some
time; one, two, or even three new vehicles are
not enough to turn around companies of their
size. And, unlike cost cutting, manufacturers
have less control over consumer preferences.

Daimler-Benz sells Chrysler

Along with the historic UAW contracts,
Daimler-Benz AG’s August 2007 sale of
80.1% of Chrysler to Cerberus Capital Man-
agement L.P. for $7.4 billion heralds a new
era. Cerberus has the financial and manage-
ment resources to invest in growing the en-
terprise. In addition, as a private company
without the need for quarterly earnings dis-
closures, Cerberus can focus on a multiyear
restructuring timetable.

In the first few weeks after its purchase of
Chrysler, Cerberus made aggressive manage-
ment changes at the automaker. It hired for-
mer Home Depot CEO Robert Nardelli to
run the company, ahead of veteran Chrysler
leader Thomas LaSorda. We expect Nardelli
to take a strong stand on restructuring costs
and the company’s product line. Cerberus
also hired Jim Press, former president of
Toyota Motor USA, as president and vice-
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NORTH AMERICAN MOTOR VEHICLE PRODUCTION

(Calendar year)

General Motors
Ford Motor
Daimler/Chrysler
Total Big Three
AM General
Auto Alliance
BMW
CAMI
Honda Motor
Hyndai
Mercedes
Mitsubishi
Nissan
NUMMI
Subaru/lsuzu
Toyota
Volkswagen
Others

Total transplants

Grand Total

LIGHT TRUCKS

THOUSANDS OF UNITS % OF TOTAL THOUSANDS OF UNITS % OF TOTAL
2004 2005 2006 2004 2005 2006 2004 2005 2006 2004 2005 2006
19213 17722 11,7627 30.0 26.8 251 : 3,0647 28038 26309 313 289 297
936.1 816.9 963.1 14.6 12.3 137 : 25442 22997  1,860.4 259 237 21.0
532.2 608.1 620.2 8.3 02 88 : 20557 20719 18388 21.0 214 208
339%.5  3,197.2  3,346.0 52.9 483 476 : 76646 71755  6,330.1 78.2 74.0 715
328 283 15.6 0.3 0.3 0.2
133.3 2726 249.9 2.1 4.1 36
35.1 19.8 38.8 0.5 0.3 0.6 108.8 105.0 65.9 11 11 0.7
131.2 190.0 196.3 13 2.0 22
783.3 796.2 830.7 12.2 12.0 11.8 4345 552.7 555.0 4.4 5.7 6.3
91.2 174.4 25 63.0 0.7
735 95.6 173.6 14 25 142.0 170.6 179.1 14 1.8 20
915 64.9 74.8 14 1.0 1.1 21.7 227 17.1
654.2 703.5 7053 10.2 10.6 10.0 425.1 495.2 446.6 43 5.1 5.0
2374 2484 257.9 3.7 38 37 143.3 168.9 170.8 1.5 1.7 19
98.3 87.2 84.3 15 13 1.2 20.4 318 26.1 0.2 0.3 0.3
692.9 742.0 744.4 10.8 1.2 10.6 440.3 466.7 446.5 4.5 438 5.0
2253 300.4 347.0 35 4.5 4.9 0.1 1.0 13 0.0 0.0
239.7 291.3 340.8 24 3.0 38
30249 34219 3,681.0 471 51.7 524 : 21398 25241  2,5247 21.8 26.0 285
64205 6,619.1 7,027.0 100.0 100.0 100.0 : 9,8044 96996 88548 : 100.0 100.0 100.0

Note: Totals may not add due to rounding.
Source: Ward's Automotive Reports.

chairman of Chrysler LLC. In addition, Deb-
orah Wahl Meyer, who was vice president of
marketing at Toyota’s Lexus brand, and
Philip Murtaugh, formerly the head of GM
China, were brought onboard. These changes
indicate to us that Cerberus is serious not
only about making Chrysler a success, but
also about doing so quickly.

Impact on GM and Ford

For the domestic automakers, several po-
tential benefits and challenges could emerge
from the Cerberus—DaimlerChrysler deal.
Cerberus’s aggressive action in restructuring
and hiring leaders appears already to be hav-
ing an impact on its competitors. Taking a
cue from Chrysler, Ford hired Jim Farley, a
veteran Toyota marketing leader, to head up
its global marketing team. Chrysler’s an-
nounced plans to eliminate weak-selling
vehicles from its lineup in order to focus re-
sources on developing and retaining stronger
ones may force GM and Ford to follow suit.
(Ford’s planned sale of Jaguar and Land
Rover is discussed later in this section.)

Over the long term, if Cerberus is success-
ful in improving Chrysler’s performance and
product lineup, it could mean increased com-

petition for GM and Ford in the US and
abroad. If Cerberus does not succeed, how-
ever, competitors should increase their mar-
ket share and volume.

Private equity playing with cars

Cerberus is not the only private equity
firm or investment group to set its sights on
the US auto industry. With American au-
tomakers and parts suppliers struggling and
restructuring in recent years, they have be-
come targets of private equity players and
other acquirers. Private equity investors gen-
erally make acquisitions because they believe
they can find and create value in depressed
market segments. With their combination of
financial and management resources, they
are able (and can afford) to invest a few
years to improve profitability of the targeted
companies or operations; they then exit via a
private sale or a public offering.

For example, billionaire investor Wilbur
Ross, who in April 2002 successfully in-
vested in the then-struggling steel industry,
has recently been investing in the US auto
parts business. In 2006 and 2007, Ross and
partners purchased the interiors business of



Collins & Aikman Corp., as well as Lear
Corp.’s European interiors operations and
North American interior assets — all of
which are now part of Ross’s International
Automotive Components Group. Ross is
betting that he can restructure and consoli-
date the segment and improve profitability
in areas that the former parent companies
did not have the resources or ability to turn
around.

Credit turmoil changes M&A

The credit market turmoil that occurred
this past summer has changed the merger
and acquisition (M&A) environment. Credit
is more expensive and less available than it
had been. As a result, we expect a slowing of
M&A activity in the industry (particularly
from financial buyers); valuations may also
decline. Strategic buyers, however, should
continue to make deals.

Jaguar, Land Rover on the block

Ford has been more direct recently, saying
that the company will sell Jaguar and Land
Rover, most likely together. In fact, formal
bids have been received, and we expect a
transaction to occur by early 2008 or sooner.
The buyer could be a strategic purchaser that
is looking to build its global business (such
as Tata Motors Ltd. of India) or a financial
acquirer that is looking to quickly restructure
or fix the business and then divest it for a
profit through a sale or public offering.

US MOTOR VEHICLE SALES & PRODUCTION

(In thousands)

The sale of Jaguar and Land Rover would
benefit Ford, in our view, as it would provide
some cash and limit the drain on manage-
ment time and resources. A sale of the two
brands would allow the company to focus on
its core Ford and Lincoln brands.

One part of Ford that we think is unlikely
to be divested completely is its Volvo unit.
For one, product development plans between
Volvo and core Ford brands are too inter-
twined to separate in the near future. In ad-
dition, we believe that Volvo, which appeals
to safety-oriented consumers, is generally
profitable. One possible alternative would be
the sale of a partial stake in Volvo, which
would generate some cash for Ford and keep
the existing synergistic benefits between the

brands.
GM, Ford focus on profits

The 2.5% decline in US vehicle sales vol-
ume, year-to-date through October 2007, can
be attributed to several factors, including ele-
vated gas prices, a decrease in consumer confi-
dence due to a weak housing environment,
and the reduced availability and/or the higher
cost of credit to certain consumers. Given our
outlook for ongoing high gasoline prices and a
soft housing market, we expect that vehicle
sales will continue to be depressed.

In order to improve profitability, GM and
Ford have sacrificed sales volume and market
share, a process that can be painful at times.
Although the number of vehicles GM and

SALES* PRODUCTIONT
MED. & TOTAL MED. & TOTAL
PASSENGER LIGHT HEAVY MOTOR PASSENGER LIGHT HEAVY MOTOR

YEAR CARS TRUCKS TRUCKS VEHICLES CARS TRUCKS TRUCKS VEHICLES
2006 1,781 8,724 545 17,049 4,366 6,412 462 11,240
2005 7,667 9,281 497 17,444 4,321 7,203 422 11,947
2004 7,506 9,361 432 17,299 4,230 1,373 386 11,988
2003 7,610 9,029 328 16,967 4,510 7,319 268 12,097
2002 8,103 8,713 322 17,139 5019 7,001 258 12,277
2001 8,423 8,700 350 17,472 4,879 6,293 217 11,389
2000 8,847 8,503 462 17,812 5,542 6,840 209 12,591
1999 8,698 8,195 521 17,415 5,638 6,955 430 13,023
1998 8,142 7,401 424 15,967 5,554 6,074 391 12,019
1997 8,272 6,850 376 15,498 5,934 5,858 289 12,081
1996 8,526 6,570 359 15,455 6,082 5,463 268 11,813
1995 8,635 6,093 388 15,116 6,340 5,306 283 11,930

Note: Totals may not add due to rounding. *Total US sales, including foreign models produced both inside and outside the United States, as well
as domestic models produced in Canada and Mexico. TForeign and domestic models produced inside the United States.
Source: Ward's Automotive Reports.
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Ford sell to rental companies is still relatively
high, both automakers reduced sales volumes
in 2007. These fleet sales are problematic for
several reasons. For one, they’re not very prof-
itable for the automakers. Second, rental vehi-
cles end up in the used car market after just a
few months of use, creating competition for
new vehicles and depressing new vehicle sales
and prices. Finally, these sales reduce the sec-
ondary market prices and residual values of
original vehicles. These issues have spurred
GM and Ford to cede rental company sales to
competitors in order to enhance the value of
their retail new vehicle operations.

CAFE regulations changing

Despite automakers’ resistance to in-
creases in the corporate average fuel econ-
omy (CAFE) standards, in June 2007 the
US Senate approved a measure that seeks
to raise fuel economy standards in the US
by 40% (from 25 miles per gallon current-
ly to 35 mpg) by 2020, and by an addi-
tional 4% annually between 2020 and
2030. The proposed legislation would also
set mileage standards for heavy trucks for
the first time. Before this becomes law,
however, it would have to be passed by the
House of Representatives.

While the Senate’s recent action is only an
initial step in the process to making the
changes into law, the rules (if passed) would
mean additional costs for automakers. We ex-
pect US auto companies to lobby against the
full passage of such strict regulations, which
they say would burden them with additional
costs at a time when they’re already struggling
to invest and to compete with foreign auto
manufacturers. We do think, however, that
some increase in CAFE standards is likely to
occur soon.

Raw materials costs remain high

Prices for raw materials (such as steel,
copper, resins, and other oil-based commodi-
ties) used in manufacturing vehicles are rising
again. Automakers and their suppliers, both
US and foreign, have frequently cited higher
raw materials costs as a drag on financial
performance in the first three quarters of
2007, after penalizing results in 2006. Rising
demand from emerging markets, such as Chi-
na, has been putting pressure on commodity

prices, as producers compete for scarcer raw
materials. We expect continued pressure on
these costs in 2008, but at a lesser pace.

Gasoline prices rise

As this Survey was being prepared in late
November 2007, oil prices had reached a
record of more than $99 per barrel. This rep-
resents a more than doubling of the price of
$43 per barrel at year-end 2004. Since 2004,
US gasoline prices have been high (compared
with prior years) and generally rising. On
May 21, 2007, gasoline reached an average
price of $3.22 per gallon, a record and up
nearly $0.33 (about 11%) from a year earli-
er, according to the US Energy Information
Administration, a statistical agency of the US
Department of Energy. Although the price
eased to as low as $2.75 at one point, it sub-
sequently resumed a rapid ascent, reaching
$3.10 on November 26. We expect this ele-
vated level to propel demand for more fuel-
efficient smaller vehicles, at the expense of
less fuel-efficient vehicles such as large sport
utility vehicles (SUVs) and pickup trucks.

Tires

New tires are sold under highly competi-
tive conditions throughout the world. Manu-
facturers produce significant numbers of tires
in low-cost markets. Companies operating in
North America are challenged by industry
overcapacity, which limits pricing power, and
by increased competition from low-cost man-
ufacturers. In addition, raw materials costs
have risen significantly over the past few
years, driven by increases in the cost of oil
and natural rubber.

Tire manufacturers continued to experi-
ence increases in the costs of certain princi-
pal raw materials during the first 10 months
of 2007, compared with the levels experi-
enced during the comparable period in 2006.
(Principal raw materials include synthetic
rubber, carbon black, natural rubber, chemi-
cals, and reinforcement components.) In-
creases in the cost of natural rubber and
petroleum-based materials were the most sig-
nificant drivers of higher raw material costs
in 2006 and 2007. The pricing volatility in
commodities, such as natural rubber and
crude oil, contributed to the difficulty in
managing the costs of related raw materials.
The higher price of crude oil and the grow-
ing global demand for its derivative products



MARKET SHARES OF US DEALER NEW LIGHT VEHICLE SALES

(Calendar year)
THOUSANDS OF UNITS % OF TOTAL
2003 2004 2005 2006 2003 2004 2005 2006
PASSENGER CARS
US MANUFACTURERS
General Motors 1,959.0 1,875.6 1,743.8 1,621.6 25.7 25.0 22.7 20.8
Chevrolet 799.5 908.2 858.1 794.4 10.5 12.1 11.2 10.2
Pontiac 408.7 420.0 395.3 353.2 5.4 5.6 5.2 45
Oldsmobile 103.1 204 14 0.1 14 03 0.0 0.0
Buick 259.3 223.3 186.1 170.1 3.4 3.0 24 2.2
Cadillac 151.3 141.9 160.9 142.8 2.0 19 2.1 1.8
Saturn 189.2 1235 105.9 130.5 25 1.6 14 1.7
Saab 47.9 38.2 36.1 30.6 0.6 05 0.5 04
Ford Motor Co. 1,169.4 1,018.3 1,038.9 1,094.7 15.4 13.6 13.5 141
Ford Division 792.3 684.6 742.4 810.4 10.4 9.1 9.7 104
Lincoln-Mercury 240.8 204.0 192.4 194.1 3.2 217 25 25
Jaguar 54.7 459 304 20.7 0.7 0.6 04 03
Volvo 81.7 83.8 73.6 69.5 1.1 1.1 1.0 0.9
DaimlerChrysler Corp.* 456.7 4741 526.8 510.2 6.0 6.3 6.9 6.6
Chrysler/Plymouth/Jeep/Eagle 158.1 252.2 267.1 233.7 2.1 34 35 3.0
Dodge 298.6 221.9 259.7 276.5 39 3.0 3.4 3.6
Total Big Three 3,585.1 3,368.0 3,309.5 3,226.5 47.1 44.9 432 415
JAPANESE MANUFACTURERS 2,785.6 2,946.7 3,158.6 3,315.1 36.6 393 4.2 426
Honda Motor 820.1 843.3 837.8 844.0 10.8 11.2 10.9 10.8
Mazda 163.7 187.7 1933 186.9 2.2 25 25 24
Mitsubishi 161.5 108.9 86.5 83.8 2.1 1.5 1.1 1.1
Nissan 505.4 536.8 572.5 553.6 6.6 1.2 15 7.1
Subaru 116.4 121.7 1214 125.6 15 1.6 1.6 1.6
Suzuki 22.5 471 57.8 63.1 0.3 0.6 0.8 0.8
Toyota 996.0 1,101.2 1,289.4 1,458.2 13.1 14.7 16.8 18.7
OTHER FOREIGN MANUFACTURERS  1,239.7 1,191.3 1,198.9 1,239.2 16.3 15.9 15.6 15.9
BMW 236.2 226.3 238.7 255.5 3.1 3.0 3.1 33
Hyundai 298.9 300.1 326.0 3271.3 39 4.0 43 42
Kia 140.4 155.9 146.4 148.9 1.8 2.1 19 19
Mercedes 186.6 194.1 182.8 178.6 25 2.6 24 2.3
Volkswagen 362.1 301.5 286.8 305.1 48 4.0 3.7 39
Others 15.5 134 18.3 237 0.2 0.2 0.2 03
Total domestic-built 5,527.4 5,356.9 5,480.5 5,436.0 72.6 4 7.5 69.9
Total imported 2,083.1 2,149.1 2,186.5 2,344.8 214 28.6 285 30.1
Total car sales 7,610.5 7,505.9 7,667.1 7,780.8 100.0 100.0 100.0 100.0
LIGHT TRUCKS
US MANUFACTURERS
General Motors 2,757.0 2,781.8 2,713.0 2,446.0 30.5 29.7 29.2 28.0
Chevrolet 1,843.4 1,839.8 1,794.0 1,603.0 204 19.7 19.3 18.4
GMC/Pontiac 631.3 637.1 581.5 515.0 7.0 6.8 6.3 5.9
Saturn 81.9 88.5 107.7 95.9 0.9 0.9 12 1.1
Other divisions 200.3 216.4 229.8 232.2 2.2 2.3 25 2.1
Ford Motor Co. 2,267.8 2,252.8 2,067.9 1,753.5 25.1 241 22.3 20.1
DaimlerChrysler Corp.* 1,670.8 1,731.9 1,778.0 1,632.3 18.5 18.5 19.2 18.7
Chrysler/Plymouth/Jeep 746.1 763.9 858.7 831.2 8.3 8.2 9.3 95
Dodge 924.7 968.0 919.3 801.1 10.2 10.3 9.9 9.2
Total Big Three 6,695.6 6,766.5 6,558.9 5,831.8 74.2 723 70.7 66.9
FOREIGN MANUFACTURERS 2,333.0 2,594.5 2,721.8 2,890.2 25.8 21.7 29.3 331
Honda 529.7 551.1 624.7 665.4 5iY) 5.9 6.7 1.6
Hyundai 101.3 1185 129.1 128.2 1.1 1.3 14 1.5
Isuzu 348 322 17.3 13.3 0.4 0.3 0.2 0.2
Kia 97.0 1141 129.5 145.4 1.1 1.2 14 1.7
Mazda 95.2 76.2 65.0 81.9 1.1 0.8 0.7 0.9
Mitsubishi 96.0 53.4 315 347 1.1 0.6 04 04
Nissan 289.4 449.6 504.5 465.8 3.2 48 54 5.3
Subaru 70.5 65.7 74.6 75.1 0.8 0.7 0.8 0.9
Suzuki 8519 26.8 243 379 0.4 0.3 0.3 0.4
Toyota 870.3 958.8 970.9 1,084.4 9.6 10.2 10.5 124
Others 113.0 147.9 1444 158.1 13 1.6 1.6 1.8
Total domestic-built 7,801.4 8,114.7 8,065.4 7,375.3 86.4 86.7 86.9 84.6
Total imported 1,227.2 1,227.1 1,215.3 1,346.6 13.6 13.1 13.1 15.4
Total light truck sales 9,028.6 9,361.0 9,280.7 8,721.9 100.0 100.0 100.0 100.0
Total domestic-built cars & trucks 13,328.8 13,471.6 13,545.9 12,811.3 80.1 80.0 79.9 71.6
Total imported cars & trucks 3,310.2 3,376.2 3,401.8 3,691.4 19.9 20.0 20.1 22.4
TOTAL MOTOR VEHICLE SALES 16,639.1 16,847.8 16,947.8 16,502.7 100.0 100.0 100.0 100.0

Note: Totals may not add due to rounding. *Chrysler division only of DaimlerChrysler.

Source: Ward's Automotive Reports.
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CAR & TRUCK SALES AND TREND DEMAND
(In millions of units)
12

Total car sales Car trend demand
10 /\/\/ /

6

4 \
\ Total truck sales
2

Truck trend demand

0\ + + + —t + + + + + + —t + + + + + + —t + + Il
1982 84 86 8 90 92 94 9 98 00 02 04 2006

Source: Ward'’s Automotive Reports.

is contributing to the cost increases being ex-
perienced for raw materials used by tire
manufacturers.

To address the higher raw materials
prices, industry participants have implement-
ed a series of mid-single-digit price increases.
Further price increases are likely, as selling
prices still lag increased costs.

US sales down in 2007, could fall
again in 2008

Customers continued to visit dealerships
in 2007, where automakers offered a wide
array of brand-new models, updated older
models, and innovative features, together
with incentives such as rebates and lower
prices. Nevertheless, consumers were not
buying as much as they did in 2006. Heavy
price competition enhanced vehicle afford-
ability, but pressured industry profitability.

As of late November 2007, Standard &
Poor’s was projecting that US light vehicle
sales volume would total about 16.1 million
units in 2007, down 2.4% from more than
16.5 million in 2006. For 2008, we are pro-
jecting a slight decline to 15.9 million. Stan-
dard & Poor’s economic forecast for 2008
includes 1.9% growth in the US economy (as
measured by real GDP) and an improved
stock market, partly offset by a higher unem-
ployment rate and a weak housing market.

Our near-term outlook for the relative
performance of the Detroit Three automak-
ers is negative. We expect that, overall, the
Detroit Three will lose share to foreign car-
makers — principally, the Asian brands.

The highly profitable light truck, minivan,
and SUV segment is of special concern. Once

dominated by the Detroit Three, this segment
faces increasing pricing pressure from suc-
cessful foreign makers, as well as a shift to
smaller, newer, more fuel-efficient vehicles.
Standard & Poor’s expects the Detroit
Three’s market share and profit margins in
this sector to decline in coming periods. We
anticipate that the category will continue to
see the effects of heightened competition,
with increased pricing pressure and discount-
ing. We expect the domestic brands to con-
tinue to lose market share.

Parts and used vehicle markets

After a strong 2006, growth in the US re-
placement parts market may be limited in
2007 and 2008. According to estimates from
the Automotive Aftermarket Industry Associ-
ation, a trade group, the aftermarket indus-
try’s revenues totaled $294 billion in 2006,
up 9% from $270 billion in 2005.

Automakers have been trying to wean
themselves from aggressive incentives while
reducing new vehicle inventory levels. This
should help used vehicles retain or improve
their value. According to Manheim Auctions
of Atlanta, Georgia, which produces a used
vehicle value index, the index, while down
sequentially, was up, year over year, in Octo-
ber 2007 to 113.9 (January 1995=100). Al-
though this level is below the multiyear peak
of 116.3 reached in January 2006, it reflects
an upward October year-over-year trend
since the low in 2004.
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Competition goes into overdrive

The United States is the world’s largest con-
sumer market for light vehicles, a category
that comprises passenger cars and light
trucks. For 2007, Standard & Poor’s expects
new light vehicle sales in the United States to
fall to about 16.1 million, compared with
more than 16.5 million in 2006 and 16.95
million in 20035. As of late November 2007,
we were forecasting another slight volume
decline for 2008, to 15.9 million.

According to the US Census Bureau, rev-
enues (including service, insurance, and other
items) for new car dealers in the United
States totaled an estimated $683 billion in
2006. Standard & Poor’s estimates that sales
of new vehicles accounted for more than
$400 billion of that total and should exceed
that amount again in 2007 and 2008.

In recent years, light trucks have become
popular passenger vehicles. The category in-
cludes minivans, sport utility vehicles (SUVs),
and pickup trucks that are used as substi-
tutes for cars, as well as lightweight commer-
cial vehicles such as delivery vans. In terms
of units sold, light trucks (less than 10,000
pounds gross vehicle weight, or GVW) ac-
counted for more than 94% of the total
truck market in 2006.

Approximately 545,000 medium- and
heavy-duty trucks were sold in the United
States in 2006, up from about 495,000 in
2005 and 430,000 in 2004, and exceeding
the prior high of 520,000 in 1999. (Medium-
duty trucks weigh 10,000 to 33,000 pounds;
heavy-duty trucks exceed 33,000 pounds.)
Sales in 2006 benefited from buying ahead to
comply with regulatory changes effected in
2007. Standard & Poor’s expects sales vol-
ume of such vehicles to retreat to 410,000 in
2007 and 450,000 in 2008.

Participants in the medium-weight and
heavy-duty commercial truck markets in-
clude Daimler AG, Freightliner Corp. (a sub-
sidiary of Daimler that makes Freightliner
brand trucks), Volvo Trucks North America
Inc., PACCAR Inc., Navistar International
Transportation Corp., and Mack Trucks Inc.

(acquired by Volvo in 2001). These segments
of truck manufacturing are covered in the
“Heavy Equipment & Trucks” issue of In-
dustry Surveys.

The Detroit Three see dwindling market share

The “Detroit Three” (formerly known as
the “Big Three”) US automakers — General
Motors Corp. (GM), Ford Motor Co., and
Chrysler LLC — accounted for approximate-
ly 41.5% of passenger cars sold in the United
States in 2006, with individual market shares
of 20.8%, 14.1%, and 6.6%, respectively.

The balance of US car sales (58.5% in
2006, up from 34.0% in 1988) came from
foreign nameplates. Most of these vehicles are
produced in so-called transplant facilities —
foreign-owned plants located in North Ameri-
ca. In 2006, the top three foreign companies
had a combined US car market share of
36.6%: Toyota Motor Corp. (18.7%), Honda
Motor Co. Ltd. (10.8%), and Nissan Motor
Co. Ltd. (7.1%).

In the light truck category, the Detroit
Three dominate the US market. Ford, GM
(maker of Chevrolet and GMC trucks), and
Chrysler (maker of Dodge trucks and Jeep
SUVs and recreational vehicles) account for
some 67% of light truck sales. Among for-
eign automakers now expanding into the US
light truck market are Toyota, Honda, and
Nissan.

Overall, Detroit Three brands commanded
54.9% of the US light vehicle market (a cate-
gory that comprises cars and light trucks) in
2006, according to industry publication Ward’s
Automotive Reports. This was down from
58.2% in 2005, 60.1% in 2004, and 61.8%
in 2003.

Auto parts sector highly fragmented

The auto parts sector of the US auto in-
dustry is highly fragmented, consisting of
thousands of parts suppliers that range in
size from small shops to large multinational
corporations. It comprises four lines of busi-
ness: original equipment manufacturing, re-
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placement parts manufacturing, replacement
parts distribution, and rubber fabrication.

Original equipment manufacturers
(OEMs). These companies manufacture parts
and components that automakers use in the as-
sembly of new vehicles. Thousands of OEMs
are independent firms; among the largest inde-
pendents are Dana Corp., Delphi Corp.,
Goodyear Tire & Rubber Co., Johnson Con-
trols Inc., Magna International Inc., Superior
Industries Inc., Tenneco Automotive Inc., TRW
Inc., and Visteon Corp. Some OEMs are sub-
sidiaries of large diversified companies, such as
Allied Signal Inc., Eaton Corp., General Elec-
tric Co., 3M Co., PPG Industries Inc., Textron
Inc., and United Technologies Corp.

Replacement parts manufacturing. Par-
ticipants in the replacement market, also
known as the aftermarket, produce parts and
components to replace or supplement parts
that were included in a vehicle’s original as-
sembly. Among the field’s important players
are ArvinMeritor Inc., Cooper Tire & Rub-
ber Co., Dana Corp. (through its acquisition
of Echlin Inc.), and Federal-Mogul Corp. As
in the original equipment segment, aftermar-
ket parts suppliers and distributors may be
independent companies or subsidiaries of
larger companies. Some firms, like Dana,
participate in both the original equipment
and replacement sectors.

Replacement parts distribution. Com-
panies in this category distribute automotive
accessories and parts, such as air filters, light
bulbs, and fuses, which replace or supple-
ment original vehicle parts. Sales are primari-
ly to automotive parts retail stores and fleet
owners.

Genuine Parts Co. is by far the largest
independent distributor of automotive
parts. As of year-end 2006, it operated 58
US warehouse/distribution centers associat-
ed with the National Automotive Parts As-
sociation (NAPA), a leading US franchiser
of auto parts/accessories stores and distrib-
ution centers, owned about 1,000 jobbing
stores, and served more than 5,000 inde-
pendent automotive parts jobbers. Its size
and leading position in the industry not-
withstanding, Genuine Parts represents only
an estimated 5% to 6% of the highly frag-
mented automotive aftermarket.

Rubber fabricating. Rubber fabrica-
tors manufacture the tires, belts, hoses, and
other rubber products used in vehicles. Ap-
proximately 60% of rubber production for
the auto industry is tire-related.

About half of worldwide tire production
is estimated to come from three companies:
Compagnie Générale des Etablissements
Michelin (France), Goodyear Tire & Rubber
(United States), and Bridgestone/Firestone
Inc. (Japan). Foreign-based tire manufactur-
ers now own a substantial portion of US do-
mestic capacity. Only two US tire companies
are now publicly traded: Cooper and
Goodyear.

According to estimates by the Rubber
Manufacturers Association, a trade organiza-
tion, US light vehicles (both new and used)
accounted for shipments of about 288 mil-
lion tires in 2006. The 4.6% decline (from
302 million units in 2005) primarily reflects
lower demand for both original equipment
and replacement tires. Standard & Poor’s es-
timates that light vehicle volume will be
down in both 2007 and 2008.

INDUSTRY TRENDS

The most important trends in the automo-
tive industry generally involve two related
developments: competition and globalization.

As more producers enter new markets
around the globe, competition escalates
worldwide. One consequence is the reduction
of market share for the “Detroit Three” US
automakers — General Motors Corp. (GM),
Ford Motor Co., and Chrysler LLC — in
their domestic market due to challenges from
import brands.

Demand from automakers for larger, glob-
al suppliers has contributed to the consolida-
tion of the US auto parts industry. Profit-
margin pressure from rapidly rising costs has
also been a factor.

In recent years, demand has grown for more
safety features in vehicles and for high-end lux-
ury models. Luxury vehicles often have the
most advanced technology and features, in-
cluding the latest safety and electronic devices.

Detroit Three losing market share

General Motors (GM) has led the US
automobile industry in sales since 1930,



when it first overtook Ford. In 1978, GM’s
market share peaked at 47.7%. Afterward,
it declined steadily, hitting 24.6% in 2006
(for cars and light trucks combined), down
from 26.3% in 20035. In the first 10
months of 2007, GM’s share was 24.0%,
down from 24.8% in the corresponding pe-
riod of 2006.

Ford and Chrysler also have lost ground in
recent years. Ford’s share declined to 17.3% in
2006, from 18.3% in 2005 and a peak of
26.2% in 1995. Chrysler’s share fell to 13.0%
in 2006 from 13.6% in 2005, and remains be-
low its peak of 16.8% in 1998. In the first 10
months of 2007, Ford’s share dipped to
15.7%, from 17.6% in the comparable period
in 2006. Chrysler’s share dipped to 12.7%,
from 12.9%, during the same period.

Overall, the Detroit Three brands com-
manded 54.9% of the US market in 2006,
according to weekly trade publication Ward’s
Automotive Reports — down from 58.2% in
2005, 60.1% in 2004, 61.8% in 2003, and
63.0% in 2002. For the first 10 months of
2007, the Detroit Three together claimed just
52.4% of the market, versus 55.3% in the
comparable year-earlier period. The decline
reflects their rivals’ well-received new prod-
ucts, including light trucks, SUVs, and
crossover-utility vehicles (CUVs), consumers’
growing attraction to Asian and European
nameplates, and relative weakness at Ford
and GM.

US LIGHT VEHICLE PRODUCTION FORECAST
(In thousands of vehicles)

Pace of market share losses should slow

J.D. Power Automotive Forecasting pre-
dicts that the Detroit Three will continue to
suffer market share losses in the near term.
The pace of losses should slow toward the
end of the 2007-11 forecast period, as
shown in the table entitled “US light vehicle
production forecast.” (J.D. Power and Asso-
ciates is a unit of the McGraw-Hill Compa-
nies Inc., which is the parent company of
Standard & Poors.)

GM is expected to show continued vol-
ume and share decline through 2009 but
then stabilize as its restructuring begins to
take hold. The automaker has a group of
smaller CUVs that will be coming out in
2008; all are expected to focus on design,
craftsmanship, and content. Ford has the
most risk associated with its competitive po-
sition: its share is expected to bottom out
near 15% of the market, which would place
it in the No. 3 position behind Toyota Motor
Corp. in 2008. Overall, Ford’s product ac-
tivity is expected to pick up after 2010.
Chrysler’s outlook is currently clouded by its
recent sale to a private equity company, and
we expect a further erosion of share over the
forecast horizon to 14.2% by 2011. Chrysler
suffers from new products that are not bring-
ing in new customers, but rather are canni-
balizing sales of other Chrysler products.

It is very difficult to argue with the suc-
cess the Toyota Group has had. We expect

2006-2011 CHANGE

VOLUME 2006 2007 2008 2009 2010 2011 VOLUME %

General Motors 4,065 3,892 3,882 3,871 3,978 3,974 (91) (2.2)

Ford 2,869 2,697 2,690 2,641 2,564 2,565 (304) (10.6)

DaimlerChrysler 2,390 2,113 2,381 2,400 2,406 2,413 23 1.0

Honda 1,509 1,513 1,525 1,555 1,550 1,611 101 6.7

Nissan 1,019 1,091 1,095 1,105 1,112 1,120 100 9.9

Toyota 2,542 2,621 2,726 2,796 2,816 2,849 307 12.1
Total, top 6 14,395 14,226 14,299 14,367 14,427 14,532 137 1.0

TOTAL, all models 16,516 16,457 16,568 16,665 16,830 17,011 496 3.0

MARKET SHARE (%)

General Motors 24.6 23.6 23.4 23.2 23.6 23.4 (1.3)

Ford 17.4 16.4 16.2 15.8 15.2 15.1 (2.3)

DaimlerChrysler 14.5 14.7 14.4 14.4 14.3 14.2 0.3)

Honda 9.1 9.2 9.2 9.3 9.2 9.5 0.3

Nissan 6.2 6.6 6.6 6.6 6.6 6.6 0.4

Toyota 15.4 15.9 16.5 16.8 16.7 16.7 1.4

Total, top 6 87.2 86.4 86.3 86.2 85.7 85.4 (1.7)

TOTAL, all models 100.0 100.0 100.0 100.0 100.0 100.0

Source: J.D. Power.
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growth to continue, just at a slower pace.
J.D. Power estimates that Toyota will ap-

proach 17% of the market by 2009 and then

hold in that area through 2011. Honda Mo-

tor Co. Ltd. appears content with slow man-
aged growth. The new Accord and Pilot
models will drive near-term growth, according

to J.D. Power. Honda’s lack of a V8 engine

and true body-on-frame trucks are roadblocks
to higher levels of growth, even as the market

transitions to more fuel-efficient vehicles.

Nissan is expected to see growth in 2008 with

the new Altima and Altima Coupe and the
launch of the Rogue in September 2007. Be-

yond 2008, the outlook is for share stabili-

ty combined with mild volume growth.
[For additional information on this topic,

contact J.D. Power and Associates at
http://www.jdpower.com or (248) 267-6800.]

Dawning of the age of CUVs

The automotive industry has been buzzing
about crossover-utility vehicles, or CUVs, for

the better part of 10 years. Crossovers are

loosely defined as vehicles that have attribut-
es from cars and trucks. They typically offer

the ride, handling, and better fuel economy

associated with cars, but the visibility,

styling, and interior flexibility of trucks.

Until 2007, CUVs were always referred to
as the next big “future trend.” According to

J.D. Power, the future is here, as the CUV
has emerged as the only vehicle bodystyle

that experienced growth in 2007. ]J.D. Power

US RETAIL SALES OF MOTOR VEHICLES, BY WEIGHT CLASS

=

> 2002 2003
> % OF

2 CATEGORY UNITS  TOTAL UNITS
s PASSENGER CARS 8,103,223 473 7,610,481
§ Domestic 5,877,647 343 5,527,430
= Import 2,225,576 13.0 2,083,051
E TRUCKS 9,035,423 52.7 9,356,961
= Light trucks, total 8,713,139 50.8 9,028,572
E 0-6,000 Ibs. 6,068,352 35.4 6,266,475
< 6,001-10,000 Ibs. 2,564,745 15.0 2,671,249
: 10,001-14,000 Ibs. 80,042 05 90,848
E Medium-duty trucks, total 176,253 1.0 186,425
= 14,001-26,000 Ibs. 106,925 0.6 119,636
S 26,001-33,000 Ibs. 69,328 04 66,789
o Heavy-duty trucks 146,031 09 141,964
= (over 33,000 Ibs.)

é Total US sales 17,138,646 100.0 16,967,442
E Source: Ward's Automotive Reports.

o

% OF
TOTAL

44.9
32.6
12.3
55.1
53.2
36.9
15.7
0.5
1.1
0.7
0.4
0.8

100.0

is projecting that CUVs will end the year at a
market share of more than 16%, surpassing
the SUV bodystyle, with less than 13% of the
market. In addition, CUVs are experiencing
greater sales volume than SUVs. This is the
first full year that US sales of CUVs will ex-
ceed 2.5 million units, up 18% from 2.2 mil-
lion in 2006, and overshadow the SUV
bodystyle by more than 500,000.

Over the next couple of years, J.D. Power
believes the trend toward consumers pur-
chasing CUVs will only intensify, as it sees a
push toward midsize CUVs such as the GMC
Acadia, Toyota Highlander, and Ford Edge.
These vehicles act as the perfect substitutes
for the midsize SUVs that owned the US
market from 2000-04. Success in this seg-
ment will result in a 40% increase in the
number of models, to more than 20 vehicles
in the midsize CUV segment, by 2010. In ad-
dition to growth in midsize models, J.D.
Power expects to see the smaller and more
affordable premium CUV segment (BMW
X3 and Acura RDX) explode over the next
three years. Compact premium CUV volume
of 65,000 units is forecasted for 2007 and is
expected to grow to 225,000 units by 2010;
this volume growth is supported by model
activity. This segment will expand from four
models by the end of this year to nearly
15 models by 2010.

Overall CUV sales volume is expected to
reach 3.4 million units, up 30% from 2007
levels, by 2010, representing more than 20%
of total light vehicle sales. In comparison,

2004

% OF

2005

% OF

2006

% OF

UNITS TOTAL UNITS TOTAL UNITS TOTAL
7505932 434 7,667,066 440 7,780,758 457
5,356,873 31.0 5480533 314 5435994 319
2,149,059 124 2186533 125 2344764 138
9,792,641 56.6 9,777,263 56.0 9,244,787 543
9,360,988 54.1 9,280,688 532 8723641 51.2
6,457,738 37.3 6585786 378 6,143,299 36.1
2,795971 162 2528046 145 2430498 143

107,279 0.6 166,856 1.0 149,844 0.9
22845 1.3 243,783 14 260,573 1.5
153,366 0.9 154,925 0.9 169,781 1.0
75090 04 88,858 0.5 90,792 0.5
203,197 1.2 252,792 1.4 260,573 b
17,298,573 100.0 17,444,329 100.0 17,025,545 100.0



J.D. Power is expecting SUV volume to level
off to 1.8 million units, down 10% from
2007. The CUV bodystyle will drive most of
the industry growth over the next few years
and will continue to be divided into various
shapes and sizes.

Rise of certified preowned vehicles

The buying and selling of certified pre-
owned (CPO) vehicles has been steadily rising
in recent years. CPOs are used vehicles, usual-
ly relatively late model year vintages, which
are refurbished and tested by the dealership
and are often offered to consumers with a
manufacturer’s warranty. CPOs reduce the un-
certainty of used vehicle purchases for con-
sumers, which are able to buy vehicles that
are almost like new, with guarantees for a
lower price and without the depreciation in
value that is typical of new vehicles. Although
the cost of refurbishing vehicles is greater for
dealerships, the retailers are able to sell these
vehicles to consumers at higher prices than
typical used vehicles.

As a result of the aforementioned benefits
to buyers and sellers, CPO sales volume rose
28% between 2002 and 2006 to 1.64 million
vehicles per year. Although the pace of
growth slowed in 2006, we expect this mar-
keting technique to continue its uptrend.

In a conference call for investors in Octo-
ber, publicly traded auto dealer Group 1 Au-
tomotive Inc. attested to this trend, as it
noted that CPO sales as a proportion of its
used car sales continued to rise, reaching
25% in the third quarter of 2007 versus 16%
in the year-earlier period. It said CPO vehi-
cles are “better” vehicles and typically cost
more. We think other dealers will push CPO
sales to offset weakness in new vehicles mar-
kets and as an alternative to traditional used
vehicles sales.

More hybrids coming

Spurred by the success of Toyota’s Prius
hybrid vehicle, other automakers are present-
ing their own hybrid vehicles. A hybrid vehi-
cle utilizes two distinct but interdependent
forms of propulsion, usually a gasoline en-
gine coupled with an electric motor. After
starting with a hybrid truck, the Chevrolet
Silverado, GM recently introduced its first
hybrid sedan, the Saturn Aura. We view this

NEW CAR AFFORDABILITY TRENDS
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as only the beginning of the emergence of hy-
brid vehicles. We expect other companies
that have not already done so to introduce
hybrid vehicles in the next several years.

These alternative fuel plans are not limit-
ed to hybrid gas-electric vehicles. Other pro-
posed technologies include E85 ethanol,
biodiesel, and other flexible fuels around the
world. E85 ethanol is an alternative fuel that
is a blend of 15% unleaded gasoline and
85% ethanol. Biodiesel is under development
and is a clean alternative diesel fuel that is
produced from renewable sources.

According to a J.D. Power and Associates
report, the US hybrid-electric vehicles market
should see a 247% rise in sales volume be-
tween 2007 and 2011. Growth — from
about 346,000 vehicles in 2007 to 854,000
in 2011 — should be driven by an increase in
hybrid models available in the US. As a per-
centage of US market volume, this translates
into an increase from 2% of sales in 2007 to
5% in 2011.

Emerging markets more important to
US automakers and suppliers

With greater competition, along with rela-
tively slow growth and high manufacturing
costs in the mature markets of the United
States and Europe, US automakers and their
suppliers are increasing their presence in
emerging markets. Emerging markets, espe-
cially China, offer opportunities to carmak-
ers, in terms of both sales in the faster
growing markets and lower manufacturing
costs due to lower labor rates. According to
statistics from the China Automobile Indus-
try Association, China’s auto production ad-
vanced from more than 2.0 million cars in
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2001 to over 7.2 million in 2006. For 2007,
the country’s automobile production volume
is expected to climb to 8.5 million, providing
additional opportunities for US automakers.

Automakers and their parts suppliers have
been closing plants in higher-cost regions and
opening plants in lower-cost countries. Cost
savings from production in lower-cost re-
gions have helped companies’ manufacturing
margins and have offset other negative fac-
tors, such as higher raw material costs. In
addition, suppliers have been following their
clients globally to serve corporate customers
that seek components and systems from sup-
pliers that can produce or deliver in multiple
markets, as well as manufacture at lower
prices.

While growth rates may vary, and manu-
facturers report their regional revenues and
profit contributions with different method-
ologies that make direct comparisons diffi-
cult, the growing importance of Asian and
other emerging markets is clear. The trend of
generally higher sales and profits coming
from regions such as Asia is illustrated by
GM. The company saw revenues from Asia-
Pacific more than double in 2006 to $15.5
billion, from almost $7.0 billion in 2004. As
a percentage of revenues, the region climbed
from 3.6% to 7.5% of GM’s sales. During
the same time, the company’s profits from
that region jumped 62% to $1.2 billion.

Among large US suppliers, bankrupt Del-
phi Corp. saw its Asia-Pacific revenues surge
75% between 2004 and 2006, even as it
struggled in the market. The region account-
ed for 7.3% of Delphi’s revenues at the end
of the period, up from 3.8% at the begin-
ning. Even as overall sales at Visteon Corp.
have shrunken, it saw sales in Korea, China,
India, Japan, and other Asian countries col-
lectively advance 42% to $2.7 billion during
the same period; the region accounted for
nearly 25% of Visteon’s sales in 2006, up
from 10% in 2004.

As these regions grow economically, we
expect local demand for their vehicles to rise
and American manufacturers to cater to pro-
ducing parts in these regions. This should
partly offset weakness in the US market for
suppliers of the Detroit Three automakers.

Shrinking supply base
The number of US automotive suppliers,
currently counted in the thousands, has been

steadily shrinking. Globalization and reduced
sales volume from traditional US automakers
have contributed to this trend. High material
and labor costs have hurt the financial condi-
tion of domestic automotive suppliers and
have contributed to a series of supplier bank-
ruptcies. Other suppliers have been (or are in
the process of being) acquired or divested, or
they are just exiting the business, further re-
ducing the ranks.

Suppliers have been consolidating as they
have become more global. They have expanded
their product offerings and gained economies
of scale to remain price-competitive.

While the number of companies filing for
bankruptcy protection peaked in October
2005 (when Delphi filed for Chapter 11
bankruptcy protection), the trend has contin-
ued. Companies continue to struggle with
high labor and healthcare costs, rising prices
for raw materials and transportation, lower
production at the Detroit Three automakers,
and pricing pressure.

In October 2006, Dura Automotive Sys-
tems Inc. of Rochester Hills, Michigan, with
$2.1 billion in sales in 2006, became the latest
publicly traded US parts maker to file for vol-
untary petitions for reorganization under
Chapter 11 of the US Bankruptcy Code. If the
pressure does not let up, other parts makers
could file for bankruptcy protection, go out of
business, or put themselves up for sale.

Changing aftermarket distribution
channels

According to Tenneco Inc., an automotive
parts supplier, the number of retail parts stores
in North America increased 50% in the 10
years ended 2006, while the number of jobber
stores fell more than 17%. Large automotive
aftermarket retailers are expanding their com-
mercial business with auto parts installers that
have historically purchased from local ware-
house distributors and jobbers. As a result, re-
tailers can offer premium brands to commer-
cial customers that prefer them, and standard
products to individual customers.

Rising costs

For automakers and their suppliers, the
cost of doing business has increased. Raw ma-
terials costs, as well as employee benefit costs
(including healthcare and retirement costs),
have been growing in recent years. Rising oil



prices have increased the cost of production
for companies using its derivative products as
input, as well as the cost of transportation
and distribution.

Increased demand from China and other
foreign producers for raw materials, such as
steel and resins, has driven prices sharply
higher for these manufacturing inputs. Steel
prices have also been rising because of the
steel industry’s consolidation, which has re-
duced automakers’ bargaining power. Ac-
cording to Standard & Poor’s Equity
Research, contract steel prices should contin-
ue to rise for automobile manufacturers and
parts suppliers.

Employee benefit costs have been increas-
ing. Although healthcare costs, in particular,
have risen faster than inflation in recent years,
the recently negotiated contracts between the
Detroit Three and the United Auto Workers
(UAW) union will lead to a shift in healthcare
costs from the automakers to the unions.
However, due to the transitional time needed
to implement the agreements, the automakers
will likely not see the benefits until 2010.

Growth in electronics

Consumer demand for improved safety fea-
tures, entertainment systems, and communica-
tions devices in vehicles is driving growth in
automotive electronics. The global automotive
electronics market is projected to grow at an
annual pace of 7.5%, from $86.5 billion in
2004 to $124.0 billion in 2009, according to
industry research firm Freedonia Group. By
2010, electronics are expected to account for
nearly 40% of an average vehicle’s value.
Electronics are used in a wide variety of safety
features, including tire pressure monitoring
devices; electronic damping controls, which

LIGHT VEHICLE PRODUCTION BY REGION

(In thousands of vehicles)

2002 2003 2004 2005 R2006

North America 16,369 15,874 15,773 15,753 15,255
South America 1,901 1,922 2,517 2,816 3,026
European Union 16,444 17,472 17,765 17,793 17,962
Other Europe 2,512 1,909 2,355 2,259 2,521
Asia & Oceania 18,110 20,363 22,588 23,860 26,094
Africa 364 379 401 491 555
Total 55,700 57,918 61,399 62,973 65,413

R-Revised.
Source: International Organization of Motor Vehicle Manufacturers.

adjust shocks to road conditions to increase
stability and comfort; and electronic stability
programs (ESPs), which apply distinct pres-
sure on each wheel to prevent the loss of con-
trol that leads to rollovers.

Entertainment and information systems,
such as global positioning system navigation
systems and satellite radios, are becoming in-
creasingly popular with consumers. These
value-added products are particularly prolif-
erating in premium vehicles. Automakers can
typically charge higher prices for vehicles
that include more of these features. In addi-
tion, premium car buyers are willing to pay
more for increased safety.

The leading parts suppliers in the develop-
ment of automotive electronics are Delphi,
Visteon, Germany’s Robert Bosch GmbH and
Siemens AG, and Japan’s Denso Corp. No-
tably, Delphi is focusing on growth in its elec-
tronics, safety, and entertainment product

lines, as it plans to sell off noncore operations.

Just as automakers can generally charge high-
er prices for vehicles that include value-added
parts, they are typically willing to pay greater
prices to suppliers for these parts.

While US automakers have squeezed parts
suppliers’ profit margins in recent years, forc-
ing long-time suppliers to lower prices or risk
losing critical contracts, they have continued to
pay higher prices for automotive electronics.

Governments, consumers demand
safety features

Evolving government regulations and a
shift in consumer sentiment toward im-
proved safety are boosting sales of automo-
tive safety features. In particular, the number
of airbags in new vehicles is escalating.
While front driver and front passenger
airbags have become standard features in al-
most all cars, automakers are adding side
airbags and inflatable curtains because of
strong consumer demand. The percentage of
new North American light vehicles with side-
impact airbags is projected to increase from
36% in 2005 to 57% in 2010, while vehicles
with inflatable curtains will grow from 25%
in 2005 to 58% in 2010, according to eco-
nomic and market forecaster Global Insight.

Inflatable curtains, which deploy from the
ceiling, protect an occupant’s head in a side-
impact crash. Side airbags, which protect the
chest during side-impact crashes, are general-
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ly situated in the door or seat. Although not
yet government-mandated, consumers are in-
creasingly requesting these features. Head-
protecting side airbags reduce the risk of a
fatality during a side-impact collision by
53%, according to research conducted by the
Insurance Institute for Highway Safety, an
independent research organization funded by
the automotive insurance industry. Knee
airbags also are beginning to appear in luxu-
ry vehicles, although they are not generally
included as a standard feature.

Other safety features that are rapidly
growing in popularity include antilock brak-
ing systems (ABSs) and ESPs. ABSs automati-
cally pump the brakes and apply pressure
selectively to prevent brake lockup. ESPs,
which utilize antilock braking systems,
straighten the trajectory of a vehicle by ap-
plying brake pressure when a computer sens-
es it is moving off-course.

New government regulations are forcing
automakers to install additional safety fea-
tures. In the spring of 20035, after three years
of wrangling, the National Highway Traffic
Safety Administration (NHTSA), part of the
US Department of Transportation, passed a
rule requiring that new vehicles be equipped
with tire pressure monitors. (The rule was a
response to the recall in 2000 of Firestone
tires linked to more than 270 fatal highway
accidents.) In December 2004, the NHTSA
also announced a new regulation requiring
lap and shoulder belts in all rear seats.
(Many vehicles come equipped with only a
lap belt for the middle rear seat.) The rule
was established to protect young children
seated in that position. The new rules are be-
ing phased in during the 2006-08 model
years.

In the United States, new safety features
are usually forced on automakers by regula-
tion; in Europe, in contrast, such changes are
most often generated by customer demand.
In fact, many safety devices were first offered
in European vehicles before migrating to the
United States. As a result, European parts
suppliers are leaders in this segment. Euro-
pean producers were the first to make
airbags standard in most models. European
manufacturers have also added side airbags
at a more rapid pace. Mercedes-Benz and
Volvo began installing side airbags (or chest
bags) in 1994 and 1995. (Ford acquired Vol-
vo in 1999.)

Affordability improves

After years in which price increases out-
stripped income growth, several develop-
ments — including heightened competition,
consumer demand for affordability, currency
fluctuations, and cost cutting by manufactur-
ers — have kept a lid on automotive prices.
In 1973, the average US citizen needed 17.5
weeks of annual family income to buy an
average-priced car, a figure that rose to 22.6
weeks by 1995. By 2006, the figure had de-
clined to 20.5 weeks. Standard & Poor’s esti-
mates that this figure will remain in the area
of 20.5 weeks in 2007.

Heated competition has contributed to the
weak automotive pricing environment. With
overall improved quality among most manu-
facturers, buyers are more inclined to use
price to differentiate similar offerings. When
one manufacturer offers incentives, such as re-
bates or discounted financing, the others gen-
erally follow suit or risk losing market share.
Customers, armed with dealer cost informa-
tion from consumer publications and the In-
ternet, have learned to drive a hard bargain
when negotiating the purchase of a vehicle.

HOW THE INDUSTRY OPERATES

The automobile industry is engaged in the
design, production, marketing, sale, and ser-
vicing of motor vehicles. Many different
companies and participants are involved in
production and sales, and these processes re-
quire collaborative efforts.

Made in Detroit — and elsewhere

Automobiles are built in factories around
the world: in North and South America, in
Eastern and Western Europe, and in Asia. De-
spite the industry’s globalization, however, the
plants of the Detroit Three US automobile
manufacturers — General Motors Corp.
(GM), Ford Motor Co., and investment firm
Cerberus Capital Management, L.P.’s Chrysler
LLC unit — are still concentrated in the area
of Detroit, Michigan.

Foreign companies have significant pro-
duction capacity in the United States,
mostly in the Midwest. By increasing in-
region development and procurement,
these companies can better adapt to US
tastes and preferences while insulating



themselves from currency fluctuations. Al-
though foreign companies’ share of US
production had not changed much over the
decade that began in 1992 — it was 25%
in 2002, up slightly from 23.5% in 1992 —
it is up dramatically from zero before
1982, the year that Honda Motor Co. Ltd.
opened the first transplant factory in Ohio.
Nissan Motor Co. Ltd. followed in June
1983, while Toyota Motor Corp. started its
US manufacturing operations in December
1984 through a joint venture company. In
addition, because of lower production at
each of the Detroit Three and higher over-
all foreign brand production, foreign brand
share of US production climbed to 36% in
2006, according to Ward’s Automotive
Yearbook.

We expect further increases in foreign-
owned capacity as Japanese and European
automakers transfer production of luxury ve-
hicles to North America. In addition, more
capacity is being added as Japanese au-
tomakers address their lack of penetration in
the light truck market by introducing new
products. Given the increasing presence of
non-US automakers, intense competition will
likely continue in the US automotive market
for the foreseeable future, regardless of eco-
nomic conditions.

From drawing board to dealership

In the manufacturing process, raw materi-
als such as steel, glass, plastic, and rubber
are first procured from numerous suppliers.
They are made into parts at component facil-
ities and shipped to assembly plants, where
thousands of workers put the vehicles togeth-
er on assembly lines. When going full throt-
tle, plants operate two or three eight-hour
shifts per 24 hours. In North America and
Europe, automakers’ work forces are often
organized by labor unions.

Automakers’ operations are integrated to
varying degrees. However, all work with inde-
pendent parts producers is frequently located
near the assembly plants. Recently, automakers
have come to depend on suppliers to assume
greater design and engineering responsibilities
in creating new parts and systems.

Computers revolutionize design
Before production begins, automakers un-
dertake extensive efforts to ensure that new

designs will appeal to consumers. In the past,
the time between a new model’s first sketch
and its production was as long as five years.
Today, most automakers have reduced that
time to about three years, and they aim to
reduce it to less than two years. In fact, it is
now possible to move from a sketch or a
concept to an actual prototype in less than a
year. A “concept car” or prototype may not
be brought to production, however, if it is
not well received in market testing or is not
cost-effective to produce.

The design process, in particular, has been
greatly expedited with the help of computers.
For example, it once took 12 Ford workers
12 weeks to produce a clay model, an essen-
tial step in the design process. Now, a single
designer can take an idea on a computer
screen to an animated video of a vehicle in
three weeks. In addition, the Detroit Three
US automakers are implementing a labor
practice called “simultaneous engineering.” It
calls for designers and engineers from vari-
ous specialties to collaborate during a vehi-
cle’s design phase in order to reduce or
eliminate redesign work during the later de-
velopmental stages.

Simplifying parts and processes

In automobile manufacturing, fewer parts
mean lower production costs and a reduced
likelihood of assembly errors. Thus, the De-
troit Three are trying to cut the number of
parts used in each component and vehicle by
redesigning existing models as well as by cre-
ating altogether new vehicles. Typically, with
each product overhaul or redesign, part
counts have dropped by 20% to 30% for in-
dividual car models, and by as much as 50%
for certain subsystems like bumpers and
airbags.

When redesigning vehicles, automakers try
to save production costs and improve quality
by reducing the number of stampings on sheet-
metal parts, such as hoods, trunks, fenders,
and doors. In the past, these parts usually re-
quired between five and seven stampings; to-
day, three stampings are common.

Manufacturers are lowering costs by mini-
mizing industrial waste and pollution. Nearly
all component manufacturers now deliver
their goods in reusable shipping containers.
This saves money for the automakers and
their suppliers by eliminating excess packag-
ing and disposal costs.
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Reducing the number of labor hours re-
quired for the final assembly stage has been a
high priority for automakers. Greater pro-
portions of components are being made at
parts facilities and delivered to the assembly
plants on a just-in-time basis. For example,
virtually all seating today is produced off-
site. Automakers send daily or even hourly
orders for specific seats, which are then pro-
duced and delivered. Years ago, seats were
produced at the assembly plant as needed
from an inventory of seating parts, compo-
nents, and other materials.

Close ties with dealers

Finished vehicles are sold to franchised
dealerships, which are independent busi-
nesses. Automakers record these sales (net
of marketing costs) when the vehicles are
shipped to the dealers. They work closely
with and share many costs with dealers in
developing national, regional, and local
marketing plans, and they offer discounts
to dealers as well as directly to retail cus-
tomers. In addition, automakers’ financing
divisions sometimes offer deals to con-
sumers that may be better than those avail-
able from other financing sources, such as
banks and credit unions. For example, a
manufacturer’s in-house finance unit might
offer consumers 0% financing on auto pur-
chases in order to stimulate sales of that
automaker’s vehicles.

As independent businesses, dealers assume
the risk of reselling the vehicles they buy. To-
day, dealers are normally well-capitalized
firms that operate multiple franchises in or-
der to protect themselves from sales swings
in individual brands and models. While au-
tomakers offer guidance in making market-
ing and pricing decisions, dealers are free to
set vehicle prices, and they may or may not
offer customers the discounts that automak-
ers provide.

Matching production to inventories

Car dealers usually aim to stock a 60-day
supply of vehicles in inventory. When the
daily sales rate is rising, however, dealers in-
crease their inventories so that they will not
lose sales due to a lack of supply.

Changes in dealer inventory levels have a
ripple effect on auto production. For exam-
ple, the US domestic branded inventory of
light trucks stood at 85 days of supply

(based on the prior month’s selling rate) at
the end of August 2006, a number consid-
ered above optimum by Standard & Poor’s.
As a result, GM, whose brands we believe
had inventory levels above the industry av-
erage, announced overall fourth-quarter
2006 US vehicle production cuts of 12%
(versus the levels in 2005, including 15%
lower truck volume), to bring inventories
more in line with demand.

These cuts, and production reductions at
other domestic automakers, helped the in-
dustry inventory of light trucks drop to lev-
els that were somewhat more reasonable by
year-end 2006. While the total US and for-
eign light truck inventory rose to 77 days
(above the traditional 60-day target), total
sedans were at a lean 44 days, with even
domestic brands at only 50 days, suggesting
the need to replenish car inventory levels
amid a consumer shift to smaller vehicles.
As of November 1, 2007, total sedan indus-
try inventory was 64 days, although domes-
tic brands were slightly higher (70 days).
Light trucks were somewhat more inflated:
81 days for the overall group and 85 days
for domestic brands.

Regulatory crosscurrents

Automakers are often caught between
conflicting regulatory requirements and mar-
ket demands. They must comply with gov-
ernment regulations regarding safety, fuel
consumption, and pollution control, each of
which typically has repercussions on the ve-
hicle’s performance in other areas. For in-
stance, the most effective way to improve a
car’s fuel economy is to lighten its weight.
However, doing so increases its vulnerability
in collisions, making the job of designing a
safe vehicle more challenging. Meanwhile,
pollution regulations, which are periodically
tightened, require emissions equipment that
hurts fuel economy.

Compliance with government rules can
also clash with consumer demand. For much
of the past decade, consumers have clamored
for sport utility vehicles (SUVs) and for larg-
er and more powerful engines. These desires
have been in direct conflict with the govern-
ment’s goal of reducing fuel consumption,
because large-engine cars and SUVs consume
more fuel than do smaller vehicles. The need
to satisfy opposing regulatory and consumer



demands has generally driven vehicle costs
up, forcing automakers to turn to ever-more
complex solutions.

Alternative fuel and hybrid vehicles

All domestic and most foreign automakers
are developing the technology to use alterna-
tive fuels (such as ethanol, methanol,
propane, or natural gas) or electricity derived
from batteries or solar power. Some are actu-
ally marketing modified vehicles that can run
on either gasoline or alternative fuels. Sales
of such alternative fuel vehicles are still rela-
tively small, but demand is rising, and some
automakers have waiting lists of buyers.

Hybrid vehicles are those with two or more
sources of energy. In this category, foreign com-
panies have taken the lead. Toyota and Honda,
for example, offer hybrid vehicles that alternate
between gasoline and battery-powered electrici-
ty. US automakers have been resistant to hy-
brid vehicles, which they see as money losers;
instead, they have been focusing on alternative
fuel technologies, such as fuel cells. The hybrid
market, however, has become difficult to ig-
nore. GM began selling hybrid vehicles in late
20035, after Ford had already begun selling its
Ford Escape, the first hybrid SUV. Since then,
additional models have been offered for sale or
are in development. (For more information, see
the “Industry Trends” section of this Survey.)

The benefits of hybrid and alternative fuel
vehicles include cleaner emissions and lower
operating costs compared with traditional
vehicles. California, a huge auto market that
typically sets precedents for federal environ-
mental acts, has enacted increasingly strict
emissions regulations. In addition, when
gasoline prices rise sharply, as they have in
2007 through late November, the appeal of
hybrid cars, such as Toyota’s updated Prius,
which can get mileage upward of 45 miles
per gallon, is further enhanced.

Recall rules passed

Beginning in the summer of 2000, reports
that faulty Firestone brand tires mounted on
Ford Explorer SUVs had resulted in more than
200 deaths spurred regulatory changes affect-
ing the automotive industry. In November
2000, the Transportation Recall Enhancement,
Accountability, and Documentation (TREAD)
Act was signed into law.

The TREAD Act requires automotive ve-
hicle manufacturers to quickly inform the

National Highway Traffic Safety Administra-
tion (NHTSA) about problems with their
products in the United States or abroad. Un-
der the law, the NHTSA developed and im-
plemented a new dynamic test on auto
rollovers in order to inform consumers. The
legislation’s goal is to enhance information
flow in detecting and speeding the correction
of safety-related defects in automobiles,
equipment, and parts.

Heavy capital commitments

Large capital commitments are required to
keep pace with product development and mod-
el changeovers. Capital budgets vary among
the Detroit Three, with Ford and GM generally
spending the most, and Chrysler, which is less
vertically integrated, spending the least. With
outsourcing on the rise, some automakers are
requiring that their suppliers pick up an in-
creasingly large share of capital spending.

General Motors. GM’s capital invest-
ments peaked in 1985 and 1986, when
spending on product redesign and plant con-
struction and modernization for the two
years totaled $22.8 billion. For 1991 through
1994, the average annual global expenditure
dipped to about $5.4 billion.

By 2001, as the company invested in new
plants and machinery upgrades in the United
States and Europe, it increased its capital ex-
penditures to $8.1 billion (excluding $472
million of capital expenditures for Hughes
Electronics). This increase is even more as-
tounding because it excludes outlays from
GM’s Hughes Defense Operations and the
Delphi Automotive parts business, which
were divested and spun off, respectively.
(GM sold the remaining parts of Hughes
Electronics in 2003.)

GM’s worldwide capital expenditures to-
taled $7.9 billion in 2006. This level of com-
mitment reflects the company’s efforts to
improve plant efficiency and product quality,
introduce new and updated products more
frequently, and expand its global presence.
While this total is substantial, it is still lower
than the mid-1980s peak, both in absolute
dollars and as a percentage of sales. For
2007, we expect capital outlays to rise slight-
ly, to about $8 billion. We think that number
could remain at around $8 billion in both
2008 and 2009.
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Ford. Up from an average of $3.5 bil-
lion in the early to mid-1980s, Ford’s annual
capital expenditures had generally exceeded
$8.0 billion worldwide in recent years, as the
firm spent heavily to update its vehicles and
power trains (engines and transmissions).
Outlays, however, were just $6.8 billion in
2006; we think they will rise to about $7.0
billion in 2007, followed by a similar
amount in 2008.

Toyota. Although Toyota is not a Detroit
Three member, at year-end 2006, Toyota was
the second largest vehicle manufacturer in the
world based on annual sales volume, and it
has a growing sales and production presence
in the United States. For the fiscal year ended
March 2007, the company had worldwide au-
tomotive capital outlays of ¥1.57 trillion
(about $12.8 billion at June 7 exchange rates),
up from ¥1.53 billion spent in the fiscal year
ended March 2006. We project continued
strong investment in a similar range for the fis-
cal year ending March 2008.

Competition redesigns the market

The US motor vehicle market, which do-
mestic automakers divided among themselves
as an oligopoly from the 1950s through the
early 1970s, has since become the world’s
most vigorously competitive auto market.
Many foreign automakers entered the open
US market in the early 1980s. Once estab-
lished, they seized significant market share
by addressing shifting consumer tastes and
the quality shortfalls of domestic products.
Japanese vehicle manufacturers were particu-
larly successful in these regards, steadily ex-
panding their market share at the expense of
the Detroit Three.

Foreign competition forced domestic au-
tomakers to solve underlying organizational
problems and address poor product quality.
After a two-decade slide in market share,
which culminated in disastrous financial per-
formances in the early 1990s, the Detroit
Three took extensive actions to improve their
designs and streamline their manufacturing
processes. As a result, product quality and de-
sign are becoming less of an issue in differenti-
ating foreign and domestic manufacturers.

Rising competition in North America and
Europe has restricted manufacturers’ pricing
power. Vehicle price increases have been limit-

ed in these markets; in some cases, vehicles are
priced the same as or lower than previous
models, despite containing more features.

The selling process

The battle for sales takes place mainly on
the dealership floor, where price and service
are the primary weapons. Although price
competition is generally intense, dealers have
some flexibility to raise or lower prices in re-
sponse to consumer interest in a given vehi-
cle model. Today, many products sell within
a tight price range.

In such a market, dealers are differentiat-
ed by their customer service. Service quality
must be honed day in and day out; any gains
in this area can be achieved only over a long
period. Any advantage can quickly be lost if
poor service generates unfavorable publicity.

Pricing factors

Several factors can force retail auto prices
to rise. Over time, consumers come to expect
as standard equipment features once offered as
optional. New safety or emissions-control
items may be required to comply with gov-
ernment regulations. Prices may also rise as
consumer demand for a model increases.

Competition pressures manufacturers
and dealers to lower prices. Lower auto-
mobile prices can be achieved through
higher unit production volume, cost sav-
ings on parts and labor, and improved
manufacturing efficiencies. When costs are
reduced through innovation, savings can be
shared between manufacturer and con-
sumer, so profits can still rise. However,
when prices are reduced solely to stimulate
demand and there are no offsetting cost
savings, profitability declines.

When sales lag, automakers use numerous
tactics to stimulate demand, including dis-
counts and cash rebates. Dealers can — and
often do — give their own discounts in addi-
tion to those offered by manufacturers. An
auto company’s captive finance subsidiary
can spur sales by offering car buyers financ-
ing at lower interest rates than those avail-
able elsewhere. Alternatively, manufacturers
may eliminate options on a particular model
to offer buyers a low-priced alternative.

Costs for rebates and other marketing tac-
tics, such as cash back, discounted financing,
and employee-discount-for-all-buyers, have
been rising since the end of 1996. This trend



of using rebates and incentives to stimulate
demand likely will continue, reflecting
greater competition.

Leasing plays a role

In the distant past, the practice of leasing
cars was largely limited to businesses that
maintained fleets of vehicles and to individ-
ual drivers, generally professionals, who
traded in their cars frequently. During the
1990s, however, the practice became wide-
spread among ordinary consumers as well.
Automakers and dealers regard leasing as a
way to overcome buyer resistance to high
prices and fears that vehicle resale values will
not hold up.

Leasing protects consumers from the un-
certainties of resale values when the time ar-
rives to trade in their cars or trucks. After
the two- or three-year leases expire, con-
sumers return the vehicles to the dealer. The
automaker’s finance subsidiary then assumes
the risk of reselling the car. Thus, the au-
tomakers themselves take the gain (or loss)
on the used vehicle. This strategy has con-
cerned the investment community. If au-
tomakers misjudge their vehicles’ resale
values and do not charge sufficiently high
monthly lease prices, they could suffer losses
when reselling the vehicles, hurting profits
and possibly stock values. In fact, declining
vehicle residual values had caused some car
companies, such as GM, to reduce their com-
mitment to leasing earlier in this decade.
Since 2005, though, leasing as a percent of
retail vehicle has been rising.

In the first half of 2007, 20% of retail
vehicle sales were accomplished via leasing,
according to the Power Information Net-
work, a division of J.D. Power and Associ-
ates. (J.D. Power and Associates is a unit
of the McGraw-Hill Companies Inc., which
is the parent company of Standard &
Poor’s.) This is flat with the comparable
year-earlier period, but is higher than in
2005 and 2004. Standard & Poor’s believes
that with higher interest rates compared to
2004 and 2005 levels, some automakers
are looking to use attractive lease rates (in-
stead of cut-rate financing) to lure cus-
tomers into dealerships.

Demand factors
The economic environment naturally af-
fects demand for automobiles. Cars are a

major purchase for most families, and con-
sumers need to feel comfortable before they
spend so much of their hard-earned money.
During periods of sustained economic
growth and plentiful employment, sales
typically rise as customers feel flush and
confident enough to buy new vehicles. Con-
versely, when the economy weakens and
jobs are hard to come by, consumers are
more likely to delay the purchase of new
vehicles.

Other factors affecting new car sales in-
clude changes in style, engineering, safety,
and quality (which hasten the obsolescence
of existing models), and the cost and avail-
ability of gasoline and insurance.

Safety has captured vehicle buyers’ atten-
tion in recent years and has become a perva-
sive theme in automakers’ ad campaigns. In
response to consumer demand for safer vehi-
cles, automakers have made wide use of
components such as airbags and antilock
brake systems.

The world of auto parts

Auto parts manufacturers produce origi-
nal parts and accessories for new vehicles, re-
placement parts and accessories for older
vehicles, or both. The automotive business
provides the majority of revenues and profits
at most of these companies. At some diversi-
fied firms, however, nonautomotive opera-
tions (usually some sort of manufacturing
business) account for more than half of total
sales and earnings.

Online procurement has changed the au-
tomotive parts business. Because of the in-
creased price transparency created by
online competitive bidding, selling prices
for commodity items are often pressured.
However, value-added products are gener-
ally less affected.

A dependent relationship

Parts suppliers are an important part of
the vehicle manufacturing process. Automak-
ers such as GM and Ford design and market
vehicles, but they outsource production of
the vehicle parts to relatively large parts
manufacturers called Tier 1 (T1) suppliers.
T1 suppliers, in turn, subcontract production
of some parts among thousands of smaller
manufacturers called Tier 2 (T2) and Tier 3
(T3) suppliers.
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T1 suppliers typically have multiple
sources for parts. Nonetheless, they often
strive to maintain a diversified T2/T3 parts
supplier base in order to guarantee a steady
flow of parts.

If T2 and T3 suppliers run into financial
difficulties, they can create costly problems
for the automobile and T1 parts makers by
interrupting the production of vehicles.
Therefore, when suppliers farther down the
supply chain have financial or manufacturing
difficulties, carmakers and Tier 1 suppliers
are likely to help in order to maintain timely
parts production.

The cost of supplier distress can absorb
more than just cash; it also can demand
management time and attention. In addi-
tion to providing loans and making higher
than contractually required payments for
parts, some T1 companies, such as Delphi
Corp., have committed staff to help the
smaller companies with purchasing and
manufacturing.

Original and replacement parts

Original equipment manufacturers
(OEMs) and replacement parts makers alike
tend to specialize in a few items that require
a high degree of skill and efficiency to manu-
facture. Their ability to spread outlays for re-
search, product development, and tools and
dies over several contracts gives them an im-
portant cost advantage over automakers’
parts divisions. In addition, OEMs and after-
market parts suppliers are less likely to be
unionized and thus more likely to have lower
labor costs than auto manufacturers that run
unionized plants.

While they are similar in some respects,
OEMs and replacement parts makers diverge
in others, as outlined following.

Original equipment sales. For OEMs,
equipment sales depend on the number, size,
and complexity of cars and trucks produced
in a given year. Another variable is the per-
centage of any given part that automakers
produce captively.

The equipment made by OEMs usually is
sold directly to auto manufacturers. Howev-
er, some of it is distributed as replacement
parts to the aftermarket, which comprises
new car dealers, a few major parts distribu-
tors, thousands of smaller jobbers, and other
local firms.

For many large manufacturers of auto
parts, the backbone of the business is origi-
nal equipment sales. With the US market’s
annual sales of more than 16 million light
vehicles, OEMs benefit from the ability to
leverage their expertise across models and
customers and into the aftermarket. Original
equipment is a cyclical business, however,
and changes in the economic environment
can cause sales to fluctuate considerably
from year to year.

Replacement parts sales. Sales of re-
placement parts have traditionally been more
stable than original equipment sales, because
the number of cars on the road, especially
older models, is in a long-term uptrend. Vari-
ables affecting replacement part demand in-
clude the quality of original equipment
(longer-lasting, higher-quality equipment re-
duces demand for replacement parts) and the
number and age of cars on the road. Re-
placement parts are distributed to the after-
market via car dealers, gas stations, parts
distributors, small jobbers, and other local
firms.

Automakers are less likely to produce re-
placement parts captively, as demand is un-
known. This increases opportunities for
aftermarket vendors. In recent years, howev-
er, replacement parts have experienced de-
clines in unit sales, largely because of the
improved quality of the original equipment.

OEMs' integral role in auto production

In the past, original equipment manufac-
turers sold their products to manufacturers
largely by signing annual contracts that cov-
ered one model year. The contracts were gen-
erally elastic with respect to price and
volume deliveries.

Today, however, manufacturers normally
award contracts for the life of a vehicle
model, provided the supplier agrees to spe-
cific targets for productivity increases that
offset inflation for the manufacturer and
also can lower per-unit prices. Automakers
share with suppliers part of the savings
that they help to achieve, in order to en-
courage and reward their loyalty to corpo-
rate goals.

Original equipment parts suppliers thus
play a large role in production programs and
bear greater responsibility for the programs’
outcomes. While automakers give parts mak-



ers specific goals for cost, quality, perfor-
mance, timing, and product features, they
leave them to their own devices to find the
appropriate solutions. Given just-in-time in-
ventory pressures, suppliers must locate their
facilities near the automakers’ production
sites or risk losing business. Companies that
meet the automakers’ needs can expect to re-
ceive long-term contracts and expand their
businesses.

Parts makers help automakers by enabling
them to accelerate the introduction of new
car lines, by sharing the high cost of develop-
ing new models, and by minimizing au-
tomakers’ exposure to damaging strikes
(supplier strikes tend to be smaller and less
frequent than those of carmakers). Key sup-
pliers are now involved in the earlier design
phases of new products or processes, helping
to reduce component costs.

The tire market

According to estimates by Modern Tire
Dealer, a monthly trade publication, 54 mil-
lion tires were shipped to automakers in 2006
for new cars and light trucks, and 234 million
replacement tires were delivered for sale. Ac-
cording to Modern Tire Dealer, total industry
(original and replacement) sales volume for
light vehicles decreased 4.6% in 2006,
dragged down by lower vehicle production
figures and diminished demand. As tire re-
placements cannot be deferred indefinitely
and as we expect overall vehicle production to
fall in 2007, tire volume should be flat to
down slightly for the year. However, we ex-
pect a rebound of 1% to 3% in 2008.

MEDIAN AGE OF US CARS AND LIGHT TRUCKS

(In years)

10
Light trucks*
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*All trucks prior to 1994.
Source: Polk Automotive Intelligence.

With the exception of bias-ply temporary
spare tires, radial tires have accounted for all
original tires installed on new light vehicles
(passenger cars, minivans, SUVs, and pickup
trucks) for many years. The increased popu-
larity of high-performance speed-rated radial
tires, which wear out much faster than do
conventional radials, has helped to boost tire
replacement frequency.

On a unit basis, tire sales to the aftermar-
ket are much more profitable than those to
automobile producers. One reason is that au-
tomakers wield enormous buying power and
can negotiate favorable prices. Nonetheless,
tire makers strive to obtain original equip-
ment contracts, which can mean a larger
market share than a supplier can get in the
aftermarket. In addition, when a supplier
ships huge numbers of tires directly to an
auto manufacturer, its distribution expenses
are greatly reduced, and it incurs no advertis-
ing costs. Furthermore, car owners have a
marked propensity to replace tires on their
cars with the same brand that was originally
installed. Thus, OEM contracts can mean fu-
ture profits for tire manufacturers.

The rest of the auto-related rubber fabri-
cating industry includes manufacturers of
items such as belts, hoses, motor mounts,
bushings, window and door moldings and
seals, and other rubber parts that go into
most vehicles. These manufacturers partici-
pate in the original equipment market and
aftermarket, and their fortunes closely resem-
ble those of makers of traditional original
equipment parts and aftermarket parts.

KEY INDUSTRY RATIOS
AND STATISTICS

Seasonally adjusted annual rate
(SAAR) of vehicle sales. Adjustment factors
for production and motor vehicle imports
and exports are distributed once a year by
the Bureau of Economic Analysis, a division
of the US Department of Commerce. These
factors adjust motor vehicle sales in order to
account for seasonal changes in demand and
production and are based on the prior five
years’ experience.

The best known of these factors is the
SAAR for vehicle sales. This measure calcu-
lates the annualized rate of vehicle sales or
production, based on one month’s results.
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In October 2001, the annualized rate of
US sales reached a record 21.30 million light
vehicles, reflecting unprecedented 0% financ-
ing offered to consumers following the ter-
rorist attacks of September 11, 2001. In
contrast, in October 2007, the SAAR was
just 16.05 million vehicles.

Monthly sales report. Companies typi-
cally report their unadjusted monthly vehicle
sales volumes a few days after the end of
each month. These data give the analyst a
good sense of how individual companies are
performing and are the timeliest indicators of
overall industry sales trends. When one com-
pany’s report is compared with those of oth-
er companies, it provides a snapshot of
what’s hot and what’s not, who’s gaining
share and who’s losing it.

Individual monthly sales reports, seen in

isolation and without seasonal adjustments,
may not give a full picture of what is occur-
ring in the industry. However, each month’s
numbers can be compared with year-earlier
levels and with preceding months to get a

broader view of industry trends.

Detailed monthly sales reports, broken

down by brand, are available from Ward’s
Automotive Reports (see this Survey’s “In-
dustry References” section). In addition,
monthly sales by company are usually avail-

able in the Wall Street Journal.

VEHICLE SCRAPPAGE

(In thousands of vehicles, except as noted)

YEAR*
2006
2005
2004
2003
2002
2001

2000
1999
1998
1997
1996

TOTAL
VEHICLES
IN USET

NA
238,697
231,398
225,882
221,027
216,683
213,299
209,509
205,043
201,070
198,293

Days’ supply of inventory. This statis-
tic is calculated by dividing the number of
units in inventory (including those in transit)

NEW SCRAPPAGE SCRAPPAGE AS % OF

REGIS- AS % OF NEW ALL VEHICLES IN USE
TRATIONS : SCRAPPAGE REGISTRATIONS CARS  TRUCKS  TOTAL

NA NA NA 4.9 5.1 5.0
16,690 9,989 59.8 45 4.0 43
17,419 11,903 68.3 48 6.0 5.3
16,940 12,085 n3 5.2 1.1 5.5
17,640 13,296 754 5.6 7.0 6.1
17,505 14,122 80.7 6.0 1.6 6.6
18,089 14,299 79.0 6.4 15 6.8
16,130 11,664 723 5.7 5.6 5.6
15,638 11,665 74.6 55 6.3 5.7
15,286 12,509 81.8 6.6 5.8 6.2
15,664 10,811 69.0 6.1 4.7 55

*Year ending June 30. tRegistered. NA-Not available.
Sources: Auto Exec; Polk Automotive Intelligence.

by average daily sales to determine how long
sales can continue out of present stock. It
can be calculated for a single model, a partic-
ular automaker, or the entire industry. US au-
tomakers often disclose inventory data on
request; some may also calculate days’ sup-
ply. Analysts and other observers take the
individual company data and perform indus-
trywide analyses.

Automakers typically urge dealers to keep
60 days’ worth of inventory on hand. The ac-
tual number of vehicles needed to meet this
target can swing wildly, as actual sales fluctu-
ate. The supply of US light vehicles decreased
slightly to 74 days as of November 1, 2007,
from 75 days in the prior-year period, but in-
creased from 62 days in the prior month.

Scrap rates. This eagerly awaited sta-
tistic, released annually in April, records the
number of vehicles scrapped or sent to a
junkyard in a 12-month period (July 1 to
June 30). An increase in scrapped vehicles is
generally believed to precede a rise in de-
mand for motor vehicles.

For the year ended June 30, 2006 (latest
available), 5.0% of all passenger cars and
trucks in use were scrapped, according to R.L.
Polk & Co., a premier provider of automotive
information solution services. This number
represents a rebound from a record low of

4.3% in the year ended June 30, 2005.

Consumer confidence. The most wide-
ly followed consumer confidence survey is
conducted by the Conference Board, a pri-
vate research organization, which polls 5,000
representative US households to gauge con-
sumer sentiment. This qualitative measure of
consumer attitudes is expressed as an index,
with 1985 used as a base year (1985=100).

The index is compiled from monthly sur-
veys that tally responses to a series of ques-
tions. It has two components: the present
situation index, which measures consumers’
feelings about their current economic situa-
tion, and the expectations index, which
tracks consumers’ feelings about the future.

A high level of consumer confidence gen-
erally signals that people feel good about the
economy, their job prospects, and their fu-
ture earnings ability. Rising index levels indi-
cate that consumers expect further economic
growth in the months ahead, which generally
bodes well for automotive sales.



The consumer confidence index stood at
87.3 in November 2007, down from 95.6 in
October 2007, and the lowest level in more
than two years. According to the Conference
Board, the decline reflected volatility in fi-
nancial markets, rising prices at the pump,
the likelihood of larger home heating bills
this winter, and job market concerns.

HOW TO ANALYZE AN AUTOMOBILE
MANUFACTURER

Automobile manufacturing is one of the
largest industries in the United States. As
such, it is scrutinized closely by economists,
investors, and consumers, as well as by gov-
ernment regulators and legislators. A pletho-
ra of statistics is available to help track the
state of the industry and its participants. Be-
cause the auto industry is so highly concen-
trated, industry statistics are generally a good
proxy for individual company trends.

Automakers disclose four important figures
concerning their operations: motor
vehicle production, retail sales, dealer invento-
ries (all disclosed monthly), and factory sales
(released quarterly). In addition, they also re-
lease forward-looking numbers, such as quar-
terly vehicle production plans. To make
projections about an automaker’s financial re-
sults, an analyst should first track production
plans in order to generate an estimate of facto-
ry vehicle sales in upcoming fiscal periods.

Other important factors to consider are au-
tomakers’ inventories and market share. In-
ventory levels are available from sources such
as the US Department of Commerce’s Bureau
of Economic Analysis and the industry publi-
cation Ward’s Automotive Reports. In gener-
al, automakers consider inventory equivalent
to 60 days’ worth of sales to be sufficient.
When inventories exceed 75 days on a particu-
lar model, action is usually imminent. The au-
tomaker needs either to slow production or to
bolster demand through heightened marketing
efforts. If inventories are too low (traditionally,
fewer than 60 days), production must be in-
creased or sales could be lost.

Market share comparisons are important
when analyzing an automaker. By comparing a
manufacturer’s percentage of industrywide ve-
hicle production with its share of retail sales,
the analyst can determine if the automaker is
producing more (or fewer) vehicles than de-

mand warrants. Such a comparison would in-
dicate whether the automaker needs to increase
production or reduce discounts to catch up to
demand and prevent inventories from falling
or, in the case of weak demand, to slow pro-
duction or offer discounts to bolster demand
and prevent inventories from rising too much.

Seasons and cycles

Motor vehicle sales and production exhib-
it two kinds of patterns: seasonal and cycli-
cal. When studying an automaker, it is
important to consider the impact of each on
production and sales.

For most motor vehicle sales, the seasonal
pattern is distinct: sales are strongest from
March through June and weakest from No-
vember through January. An analyst might
be able to detect abnormal monthly sales re-
sults by observing fluctuations in the season-
ally adjusted annual rate (SAAR) provided
by the Bureau of Economic Analysis.

Production is strongest from February
through June. It slows in July and August,
when shutdowns for annual model change-
overs coincide with workers’ summer vaca-
tions. December is also a weak month for
production, as holiday vacation shutdowns
usually last one or two weeks. These two va-
cation periods are also a popular time for au-
tomakers to rebalance their inventories.
Because plants are already closed, shutdowns
are frequently extended on a plant-by-plant
basis to correct excessive inventories for any
particular models.

The cyclical pattern is evident in long-
term sales trends. In the past decade, annual
US vehicle sales have ranged from a low of
12.5 million units in 1991 to a record 17.8
million units in 2000. Such wide divergences
in annual sales have occurred repeatedly over
the past four decades.

Model changeovers

The analyst should examine an automaker’s
plans for model changeovers. Annual model
changes do not usually cause severe disrup-
tions in automakers’ operations, because a
two- to four-week changeover period is nor-
mally scheduled during the summer. However,
a major model redesign, which puts billions of
dollars in expenditures at stake, can severely
disrupt production, sales, and liquidity.
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Major changeovers frequently require ex-
tensive plant renovations and slow start-ups
as equipment is proven and debugged. Signif-
icant glitches often occur in new equipment
or production processes. These problems
may slow the start-up and saddle an au-
tomaker with low production levels for an
extended period. Such events can have a se-
vere impact on the automaker’s cash flow,
and seriously distort its balance sheet and in-
come statements for several quarters.

Qualitative factors regarding model
changeovers must be taken into account. An
analyst should attempt to gauge the prospects
of new or modified products. Are the features
and styling attractive to consumers? Is the
price perceived to be a good value? What sales
volume and margins are expected for the vehi-
cle? Is the product in a favorable segment —

a profitable truck or sport utility vehicle
(SUV) — or is it a money-losing sedan? If the
answers are favorable, then the company may
have a hit on its hands.

The income statement

Among the major items to examine on an
automaker’s income statement are revenues,
gross margins, and marketing costs. Au-
tomakers typically include them in two dif-
ferent statements.

In accordance with financial accounting
standards, automakers since 1988 have pre-
sented consolidated statements of income.
These statements separate and detail the in-
come from, and expenses for, automotive
manufacturing and financial services.

Automakers are allowed to present a sec-
ond set of financial statements, in which
the finance subsidiaries’ results are reported
on an equity basis. This means that the
company’s income statement gives only the
net operating income for financial services,
rather than a detailed breakdown of income
and expenses.

Revenues

Automakers derive the bulk of their rev-
enues from the sale and financing of light ve-
hicles, which are defined as cars and light
trucks weighing less than 10,000 pounds.

Sales revenues. Automobile companies
listed on US stock exchanges report their rev-
enues on a quarterly basis. Most revenues

are derived from wholesale (or factory) vehi-
cle shipments that are recorded when au-
tomakers ship vehicles to dealerships.

Monthly vehicle sales reports record retail
volume of motor vehicle sales by dealerships.
These numbers are disclosed to the public and
followed closely by economists, analysts, and
the media.

In the long term, factory shipments and
retail sales should balance out. As a practical
matter, however, differences usually arise due
to the timing of shipments and retail sales,
and the impact of imports and exports.

Average revenue per vehicle sold can be
tracked by dividing an automaker’s rev-
enues from vehicle sales by the number of
vehicles shipped during the same period.
Generally, the trend should be upward; if
an automaker has flat or declining rev-
enues per vehicle, it may have discounted
heavily to sustain unit shipments, or it may
be selling more of its cheaper models. A
sharp rise in revenues per vehicle could in-
dicate that an automaker has seen a shift
in production volume to models that are
more expensive.

Financing revenues. Automakers re-
ceive revenues from dealer inventories and
retail customer sales that they finance. In
addition to generating revenues, financing
is an important sales tool: automakers use
their financing divisions to support various
marketing initiatives. These include encour-
aging dealers to keep larger inventories on
hand (by offering a favorable interest rate
on inventory purchases) and subsidizing
customers’ vehicle purchases (via rebates,
below-market interest rates, and the like).
US automakers also generate revenues by
offering a variety of services, including in-
surance and extended service contracts.

An automaker’s financing revenues may
rise or fall with the general level of interest
rates without dramatically affecting income
from financing operations. This is because
the automaker earns a markup on the inter-
est it pays to borrow funds. Auto financing
loans are usually made for a period of 24 to
48 months. Automakers attempt to match
their borrowings with loan maturities to
minimize their exposure to interest rate fluc-
tuations. The low interest rates of the past
several years aided finance operations. In ad-
dition, borrowing costs benefited from favor-



able market conditions in the asset-backed
security market.

Gross margins

Gross margins in the automobile industry
fluctuate greatly with production volume be-
cause many of the costs related to vehicle
production are fixed. Even labor costs have
become largely fixed because of union con-
tracts. Such contracts may restrict layoffs
and require automakers to pay certain laid-
off workers benefits worth up to 95% of
their take-home pay.

Therefore, automakers must sustain rela-
tively high production levels to break even.
Once the break-even point has been passed
and fixed costs are spread over more units,
however, the automaker can earn substantial
profits. For each additional unit of produc-
tion beyond the break-even point, variable
profit for high-end vehicles can exceed
$10,000 per unit.

Even so, it is rare for an automaker’s
gross margin to exceed 25% of its rev-
enues. By the time the company has de-
ducted marketing, selling, general, and
administrative costs, its average return on
sales (i.e., net income from operations as a
percentage of revenues) may be as little as
5% over the automotive cycle, which may
run more than four years. Over the past
two decades, US automakers’ return on
sales has often been even lower due to
strenuous competition.

Marketing costs

Marketing costs tend to rise and fall
with the underlying level of demand for
motor vehicles. Normally, automakers de-
vote about 10% of sales revenue to mar-
keting costs (which may include financial
incentives). However, to stimulate demand,
they may spend 14% or more. Neverthe-
less, when it is clear that demand is declin-
ing severely due to recession, automakers
may have to face reality and curtail adver-
tising and marketing expenditures.

This has not been the case since late 2001,
however, when the highly competitive market
prompted automakers to boost incentives in
order to spur sales. In particular, during the
fourth quarter of 2001, automakers respond-
ed aggressively to stimulate moribund de-
mand in the aftermath of the September 11
terrorist attacks.

The balance sheets

As with their income statements, au-
tomakers produce two sets of balance sheets.
One set uses the full consolidation method,
and one accounts for financial operations on
an equity basis.

An equity balance sheet separates the au-
tomaker’s financial services operation (which
customarily operates with high debt leverage
ratios) from its manufacturing operation.
Auto analysts usually focus on the equity-
method balance sheets because these docu-
ments make it easier to determine the
financial strength of a company’s manufac-
turing operations.

When studying an automaker’s balance
sheets, it is easy to be impressed with the
strong cash position the company may have
accumulated during a favorable economic
period. When business slows, however, an
automaker’s cash position can quickly erode
for several reasons. First, the company re-
ceives less revenue. Second, the float created
by timing differences between the purchase
of supplies and materials and payment of ac-
counts payable diminishes, as fewer materials
are purchased and more bills are paid. Third,
the automaker must continue to pay its fixed
costs even as its business volume decreases.
Thus, an automaker can see wide swings in
liquidity in a short time.
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GLOSSARY

Accessories — Comfort, convenience, and safety
products not essential to the performance of a vehi-
cle, such as audio, security products, floor mats, and
covers.

Aftermarket — Replacement or add-on purchases for
a product after its original sale. The automotive af-
termarket includes replacement parts, accessories,
lubricants, fuel, appearance products, and repairs.

Axle — A shaft on which the wheels revolve.

“Block exemption” — A network of distribution agree-
ments that makes penetration of the market difficult
for other players is forbidden under European an-
titrust law, unless the industry is granted what is re-
ferred to as a block exemption. The exemption is a
set of provisions designed by the European Commis-
sion establishing competitive procedures for an in-
dustry that does not meet antitrust standards. The
auto industry has a block exemption, which was re-
cently revised.

Captive import — Car or truck made overseas with a
domestic nameplate.

CFCs — Chlorofluorocarbons; used in motor vehicle air
conditioning units.

Changeover — The task of assigning a production
machine to perform a different operation, such
as changing a press tool or jig, but could also mean
changing the color of paint in a paint plant or loading
a new part program into a lathe.

Diesel engine — An internal combustion engine that
uses diesel oil for fuel. Rather than utilizing a tradi-
tional ignition system, it functions by injecting diesel
oil into the cylinders when the piston has com-
pressed the air to make it hot enough to ignite the
diesel fuel without a spark.

Driveline — All the individual components beyond the
engine up to the wheels, including the clutch and
drive shaft, but not the engine or transmission.

Fuel injection — Using pressure to deliver fuel into an
engine’s combustion chamber.

General service parts — Spark plugs and electrical
parts (tune-up kits, wiring, switches); filters (oil, air,
and gas); batteries; belts and hoses; engine acces-
sories (speed control, carburetors, oil and water
pumps, alternators).

Gross vehicle weight (§VW) — The weight of a vehi-
cle, including passengers, options, and all cargo.

Heavy parts — Chassis (shock absorbers, mufflers and
exhaust system products, struts); drive train
(U-joints, transmission parts, clutches); brake parts
(brake pads, rotors, discs); crash parts (body repair
kits, fenders and bumpers, fiberglass panels, glass).

High performance — Products that enhance the speed
and handling of a motor vehicle.

Hybrid — A vehicle utilizing two distinct but interde-
pendent forms of propulsion, usually a gasoline en-
gine coupled with an electric motor.

Just-in-sequence — A further refinement of just-in-
time, in which parts are delivered not only at the
right time and in the right quantity, but are synchro-
nized to the customer’s schedules so that they match
the customer’s own product flow, completely elimi-
nating stock held next to the assembly track. Just-in-
sequence delivery requires effective systems for
sharing information between customer and supplier,
and a high degree of integration between the two
operations.

Just-in-time (JIT) — A system based on frequent, small
deliveries of parts to maintain minimum on-site
inventory.

New Domestics — A reference to foreign owned au-
tomakers with manufacturing plants in North Ameri-
ca, typically referring to Asia-based companies.

Platform — Mechanical underpinnings of a vehicle.

Powertrain — An engine and transmission combina-
tion, which sometimes includes the drive shaft and
drive axle.

Six Sigma — A process improvement methodology
based on statistical analysis of the production
process. Sigma is the symbol for standard deviation
(SD) and Six Sigma refers to the condition where
control limits are at least six standard deviations
apart (i.e., plus or minus three SD from the mean).
This equates to a 3.4 parts-per-million defect rate.
Six Sigma philosophy focuses on a quantitative
analysis of defects and identification of the opportu-
nity for defects to occur, in processes as well as
products.

Specialty repair — Establishment specializing in one
facet of automotive repair (i.e., transmission, ignition,
exhaust). The outlet's specialty accounts for more
than 50% of total sales receipts.

Stamping — A sheet metal part created by pressing
rolled sheet metal between metal dies.



Tier 1(T1) suppliers — Automotive parts manufactur-
ers that supply final equipment directly to automak-
ers (OEMs or original equipment manufacturers).
Increasingly, Tier 1 suppliers are becoming “systems
integrators” or producers of major subassemblies
and modular components that can be installed into a
vehicle as a unit, such as a complete chassis.

Tier 2 (T2) suppliers — Manufacturers that produce
components for Tier 1 suppliers.

Tier 3 (T3) suppliers — Manufacturers that supply raw
materials used in the production of components.

Tire dealer — An automotive store that generates at
least 50% of its sales from tires.

Transplant — Car or truck with a foreign nameplate
made within a country where it will be distributed.

Truck weights — Light trucks are less than 10,000 pounds
gross vehicle weight (GVW). Medium-duty trucks
weigh 10,000 to 33,000 pounds. Heavy-duty trucks
exceed 33,000 pounds.

Turbocharging — A way to generate increased power
and lower emissions by sending exhaust gases
through a turbine, which drives a pump, forcing more
air into the engine cylinders.

Upside down trade — This occurs when what a buyer
owes on a trade-in vehicle exceeds its current value.
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INDUSTRY REFERENCES

PERIODICALS

Automotive Industries

Worldwide Purchasing Ltd.

116 S. Main St., Versailles, KY 40383

(313) 262-5702

Web site: http://www.ai-online.com

Monthly; covers the automotive industry, targeting

those in automotive engineering, design, manufactur-

ing, and purchasing.

Automotive News

Crain Communications Inc.

1155 Gratiot Ave., Detroit, M| 48207
(313) 446-6000

Web site: http://www.autonews.com
Weekly; covers the automotive industry.

Car and Driver

Hachette Filipacchi Media US Inc.

2002 Hogback Rd., Ann Arbor, MI 48105
(734) 971-3600

Web site: http://www.caranddriver.com
Monthly; covers the auto industry from an
enthusiast/consumer angle.

Modern Tire Dealer

Bobit Publishing Co.

3515 Massillon Rd., Ste. 350, Uniontown, OH 44685
(330) 899-2200

Web site: http://www.mtdealer.com

Monthly; covers the tire industry.

Motor Trend

Primedia Inc.

6420 Wilshire Blvd., 7th FI., Los Angeles, CA 90048
(323) 782-2220

Web site: http://www.motortrend.com

Monthly; covers the auto industry from an
enthusiast/consumer angle.

Rubber and Plastics News

Crain Communications Inc.

1725 Merriman Rd., Akron, OH 44313

(330) 836-9180

Web site: http://www.rubbernews.com

Biweekly; covers the rubber and plastics industries.

Rubber World

Lippincott & Peto Inc.

PO Box 5451, 1867 W. Market St., Akron, OH 44313
(330) 864-2122

Web site: http://www.rubberworld.com

Monthly; covers the tire and rubber industry.

Ward’s Automotive Reports

Ward’s AutoWorld

Ward’s Automative Yearbook

Prism Business Media Inc.

3000 Town Center, Ste. 2750, Southfield, MI 48075

(248) 357-0800

Web site: http://www.wardsauto.com

Weekly, monthly, and annual publications, respectively,
that provide information on the auto industry; the week-
ly includes the latest production and sales statistics.

TRADE ORGANIZATIONS

The Alliance of Automobile Manufacturers

1401 Eye St. NW, Ste. 900, Washington, DC 20005

(202) 326-5500

Web site: http://www.autoalliance.org

Trade association comprising nine car and light truck
manufacturers; advocates for the auto industry on pub-
lic policy matters.

Automotive Aftermarket Industry Association (AAIA)
7101 Wisconsin Ave., Ste. 1300, Bethesda, MD 20814
(301) 654-6664

Web site: http://www.aftermarket.org

Represents 2,700 member companies that conduct busi-
ness in the motor vehicle aftermarket industry; provides
legislative, legal, research, and operational services and
information. The AAIA was created when the Automotive
Parts & Accessories Association and the Automotive
Service Industry Association joined together.

National Automobile Dealers Association

8400 Westpark Dr., McLean, VA 22102

(703) 821-7000

Web site: http://www.nada.org

A national association representing national franchised
new car and truck dealers in legal and legislative af-
fairs. Provides services and training programs to help
members improve their operations.

Rubber Manufacturers Association (RMA)

1400 K St. NW, Ste. 900, Washington, DC 20005

(202) 682-4800

Web site: http://www.rma.org

National organization for the rubber products industry;
works with numerous industry groups on common issues.

CONSULTING AND RESEARCH FIRMS

The Conference Board

845 Third Ave., New York, NY 10022

(212) 759-0900

Web site: http://www.conference-board.org
Publishes the monthly consumer confidence survey,
which measures consumer sentiment.
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DEFINITIONS FOR COMPARATIVE COMPANY ANALYSIS TABLES

Operating revenues

Net sales and other operating revenues. Excludes
interest income if such income is “nonoperating.”
Includes franchised/leased department income for
retailers and royalties for publishers and oil and mining
companies. Excludes excise taxes for tobacco, liquor,
and oil companies.

Net income

Profits derived from all sources, after deductions of
expenses, taxes, and fixed charges, but before any
discontinued operations, extraordinary items, and
dividend payments (preferred and common).

Return on revenues
Net income divided by operating revenues.

Return on assets

Net income divided by average total assets. Used in
industry analysis and as a measure of asset-use
efficiency.

Return on equity

Net income, less preferred dividend requirements,
divided by average common shareholder’s equity.
Generally used to measure performance and to make
industry comparisons.

Current ratio

Current assets divided by current liabilities. It is a
measure of liquidity. Current assets are those assets
expected to be realized in cash or used up in the
production of revenue within one year. Current liabilities
generally include all debts/obligations falling due within
one year.

Debt/capital ratio

Long-term debt (excluding current portion) divided by
total invested capital. It indicates how highly “leveraged”
a company might be. Long-term debt includes those
debts/obligations due after one year, including bonds,
notes payable, mortgages, lease obligations, and
industrial revenue bonds. Other long-term debt, when
reported as a separate account, is excluded; this account
generally includes pension and retirement benefits. Total
invested capital is the sum of stockholders’ equity, long-
term debt, capital lease obligations, deferred income
taxes, investment credits, and minority interest.

Debt as a percent of net working capital
Long-term debt (excluding current portion) divided by the
difference between current assets and current liabilities.
Itis an indicator of a company’s liquidity.

Price/earnings ratio

The ratio of market price to earnings, obtained by
dividing the stock’s high and low market price for the
year by earnings per share (before extraordinary items).
It essentially indicates the value investors place on a
company'’s earnings.

Dividend payout ratio

This is the percentage of earnings paid out in dividends.
Itis calculated by dividing the annual dividend by the
earnings. Dividends are generally total cash payments
per share over a 12-month period. Although payments are
usually calculated from the ex-dividend dates, they may
also be reported on a declared basis where this has been
established to be a company’s payout policy.

Dividend yield
The total cash dividend payments divided by the year's
high and low market prices for the stock.

Earnings per share

The amount a company reports as having been earned
for the year (based on generally accepted accounting
standards), divided by the number of shares outstanding.
Amounts reported in /ndustry Surveys exclude
extraordinary items.

Tangible book value per share

This measure indicates the theoretical dollar amount
per common share one might expect to receive should
liquidation take place. Generally, book value is
determined by adding the stated (or par) value of the
common stock, paid-in capital, and retained earnings,
then subtracting intangible assets, preferred stock at
liquidating value, and unamortized debt discount. This
amount is divided by the number of outstanding shares
to get book value per common share.

Share price

This shows the calendar-year high and low of a stock’s
market price.

In addition to the footnotes that appear at the bottom of
each page, you will notice some or all of the following:

NA—Not available.
NM—Not meaningful.
NR—Not reported.

AF—Annual figure. Data are presented on an annual
basis.

CF—Combined figure. In this case, data are not available
because one or more components are combined with
other items.
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Topics Covered by
INDUSTRY SURVEYS

Advertising

Aerospace & Defense

Agribusiness

Airlines

Alcoholic Beverages & Tobacco

Apparel & Footwear

Autos & Auto Parts

Banking

Biotechnology

Broadcasting & Cable

Chemicals

Communications Equipment

Computers: Commercial Services

Computers: Consumer Services &
the Internet

Computers: Hardware

Computers: Software

Computers: Storage & Peripherals

Electric Utilities

Environmental & Waste Management
Financial Services: Diversified
Foods & Nonalcoholic Beverages
Healthcare: Facilities

Healthcare: Managed Care
Healthcare: Pharmaceuticals
Healthcare: Products & Supplies
Heavy Equipment & Trucks
Homebuilding

Household Durables

Household Nondurables
Industrial Machinery

Insurance: Life & Health
Insurance: Property-Casualty
Investment Services

Lodging & Gaming

Metals: Industrial

GLOBAL INDUSTRY SURVEYS

Movies ¢& Home Entertainment
Natural Gas Distribution

Oil & Gas: Equipment & Services
Oil & Gas: Production ¢& Marketing
Paper & Forest Products
Publishing

REITs

Restaurants

Retailing: General

Retailing: Specialty

Savings & Loans

Semiconductor Equipment
Semiconductors

Supermarkets & Drugstores
Telecommunications: Wireless
Telecommunications: Wireline

Transportation: Commercial

Industry/Region

Advertising/Asia, Europe

Aerospace & Defense/Europe
Airlines/Asia, Europe

Autos & Auto Parts/Asia, Europe
Banking/Asia, Europe, Latin America
Biotechnology/Asia, Europe

Broadcasting & Cable/Asia, Europe
Chemicals/Asia, Europe

Communications Equipment/Asia, Europe
Computers: Hardware/Asia

Construction & Engineering/Asia, Europe
Consumer Electronics/Asia

Electric Utilities/Asia, Europe

Industry/Region

Foods & Nonalcoholic Beverages/Asia, Europe

Healthcare: Pharmaceuticals/Asia, Europe

Healthcare: Products & Supplies/Asia, Europe

Industrial Machinery/Asia, Europe

Insurance: Life & Health/Asia, Europe

Insurance: Property-Casualty/Asia, Europe

Investment Services/Asia, Europe

Oil & Gas: Production & Marketing/Asia, EMEA, Latin America
Publishing/Asia, Europe

Real Estate/Asia, Europe

Retailing: Specialty/Asia, Europe

Supermarkets & Drugstores/Asia, Europe
Telecommunications: Wireless/Asia, Europe, Latin America

Transportation: Commercial/Asia, Europe

Each of the topics listed above is the exclusive subject of an issue of Industry Surveys or Global Industry Surveys.
To order an issue or receive subscription information, please call (800) 221-5277.
For information about Industry Surveys and Global Industry Surveys, please call (800) 523-4534.
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