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Abstract

One of the most challenging tasks in automotiveessas the part of Corporate
business or Corporate sales, defined as a “Bustnd3gsiness” action too, because
involved senior sales peoples with strong skillsahes, marketing, financing, after
sales and buy back.

Even we are using a price strategy, a price positgpor a full mobility program,
the final result which must be achieved is the etjoontract with the customer with
a profit from the seller and a long term partngyshith customers. How big is the
profit for the seller depending not only from margbut also how a seller company
define his business model and how continuous ingrent in cost reduction and
internal processes are developed.

Corporate sales in automotive, beyond the strategied negotiations, involves
strong communications skills and a special relatigm with the customer. Even that
the corporate customers are buying more rationah temotional, to win the

customer trust is one of the most important aspedevelop a long time business
relationship.

A business model for Corporate sales departmehieidirst step in order to define
the key elements which influence the profit in yleear end. Key partnerships or key
resources beyond with a cost structure could cdndua better value proposition to
a corporate customer and to make the differenee tempetitors.



Chapter 1. Introduction

1.1. Importance of Corporate business and future deslopment

Traditionally Corporate sales or Fleet sales agh hiolume sales designated to
come from companies and government agencies. Froporters’ or OEMS’
perspective, companies can be split in large, rmedin small businesses and are
treated as such.

These sales are always at discount prices, theimargery low or even zero. If the

margin is so low, why these sales are so importBetause OEMs needs volumes
in order to keep the cost for a product under @bntespecial research &

development cost, and, in Importer’'s case, to reaaehassumed target with OEM

and to develop for the future the after sales mssinfor profit generation and in

order to keep his own Dealers network profitabte to

Indirectly, corporate sales business generatesitpfof other departments or
business units like: after-sales department (sparts), dealers network (services
and spare parts), second hand sales departmentbdoky programs), leasing
department (interest, re-selling value).

The purpose of this study is how to achieve prbfdgacars’ sales in corporate
business takes into account the key elements wihilcience the yearend profit:

- Cost;

- Margin (contribution margin);

- Volumes (target).

A special attention will be given to forecast, ax@nponent of the next year
business plan for corporate sales and a powerfliluged to increase volumes. The
forecast will be treated in volume analysis.

Second chapter consist in a scientific researdnder to define the key elements for
profit and how influences each of them the profitlavhat optimization tools are
available.

The third chapter will give as an overview aboutwhoompetitors (Importers,
dealers or Leasing companies) work to be cost ieffic improve margin and
volumes in order to achieve a positive profit iryend.

The fourth chapter consists in collect data from lexporter corporate sales
department and applies for each profit's key elaénpeactical example and specific
tools for optimization.

The fifth chapter consist in profit optimization dmporter corporate sales
department implementing scientific and competitorssearch. A new business
model, specific tools and strategies will be thg &etputs in order to be competitive



in car market, improve profit and will provide tl@®ntribution to
knowledge.

the body of

An overview on Importer’s structure is absoluteessary in Introduction, in order
to understand the role of each department in whoféness activity and specific in
corporate business. Corporate sales departmentotaxist without marketing

department which create the right products for acdgig market.
Service & Spare parts department is also imporf@chuse sustain
business and offer to customers services in Deblletwork.

Nevertheless,
the after sales

1.2. Value Creation System for a cars’ Importer

A short description of value creation (Figure 1) éocar Importer is necessary in
order to understand the Importer’s role in disttidm chain. Importers buy products
— cars and spare parts — from OEMs and delivehitaugh Dealers network to final
customer. Apart from this, Dealers network offervege and maintenance to

customers for delivered products.

< Information flow I
| Car (product) flow >

Deal
OEM gl [MPORTER [y % N:;E:l -

Logistic J L Supplier
Park Network

Figure 1. Value Creation System for a cars’ Importe
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1. AAA supplier — main task: transport cars from OEM to custom fnch

custom to Dealer Network at the explicit order fromporter.
2. BBB supplier — main tasks are:
a. Provide services regarding car’'s homologation imgo
b. Provide identity card for vehicles according to tae |
Romania;
3. Provide temporary plates for delivery car to thetomer.

ia;
egislation in



4. CCC supplier — main task: provide services according Road Aemste
Program. That means that each car with techniaalblpms in the traffic
must be picked up and must be transported to tlaeese dealer location
from the Dealers Network to be fixed up.

5. DDD supplier — main task: provide legal kits (triangle, firetieguisher and
medical kit) direct to the Dealers Network at thepleit order from
Importer.

All suppliers are TIER 1 suppliers.
Logistic Park

1. AAA Logistic Park is placed in most of the cases in the Customstlaad
main task is to store all the new cars that ain@omania.

2. BBB Logistic Park is a spare parts warehouse and the main tasksiote
the stock of spare parts and components/modulescateserve the Dealers
Network.

Dealers Network

The main tasks for Dealers Network are:

1. Provide services for Importer in terms of being timerface between
Importer and Customer. In fact the Dealers Netvaalks the Importer goods
(cars, spare parts and accessories, and services).

2. Provide services for customers in terms of mainmteaaf the cars.

3. Provide “self-services” from Logistic Park. In faeach dealer from the
Dealers Network is supplying by himself with spgats and components
from warehouse.

More than that, Importer can decentralize some iaitiuns, each dealer from the
Dealers Network have the own suppliers for tiresttdries and all non Producer
goods or parts.

On the other hand, some of the dealers outsouastigities, for example delivery
and installation for alarm systems, means that Isegpcomes in the dealer yard
when called with the alarm system, install it almel tar is ready for delivery.

1.3. Organization structure

Organization structure in cars’ Importer (Figure i) complex and, based on

interdependence between departments, is a funttwrma The key areas which

influence profit are commercial department and iser& spare parts department,
because depending on how are linked this two sective business in corporate and
retail sales are profitable. Corporate sales deyart must be linked to commercial

department and service & spare parts departmeortligr to give to the customer the
best possible solution to his request.Of courd®g aole have marketing department
which create the right product for the right mayKet the right customer, at the

right price. For the right delivery time is respitnes Logistic department.
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Figure 2. Organization structure in cars’ Importer

Functions and responsibilities for each departraesit

1. Commercial department - Director
Responsibilities:

- Elaborate the business plan for next year from magd volume

perspectives;

- Elaborate the structure of commercial offer forteamdel of the car
(engine, gearbox, type, trim level) based on ppigsitioning;




- Elaborate the sales strategy from both perspectie&s! and corporate;

- Elaborate the monthly forecast which is used t@ptlde cars to OEM for
Importer’s stock;

- Monitoring the Dealers Network performance formesgberspective.

Corporate sales department — Key Account/Fleet marger
Responsibilities:

- Maintain loyalty for actual customers;

- Generate new business by hunting new customers;

- Implementation of the International agreementsomBnia;

- Support for Dealers Network negotiation with cogtercustomers.

Customer service
Responsibilities:

- Manage customer and OEM requests: requests infammain the sales,
after-sales side, and complaints on the sales tar-sdles received on
different communication channels;

- Receives the results of surveys for customer satisih — based on
collaboration with different agencies - and serehitto targeted departments
(sales and after sales).

Area sales managers department — Area sales manager
Responsibilities:
- Monitoring the performance of the Dealers Netwoykdgular visits;
- Implementing in Dealers Network Importer’s saleatstgy in order to
achieve the target;
- Train and advise the Dealers Network’s sellersridento improve their
performance;
- Keep the Dealers Network up to date with OEM’s d&ads of brand;
- Draw up the monthly bonuses for Dealers Networloediog their sales
performance.

Logistic Department
Dealers Network logistic department

a) Logistic assistant
Responsibilities:
- Keep the cars stock daily up to date;
- Homologation of the cars in Romania;
- Registration or temporary plates for corporate @mstrs.

b) Transport flow coordinator
Responsibilities:
- Order the cars to carrier based on Dealers NetandkCorporate sales
department orders;
- Monitoring the carrier delivery schedule in confasnwith the signed
contract.



c) Logistic coordinator for Dealers Network
Responsibilities:
- check the Dealers Network daily sales in termgaf:price, car options, car
availability in stock;
- invoicing the cars for Dealers Network;
- check the dealers’ commissions;
- keep all the Dealers Network orders (cars fromkstwcsend the orders to
Logistic manager).

Cars import department

a) Logistic manager
Responsibilities:
- Coordinate the Logistic department;
- Monthly order the cars for Importer’s stock;
- Order the cars for Dealers Network or Corporatessdepartment based on
their command.

When a customer intend to buy a car from Dealersvdid, the seller investigate
the stock (own one and Importer) and propose thetadhe client. If the client
accepts the cdrom stock the seller sent an order to Logistic coordin&oiDealers
Network which check the car availability and inwithe dealer. After the dealer
payment, the Logistic coordinator for Dealers Netwvgent to Transport flow
coordinator an order to transport the car to degded. After the car is delivered to
the customer, Logistic coordinator for Dealers Nwtwupload the delivery date in
Importer's data base in order to be sent to OEM stad the warranty from that
date.

If the car is not on stock and must be ordered EMQthe Logistic coordinator for
Dealers Network invoice the dealer for a down payhaad after that sent the order
to Logistic manager which upload the order in OEM&a base. After the car is
made, the Transport flow coordinator monitors the from the factory to dealer’s
yard.

2. Marketing and Communication department
Responsibilities:

- Price positioning and segmentation research;

- Advertising and promotion in order to sustain sales

- Implementation of campaigns in Dealers Network;

- Develop the relationship with media;

- Organizes events for product promote and presentati

3. Service & Spare parts department
Responsibilities:
- Ensure the stock of spare parts and subassemblilbs central warehouse;
- Centralize Dealers Network orders and commandphessparts and
subassemblies to OEM,;
- Define and implement the warranty conditions in BeaNetwork;



- Develop and implement in Dealers Network the sparés and maintenance
cost promotions;
- Spare parts and maintenance cost positioning (Sersunpetitors);

4. Financial department
Responsibilities:
- Elaborate the financial strategy and the finangoisdiness plan;
- Recording of all transactions and control the foiahdata;
- Monitoring the invoices and payments;
- Prepare of financial and other reports;
- Keep the inventory;
- Keep accounting in conformity with Romanian law.

5. Human resources department
Responsibilities:
- Personnel recruitment and selection;
- Elaborate human resources policy;
- Employees training and develop policy;
- Wages and bonuses for employees;
- Labour contracts and relation with authorities.

6. Administrative department

Responsibilities:
- Keep the buildings and installations in order;
- Importer’s own fleet.

1.4. Business model for cars’ Importer

A business model for a company transforms inputsuputs and is shown in Figure
3. For a cars’ Importer:

Inputs:
- Cars
- Spare parts and subassemblies

Outputs:
- Cars to customers through Dealers network;
- Cars and services to Corporate customers;
- Services and spare parts/ subassemblies to custéineungh Dealers
Network;
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Figure 3. Business model

In their paper, The Role of the Business Model aptdring Value from Innovation,

Henry Chesbrough and Richard S. Rosenbloom sealdeeature from both the

academic and the business press and identified somenon themes. They list the
following six components of the business model:

1.

“Value proposition - a description the customer problem, the prodoat
addresses the problem, and the value of the prddoct the customer's
perspective.

Market segment - the group of customers to target, recognizingt th
different market segments have different needs.e&fioms the potential of
an innovation is unlocked only when a different ketisegment is targeted.
Value chain structure - the firm's position and activities in the valcteain
and how the firm will capture part of the valuetthareates in the chain.
Revenue generation and margins- how revenue is generated (sales,
leasing, subscription, support, etc.), the costctiwre, and target profit
margins.

Position in value network - identification of competitors, complementors,
and any network effects that can be utilized taveelmore value to the
customer.

Competitive strategy - how the company will attempt to develop a
sustainable competitive advantage, for example, nigans of a cost,
differentiation, or niche strategy”

For an Importer we can translate these six compenie follows:

1.

3.

Value proposition - a description of the customer request, the prothait
addresses to the customer needs and the valueeoprtiduct from the
customer's perspective.

Market segment - the group of customers to target, recognizingt th
different market segments have different needs. &&e talk here for
example about passenger cars and commercial gasedmentation.

Value chain structure - the company's position and activities in theueal
chain, in our case an Importer is between OEM aisd dwn Dealers
Network (representing the customers) or Corporagtorners.

'Quick MBA, Henry Chesbrough and Richard S. RosembloThe Role of
the Business Model in Capturing Value from Innovati



4. Revenue generation and margins- in our case operational revenues are
from cars and spare parts sales, on one hand amathen hand from after
sales services (maintenance, leasing, buy baak);dht structure, and target
profit margins.

5. Position in value network - identification of competitors in the market and
any network effects that can be utilized to delivaore value to the
customer. Price positioning is a very efficientltimoan Importer business.

6. Competitive strategy - how the company will attempt to develop a
sustainable competitive advantage and even an tempisrclosely related to
OEM'’s products (in terms of differentiation or nicmodels) he can develop
a competitive advantage in his own market usingrfaing programs,
promotions, maintenance special programs or bulg bHers for example.

Alexander Osterwalder & Yves Pigneur affirm in thdiook Business Model
Generation that a “business model can best beidedahrough nine basic building
blocks that show the logic of how a company intet@snake money. The nine
blocks cover the four main areas of a businessomes's, offer, infrastructure, and
financial viability.” The nine defined blocks are:
“1. Customer segments- An organization serves one or several Customer
Segments. The Customer Segments Building Blockndsfthe different groups of
people or organizations an enterprise aims to reachserve. Customers comprise
the heart of any business model. Without (profgaldustomers, no company can
survive for long. In order to better satisfy cusews) a company may group them
into distinct segments with common needs, commdratieurs, or other attributes.
A business model may define one or several largamail Customer Segments. An
organization must make a conscious decision abdithvsegments to serve and
which segments to ignore. Once this decision isenadbusiness model can be
carefully designed around a strong understandingspecific customer needs.
Authors identify separate segments if:

- Their needs require and justify a distinct offer

- They are reached through different Distribution Qiels

- They require different types of relationships

- They have substantially different profitability

- They are willing to pay for different aspects o thffer.

2. Value proposition - It seeks to solve customer problems and satigBtomer
needs with value propositions. The Value PropasstiBuilding Block describes the
bundle of products and services that create valua fspecific Customer Segment.
The Value Proposition is the main reason why custsnurn to one company over
another and solves a customer problem or satisfieastomer need. Each Value
Proposition consists of a selected bundle of prtsdaad/or services that caters to
the requirements of a specific Customer Segmentthis sense, the Value
Proposition is an aggregation, or bundle, of basethat a company offers
customers. Some Value Propositions may be innovadivd represent a new or
disruptive offer. Others may be similar to existimgrket offers, but with added
features and attributes. Authors define the foltayvelements which can contribute
to customer value creation:

a) Newness - Some Value Propositions satisfy aimegninew set of needs that
customers previously didn’t perceive because the®no similar offering;

10



b) Performance - Improving product or service peni@ance has traditionally been a
common way to create value) Customization - Tailgproducts and services to the
specific needs of individual customers or CustorBegments creates value. In
recent years, the concepts of mass customizatidncastomer co-creation have
gained importance. This approach allows for custedhiproducts and services,
while still taking advantage of economies of scale.

d) Get the job done - Value can be created simpligddping a customer get certain
jobs done;

e) Design - Design is an important but difficukémlent to measure. A product may
stand out because of superior design;

f) Brand/Status - Customers may find value in thepge act of using and displaying
a specific brand;

g) Price - Offering similar value at a lower prilea common way to satisfy the
needs of price-sensitive Customer Segments. Bupliee Value Propositions have
important implications for the rest of a businessis. ;

h) Cost reduction - Helping customers reduce cissen important way to create
value;

I) Risk reduction - Customers value reducing tls&githey incur when purchasing
products or services. For a used car buyer, a eaeservice guarantee reduces the
risk of post-purchase breakdowns and repairs;

j) Accessibility - Making products and services italgle to customers who
previously lacked access to them is another waydate value. This can result from
business model innovation, new technologies, mmabination of both;

h) Convenience/usability - Making things more carieat or easier to use can
create substantial value.

3. Channels — Value propositions are delivered to customersoutdph
communication, distribution, and sales Channelse Thannels Building Block
describes how a company communicates with and esath Customer Segments to
deliver a Value proposition. Communication, digttibn, and sales Channels
comprise a company's interface with customers. @¢larare customer touch points
that play an important role in the customer expege

Channels serve several functions, including:
- Raising awareness among customers about a compganogscts and
services
- Helping customers evaluate a company’s Value Pitpos
- Allowing customers to purchase specific products services
- Delivering a Value Proposition to customers
- Providing post-purchase customer support

4. Customer relationship — Customer relationships are established and aiaed
with each Customer Segment. The Customer Relation&uilding Block describes
the types of relationships a company establish#is syiecific Customer Segments.
A company should clarify the type of relationshipmants to establish with each
Customer Segment. Relationships can range fronopardo automate. Customer
relationships may be driven by the following motigas:

- Customer acquisition

11



- Customer retention
- Boosting sales (up selling).

5. Revenue streams— result from value propositions successfully e to
customers.

The Revenue Streams Building Block representsdlsé e company generates from
each Customer Segment (costs must be subtractad@éwenues to create earnings).
If customers comprise the heart of a business mdeelenue Streams are its
arteries. A company must ask itself, for what vakieach Customer Segment truly
willing to pay? Successfully answering that questdiows the firm to generate one
or more Revenue Streams from each Customer SegEeeeit. Revenue Stream may
have different pricing mechanisms, such as fixedgdrices, bargaining, auctioning,
market dependent, volume dependent, or yield manage There are several ways
to generate Revenue Streams:

Asset sale - The most widely understood RevenueaBtrderives from
selling ownership rights to a physical product.tSells automobiles, which
buyers are free to drive, resell, or even destroy.

Usage fee - This Revenue Stream is generated bydbeof a particular
service. The more a service is used, the moreustomer pays.
Subscription fees - This Revenue Stream is gertetateselling continuous
access to a service.

Lending/Renting/Leasing - This Revenue Stream éated by temporarily
granting someone the exclusive right to use a qdat asset for a fixed
period in return for a fee. For the lender thisvples the advantage of
recurring revenues. Renters or lessees, on the b#mel, enjoy the benefits
of incurring expenses for only a limited time rathiean bearing the full costs
of ownership.

Licensing - This Revenue Stream is generated byingivwustomers
permission to use protected intellectual propemtyexchange for licensing
fees.

Brokerage fees - This Revenue Stream derives fratermediation services
performed on behalf of two or more parties.

Advertising - This Revenue Stream results from féas advertising a
particular product, service, or brand.

6. Key resources— are the assets required to offer and deliver previously
described elements. The Key Resources Building kBldescribes the most
important assets required to make a business nwaoed. Every business model
requires Key Resources. These resources allow tmpeise to create and offer a
Value Proposition, reach markets, maintain relathgps with Customer Segments,
and earn revenues. Different Key Resources areededdpending on the type of
business model. Key resources can be physicahdiak intellectual, or human:

Physical - includes physical assets such as matuifiag facilities,
buildings, vehicles, machines, systems, point-téssasystems, and
distribution networks.

Intellectual - such as brands, proprietary knowéedeatents and copyrights,
partnerships, and customer databases are incrgasmgprtant components
of a strong business model. Intellectual resouacedifficult to develop but
when successfully.

12



- Human - every enterprise requires human resourbes, people are
particularly prominent in certain business models.

- Financial - Some business models call for finanagiesources and/or
financial guarantees, such as cash, lines of ¢reda& stock option pool for
hiring key employees.

7.Key activities — performed to offer and deliver the previouslgatébed elements.

The Key Activities Building Block describes the masportant things a company
must do to make its business model work. Everynmss model calls for a number
of Key Activities. These are the most importanti@td a company must take to
operate successfully. Like Key Resources, theyrageired to create and offer a
Value Proposition, reach markets, maintain CustormRefationships, and earn
revenues.

8. Key partnerships — Some activities are outsourced and some resouace
acquired outside the enterprise. The Key PartngssBuilding Block describes the
network of suppliers and partners that make thénkbas model work. Companies
forge partnerships for many reasons, and partrEgstre becoming a cornerstone of
many business models. Companies create alliancesptimize their business
models, reduce risk, or acquire resources.
We can distinguish between four different typepaiftnerships:

- Strategic alliances between non-competitors

- Competition: strategic partnerships between cortgosti

- Joint ventures to develop new businesses

- Buyer-supplier relationships to assure reliableptiap.

9. Cost structure — The business model elements result in the ¢osttsre. The
Cost Structure describes all costs incurred toaipea business model. This building
block describes the most important costs incurrbdenoperating under a particular
business model. Creating and delivering value, taaimg Customer Relationships,
and generating revenue all incur costs. Such castde calculated relatively easily
after defining Key Resources, Key Activities, andykPartnerships. Some business
models, though, are more cost-driven than othérs.”

Translating this acknowledgment into car's Imporaetivity, the business model
shows like in Figure 4.

“Alexander Osterwalder & Yves Pigneur, Business NoGeneration, 2009,
http://www.businessmodelgeneration.com

13
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- Customer segmentation
- Value proposition
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Figure 4. Developed business model for a cars’ Impier
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As a component in whole cars’ Importer businessip@ate sales department’s
business model can be developed like a portion fimporter structure which add

value with own key blocks, as in Figure 5 below:

IMPORTER

] A A
DEPARTMENT
- Customer segmentation
- Value proposition
- Customers relationship
- Revenue (from value
proposition)

- Key resources (assets,
intellectual, human and

financial)

- Key activities

- Key partnerships
- Cost structure

Corporate
customers

Network JE=

_ Retail
ma Customers

Figure 5. Corporate sales department’s business met
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Chapter 2. Literature review

Corporate fleet value chain

.In the face of unpredictable macroeconomic dewalepts, market players are
repositioning themselves to maintain their compatitstrengths and protect their
business, while remaining alert for growth oppoities. For OEMs, the corporate
fleet market is an essential volume channel thetires aftermarket revenues both
for them and for their dealer networks. A captieading company operates as an
OEM'’s extended arm. It will continue to be an impott sales outlet for the OEM,
and collaboration between the two will remain close

Some premium and volume manufacturers are re-gegafteet discount policies to
steer volume to their captive finance arms andeteatworks. Package deals that
combine captive leasing with cross-subsidized sendontracts, insurance, and
extended warranties strengthen an OEM’s hand aghies$ndependents.

Because SME (Small and Medium Enterprises) segmemiribution margins are
higher than those of large fleets, OEMs are expettidbecome more aggressive in
this market, along with their dealer networks aagtives.”® A corporate fleet value
chain is presented in Figure 6.

Focus Areas along the Corporate Fleet Value Chain

CORPORATE FLEET VALUE CHAIN

OEM

Captive
Leasing

Indepandent
Leasing

Indepandent
Flaat
Managemant

Franchised
Deaalar

Independent
Repairar

Insurance
Company

Source: Booz& Company

Figure 6. Corporate fleet value chain

3J6rg Krings, Joachim Deinlein, Jan Bakker, RictkPar Automotive Sales To
Corporations From Growth Engine To Risk Trap, booa&
http://www.booz.com/media/uploads/Automotive_SalesCorporations.pdf
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2.1. Forecast in car corporate sales

As in all industries, in automotive business thereenic model is the first activity
which must be considered in order to assure tleabtisiness is profitable in the end
of the year. The forecast for the next year or yaarone of the most important
factors in a business plan and the accuracy otésteinfluence the margin and, in
the end, the sales strategy.

Sales Forecastings the process of estimating what your businesalss are going
to be in the future. Sales forecasting is an iratlegart of business plan, because give
us the volume (or target) component. The purpossalafs forecasting is to provide
information that we can use to make intelligentibess decisions.

“Sales forecasting for an established businesssgee than sales forecasting for a
start up business; the established business alfesglg sales forecast based on past
sales. A business’s sales revenues from the sam@hmn a previous year,
combined with knowledge of general economic andisty trends, work well for
predicting a business’s sales in a particular futopnths.

Forecast methods are mathematical calculation raled the most important
methods are moving average, weighted moving avereggression analysis or
combination of this.

Forecasting can be broadly considered as a methadtechnique for estimating
many future aspects of a business or other oparakitere are numerous techniques
that can be used to accomplish the goal of foragadtor example, a retailing firm
that has been in business for 25 years can forésasilume of sales in the coming
year based on its experience over the 25-yeargerisuch a forecasting technique
bases the future forecast on the past data.

While the term “forecasting” may appear to be natleehnical, planning for the

future is a critical aspect of managing any orgatign — business, non-profit, or
other. In fact, the long-term success of any ogion is closely tied to how well

the management of the organization is able to émrdss future and to develop
appropriate strategies to deal with likely futucermarios. Intuition, good judgment,
and an awareness of how well the economy is doiag give the manager of a
business firm a rough idea (or "feeling”) of whsitlikely to happen in the future.

Nevertheless, it is not easy to convert a feelipgua the future into a precise and
useful number, such as next year's sales voluntieeoraw material cost per unit of
output. Forecasting methods can help estimate nsamy future aspects of a
business operation.

How should one go about preparing the quarterlgssablume forecasts? One will
certainly want to review the actual sales datatlier product in question for past
periods. Suppose that the forecaster has accesdual sales data for each quarter
over the 25year period the firm has been in busindsing these historical data, the
forecaster can identify the general level of salés. or she can also determine
whether there is a pattern or trend, such as aease or decrease in sales volume
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over time. A further review of the data may reveaine type of seasonal pattern,
such as peak sales occurring before a holiday. Bhusviewing historical data over

time, the forecaster can often develop a good wtaleding of the previous pattern
of sales. Understanding such a pattern can ofted {e better forecasts of future
sales of the product. In addition, if the forecasteable to identify the factors that

influence sales, historical data on these factorsvériables) can also be used to
generate forecasts of future sales volumés.”

2.1.1. Forecasting methods

“All forecasting methods can be divided into twa&d categories: qualitative and
guantitative. Many forecasting techniques use pastistorical data in the form of

time series A time series is simply a set of observations snead at successive

points in time or over successive periods of tirRerecasts essentially provide
future values of the time series on a specificaldé such as sales volume. Division
of forecasting methods into qualitative and quatitie categories is based on the
availability of historical time series data.

Quantitative forecasting methods

Quantitative forecasting methods are used wherorgal data on variables of
interest are available - these methods are baseahaanalysis of historical data
concerning the time series of the specific variaii@nterest and possibly other
related time series.

Time series methods of forecasting

Before discussing time series methods, it is hélagfwnderstand the behaviour of
time series in general terms. Time series are ciseghiof four separate components:
trend component, cyclical component, seasonal coemo and irregular
component. These four components are viewed asdimgvspecific values for the
time series when combined.

In a time series, measurements are taken at siEg®sNts or over successive
periods. The measurements may be taken every dayrweek, month, or year, or
at any other regular (or irregular) interval. Whiteost time series data generally
display some random fluctuations, the time seri@y still show gradual shifts to
relatively higher or lower values over an extengediod. The gradual shifting of
the time series is often referred to by profesdifmracasters as the trend in the time
series. A trend emerges due to one or more lomg-factors, such as changes in
population size, changes in the demographic cheniatits of population, and
changes in tastes and preferences of consumers.

“Armstrong, J. S. Long-Range Forecasting: From @hgll to Computer, 1985
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For example, manufacturers of automobiles in théddnStates may see that there
are substantial variations in automobile sales fom® month to the next.

But, in reviewing auto sales over the past 15 to y&@ars, the automobile
manufacturers may discover a gradual increasenoalrsales volume. In this case,
the trend for auto sales is increasing over time.

In another example, the trend may be decreasingtowe. Professional forecasters
often describe an increasing trend by an upwargirglp straight line and a

decreasing trend by a downward sloping straighe.libsing a straight line to

represent a trend, however, is a mere simplification many situations, nonlinear
trends may more accurately represent the true fretiek time series.

Although a time series may often exhibit a tren@roa long period, it may also
display alternating sequences of points that lieveband below the trend line. Any
recurring sequence of points above and below #wdttine that last more than a
year is considered to constitute the cyclical congom of the time series—that is,
these observations in the time series deviate ftbm trend due to cyclical

fluctuations (fluctuations that repeat at intervalsmore than one year). The time
series of the aggregate output in the economy e@alhe real gross domestic
product) provides a good example of a time sehas displays cyclical behaviour.
While the trend line forgross domestic product(GDP) is upward sloping, the
output growth displays a cyclical behaviour arouhd trend line. This cyclical

behaviour of GDP has been dublirsiness cycleby economists.

The seasonal component is similar to the cyclioahgonent in that they both refer
to some regular fluctuations in a time series. €hsrone key difference, however.
While cyclical components of a time series are fidied by analyzing multiyear

movements in historical data, seasonal componaytuie the regular pattern of
variability in the time series within one-year mal$. Many economic variables
display seasonal patterns. The component of the ts@ries that captures the
variability in the data due to seasonal fluctuatiencalled the seasonal component.

The irregular component of the time series repitsseine residual left in an
observation of the time series once the effectstdueend, cyclical, and seasonal
components are extracted. Trend, cyclical, andosesomponents are considered
to account for systematic variations in the timeese The irregular component thus
accounts for the random variability in the timeie®gr The random variations in the
time series are, in turn, caused by short-termnticipated and nonrecurring factors
that affect the time series. The irregular compora#rthe time series, by nature,
cannot be predicted in advance.

Time series forecasting using smoothing methods

Smoothing methods are appropriate when a time ssefisplays no significant

effects of trend, cyclical, or seasonal componéuiten called a stable time series).
In such a case, the goal is to smooth out theuta@gomponent of the time series
by using an averaging process. Once the time sé&iesnoothed, it is used to
generate forecasts.
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The moving averages method is probably the mostelwidused smoothing
technique. In order to smooth the time series, théthod uses the average of a
number of adjoining data points or periods. Thisraging process uses overlapping
observations to generate averages. Suppose a $teeasants to generate three-
period moving averages. The forecaster would th&ditst three observations of the
time series and calculate the average. Then, trecdster would drop the first
observation and calculate the average of the regetobservations. This process
would continue until three-period averages areutated based on the data available
from the entire time series. The term "moving" reféo the way averages are
calculated - the forecaster moves up or down the series to pick observations to
calculate an average of a fixed number of obsematiln the three-period example,
the moving averages method would use the averagtheofmost recent three
observations of data in the time series as thec&stefor the next period. This
forecasted value for the next period, in conjunctith the last two observations of
the historical time series, would yield an avertigd can be used as the forecast for
the second period in the future.

The calculation of a three-period moving average ba illustrated as follows.
Suppose a forecaster wants to forecast the salesngofor American-made
automobiles in the United States for the next y&he sales of American-made cars
in the United States during the previous three s/@aare: 1.3 million, 900,000, and
1.1 million (the most recent observation is repwiiest). The three-period moving
average in this case is 1.1 million cars (thaf(&:3 + 0.90 + 1.1)/3 = 1.1]). Based
on the three-period moving averages, the forecast predict that 1.1 million
American-made cars are most likely to be sold elnited States the next year.

In calculating moving averages to generate forec#isé forecaster may experiment
with different-length moving averages. The foreeastill choose the length that
yields the highest accuracy for the forecasts geaadr

It is important that forecasts generated not be faofrom the actual future
outcomes. In order to examine the accuracy of &wmisc generated, forecasters
generally devise a measure of the forecasting €tinat is, the difference between
the forecasted value for a period and the assacettual value of the variable of
interest). Suppose retail sales volume for Ameriteate automobiles in the United
States is forecast to be 1.1 million cars for aegiyear, but only 1 million cars are
actually sold that year. The forecast error in tidse is equal 100,000 cars. In other
words, the forecaster overestimated the sales wlionthe year by 100,000. Of
course, forecast errors will sometimes be positare] at other times be negative.
Thus, taking a simple average of forecast erroes timme will not capture the true
magnitude of forecast errors; large positive ernm&y simply cancel out large
negative errors, giving a misleading impressionuabihe accuracy of forecasts
generated. As a result, forecasters commonly usengsan squares error (MSE) to
measure the forecast error. The mean squares eritve MSE, is the average of the
sum of squared forecasting errors. This measurggkgg the squares of forecasting
errors, eliminates the chance of negative andigesitrors cancelling out.

In selecting the length of the moving averagespradaster can employ the MSE
measure to determine the number of values to bedead in calculating the moving
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averages. The forecaster experiments with diffefengths to generate moving
averages and then calculates forecast errors (@nassociated mean squares errors)
for each length used in calculating moving averadéen, the forecaster can pick
the length that minimizes the mean squared errofordcasts generated. Other
methods take into consideration trends, seasomapaoents but are not the case of
car corporate sales.

Causal method of forecasting

As mentioned earlier, causal methods use the cageffect relationship between
the variable whose future values are being foredaahd other related variables or
factors. The widely known causal method is callegression analysis, a statistical
technique used to develop a mathematical model isigomow a set of variables are
related. This mathematical relationship can be usedenerate forecasts. In the
terminology used in regression analysis contexie variable that is being
forecasted is called the dependent or responsablariThe variable or variables that
help in forecasting the values of the dependenabbe are called the independent or
predictor variables. Regression analysis that eysptime dependent variable and
one independent variable and approximates theige&ktip between these two
variables by a straight line is called a simpledinregression. Regression analysis
that uses two or more independent variables toc&stevalues of the dependent
variable is called a multiple regression analysis.

Suppose a forecaster has data on sales of Amarieae-automobiles in the United
States for the last 25 years. The forecaster hes identified that the sale of
automobiles is related to individuals' real disfgsaincome (roughly speaking,
income after income taxes are paid, adjusted feritfation rate). The forecaster
also has available the time series (for the lasty@&rs) on the real disposable
income. The time series data on U.S. auto salebeagotted against the time series
data on real disposable income, so it can be exainisually. Most likely, the auto
sales time series would display a gradual growtbailes volume as real disposable
income increases, despite the occasional lack méistency - that is, at times, auto
sales may fall even when real disposable incongss rifhe relationship between the
two variables (auto sales as the dependent varatnleeal disposable income as the
independent variable) may be linear (approximated Istraight line) or nonlinear
(approximated by a curve or a nonlinear line). Assuhat the relationship between
the time series on sales of American-made autom®laihd real disposable income
of consumers is actually linear and can thus beesgmted by a straight line.

A fairly rigorous mathematical technique is usedital the straight line that most
accurately represents the relationship betweentithe series on auto sales and
disposable income. The intuition behind the mathealatechnique employed in
arriving at the appropriate straight line is addiwk. Imagine that the relationship
between the two time series has been plotted oerpdjme plot will consist of a
scatter (or cloud) of points. Each point in thetplpresents a pair of observations
on auto sales and disposable income (that is, salés corresponding to the given
level of the real disposable income in any yeahe $catter of points (similar to the
time series method discussed above) may have aardpw a downward drift. That
is, the relationship between auto sales and regspodable income may be
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approximated by an upward or downward sloping girialine. In all likelihood, the
regression analysis in the present example wilbya upward sloping straight line
- as disposable income increases so does the vatimegomobile sales. Arriving at
the most accurate straight line is the key. Preblynane can draw many straight
lines through the scatter of points in the plott Kib of them, however, will equally
represent the relationship - some will be closemtwst points, and others will be
way off from most points in the scatter. Regressamalysis then employs a
mathematical technique. Different straight lines adrawn through the data.
Deviations of the actual values of the data pamte plot from the corresponding
values indicated by the straight line chosen in iasyance are examined. The sum
of the squares of these deviations captures tlenesf how close a straight line is
to the data points. The line with the minimum sunseuared deviations (called the
"least squares" regression line) is consideredinbeof the best fit.

Having identified the regression line, and assuntiirag the relationship based on the
past data will continue, future values of the dejeen variable (forecasts) can be
inferred from the straight line based on the pasadif the forecaster has an idea of
what the real disposable income may be in the cgmgear, a forecast for future
auto sales can be generated. One should rememditefotiecasts based on this
method should also be judged on the basis of auneas forecast errors. One can
continue to assume that the forecaster uses the swgmres error discussed earlier.
In addition to using forecast errors, regressioalysis uses additional ways of
analyzing the effectiveness of the estimated rsipadine in forecasting.”

2.2. Profit in car sales industry

As described in Introduction, using Business Mo@#neration by Alexander
Osterwalder & Yves Pigneur, the business model &ocars’ Importer can be
developed like in Figure 7.

IMPORTER
= Customer segmentation
- Value proposition
- Customers relationship ' customers
-Revenue (from value =
proposition) i :
OEM - d - Key resources (assets, i l i

el intellectual, human and

- Key activities - . —
- Key partnerships Network 8 Customers

- Cost structure

Figure 7. Developed business model for a cars’ Imper

SAnandi P. Sahu , Ph.D., Statistics for BusinessEzmhomics, 7th ed. Cincinnati,
SouthWestern College Publishing, 1999.
http://www.referenceforbusiness.com/encyclopedid/dForecasting.html
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Hermann Simon thinks that “Fundamentally, there anéy three profit drivers:

volume price andcosts as revenue is volume time’s unit price, lessb8t

Each block from Importer's business model contelsutto the key drivers
components of profit. For example volume resulectly from value proposition

and key partnerships (like rental or leasing congsrbody builders), price result
from value proposition for each customer segmerd aost result from key
resources and cost structure.

2.2.1. Pricing in cars’ Importer business

A price strategy may beost-baseddemand-basedr competition-based

In acost-based price strategpgrices are set by computing the costs and thdmgd

the desired profit.

In ademand-based price strateqyrices are set after researching consumer desires
and ascertaining the range of prices acceptalileettarget market.

Under a competition-based price strategyrices are set in accordance with
competitors in a targeted market. In this caseieeRyositioning is use in order to
compare own product with competitors product.

Pricing strategies may include also: Skimming piggiLimit pricing, Loss leader,
Market oriented pricing, Penetration pricing, Prdiscrimination or differentiation,
Premium pricing, Predatory pricing, Contribution ngia based pricing, Dynamic
pricing, Price leadership, Psychological pricindgysArption pricing, Target pricing,
High-low pricing, Marginal cost pricing, Value baspricing, Freemium pricing.

Skimming pricings used when a new product is launch in the maakdtthe seller
use a high price in order to recover research andldpment cost quickly. Could be
used in automotive business when a new car is kathin the market.

Limit Pricing involves charging prices below the monopoly piiicerder to make
entry appear unattractive — to limit entry. Itliegal in many countries.

Loss leademeans a product sold at cost or even below costder to stimulate
other profitable sales. Can be used in automotilesswvhen is considered that a car
sold at cost stimulate the profitability on meditenm by service and spare parts.
Also can be used for the first trim level for a rabdh order to communicate a low
price and attract customers in showroom which arevinced after to buy a superior
trim level which is profitable for the seller.

Market oriented pricingneans that price is based on analysis and reseancpiled
from a targeted market. Resulting price can be fowrebigger than the research
data, depending on company strategy. It is usedautomotive business by
developing a price positioning for each car segment

®Simon Hermann — CEO Forum - http://ceoforum.conasicle-
detail.cfm?cid=11577&t=/Professor-Hermann-SimorneiRg-strategy
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Penetration pricingis used when a company intend to achieve markatesh
Typically after that the price will increase slowily time. This strategy is used in
automotive business when an Importer wants to aeha@ improve the body of
customers.

Price discrimination or differentiations used to set different prices for the same
product for different segments from the marketcém sales is used to differentiate
price by purchased volumes.

Premium pricingmeans to keep the price high in order to encoueagery good
perception about the product among buyers.

Predatory pricingis used with intention to drive out competitorenfr a specific
market and is illegal in some countries.

Contribution margin based pricings based on the difference between product’s
price and variable costs and is chosen to maxirtheetotal contribution margin
multiply with number of units sold (volume).

Dynamic pricingis based on a flexible pricing mechanism and akmmpanies to
adjust prices for identical products or servicesustomers’ willingness to pay.

Price leadershipappear when a dominant competitor in a specificketdeads the
way in determining the prices and the others foltbis price.

Psychological pricingis used to have a positive psychological impac®99,99
instead of 6.000).

Absorption pricingis a form of cost plus pricing and includes valgabost and a
proportionate part of fixed cost.

Target pricing is used to calculate to produce a particular mitereturn on
investment (ROI) for a specific volume of salesisltused in companies whose
capital investment is high. It is a volume driveatgy and the forecast must be the
most possible accurate because if entire volumaoissold, the company will
register loss.

High-low pricingis used when a company set a high price but trpugimotions are
offered low prices to some products.

Marginal cost pricingconsist in set the price close to marginal cost.

Value based pricings based only the perceived value of a speciidpct.

Freemium pricingconsist in offering a product or service for frehkile charging a
premium for advanced features or related productsesvices. Freemium is a
combination between “free” and “premium”.

In their book The Strategy and Tactics of Pricifgpmas Nagle and Reed Holden
outline 9 laws or factors that influence how a eoner perceives a given price and
how price-sensitive he is likely to be with respeectlifferent purchase decisions:

1. ,Reference Price Effect Buyer's price sensitivity for a given product
increases the higher the product’s price relativepérceived alternatives.
Perceived alternatives can vary by buyer segmenpdeasion, and other
factors.

2. Difficult Comparison Effect Buyers are less sensitive to the price of a
known / more reputable product when they have aliffy comparing it to
potential alternatives.

3. Switching Costs EffectThe higher the product-specific investment a buyer
must make to switch suppliers, the less price seasihat buyer is when
choosing between alternatives.
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4. Price-Quality Effect Buyers are less sensitive to price the more thitehn
prices signal higher quality. Products for whichstleffect is particularly
relevant include: image products, exclusive proslueind products with
minimal cues for quality.

5. Expenditure Effect Buyers are more prices sensitive when the expense

accounts for a large percentage of buyers’ availaildome or budget.

6. End-Benefit Effect The effect refers to the relationship a given pase has
to a larger overall benefit, and is divided intootywarts:Derived demand
The more sensitive buyers are to the price of thé leenefit, the more
sensitive they will be to the prices of those pidiuthat contribute to that
benefit.Price proportion costThe price proportion cost refers to the percent
of the total cost of the end benefit accountedbfpia given component that
helps to produce the end benefit (e.g., think CRU RCs). The smaller the
given components share of the total cost of thebamafit, the less sensitive
buyers will be to the component's price.

7. Shared-cost EffectThe smaller the portion of the purchase price ye
must pay for themselves, the less price sensitieg will be.

8. Fairness EffectBuyers are more sensitive to the price of a prodinen the
price is outside the range they perceive as “farr“reasonable” given the
purchase context.

9. The Framing Effect Buyers are more price sensitive when they perdhiee
price as a loss rather than a forgone gain, any Hae greater price
sensitivity when the price is paid separately rathan as part of a bundl€’.“

Hermann Simon believes that “Costs actually getrtfust management attention,
typically taking around 70-75% of the attentionsehior management. Volume or,
more generally, driving sales, gets about 20-25%hefattention, while pricing only
gets 5-10% of the attention. Given the importaricpricing to overall profitability,

| would argue that pricing is typically undermandgend underinvested in within
most companies.

The perception with costs, for instance, is thay/thre due to internal factors within
the company, and thus you have a high degree dfataver them. If you need to
cut hundreds of jobs, for instance, while this nigé difficult politically, you know
that the adverse reactions will mainly be confitethe company itself.

When you change prices, on the other hand, it itspdicectly on the customer, and
you are uncertain how they will react. Managersdtém dislike uncertainty, and
prefer to concentrate on more ‘controllable’ issliles costs, even though this may
not produce optimal profits.

It's not just managers who tend to avoid pricirguiss. Even sales people, for whom
pricing levels are fundamental, often prefer t& &bout a product’s features, what it
can do for the customer — anything, in fact, exteptprice! Yet price is basic to any
successful deal between the customer and thesaissn.

Often companies do not invest enough time and ressuin gathering the best
information they can about pricing, the elastiaiydemand, how customers and
competitors have responded to past price changisenlikely to react to future
price moves, and so on.

"Nagle, Thomas and Holden, Reed. The Strategy actic§af Pricing, Prentice
Hall, 2002, Pages 84-104
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We often find in working within companies, for iagste, that it can take weeks to
find out very basic information about their own gweat prices and their pricing

processes, let alone information about competiticep. This is a particular problem
in B-to-B markets, where prices and price struc@e not that transparent.

Probably the most common mistake with pricingtasrespond to a decline in
demand with a price cuCompanies often think they will increase theifuvoe to
compensate for the price cut, but this is ofteillasion, as competitors typically cut
their prices as wellThe end result is a price war, with the only winheing the
customer.

Sometimes, as in the recent global financial crisismand was declining, not
because the price was too high, but because thenceiss were uncertain about the
future. Even if you reduce prices in that situation, thetomer will not necessarily
buy more, as you have not addressed the fundamfaatal inhibiting their buying,
which was, or is, uncertainty and fear about theife.

In this situation you need to come up with moreative responses that address that
fundamental uncertainty.

A good example is how Hyundai responded to the vemgllenging market
conditions for new cars that pertained in the US2009 and 2010. Instead of
slashing their prices, they gave a guarantee teuss that, should the customer
lose their job within 12 months of buying or leasi@ new Hyundai, the customer
could return the car with no further costs. Thisvisghly successful: Hyundai was
the only car company that increased their unitssel€009 when compared to 2008.
In fact, they grew their business by around 27%hat year. And this continued in
2010.

The point is that Hyundai offered the customer #utsm that addressed the
concerns the customer had that would otherwise hmegented them buying.
Simply cutting prices, as many others tried, woudd have been as effective. The
customer would still have been afraid to go intoc@anmitment of monthly
instalments.”®

In Romania for example, Fiat launched a succedsfsing program where the
customer paid in 2009 a down payment and the mpmayment for the rest of
amount start in 2011 (two years later).

Alexander Osterwalder & Yves Pigneur describe iairttwork Business Model
Generation that each revenue stream might havereliff pricing mechanisms. The
type of pricing mechanism chosen can make a bigréifice in terms of revenues
generated. There are two main types of pricing raeism: fixed and dynamic
pricing, like in below tab, Figure 8:

®Simon Hermann — CEO Forum - http://ceoforum.conasicle-
detail.cfm?cid=11577&t=/Professor-Hermann-SimornieiRg-strategy
Alexander Osterwalder & Yves Pigneur, Business M@&#neration, 2009,
http://www.businessmodelgeneration.com
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Fixed Pricing Dynamic Pricing
Predefined prices are based on static variables Prices change based on market conditions
Price negotiated between
two or more partners

Fixed prices for

. . individual products, Negotiation . -
List price . .. . depending on negotiation
services or other (bargaining) L
i ] o power and/or negotiation
Value Proposition .
skills
Price depends on the Price depending on
Product feature number or quality of Yield  inventory and time of
dependent  Value Proposition management purchase (normally used
features in perishable resources)
Price depend on the _ .
Price is established
Customer segment type and

Real time market  dynamically based on

dependent  characteristic of a sipplyand demand

Customer Segment

Price determied by
Auctions  outcome of competitive
bidding

Price as a function of

Volume dependent the quality purchased

Figure 8. Types of pricing mechanism

In cars’ Corporate sales business, dynamic prioieghod is used because is more
flexible in negotiation and follows the customegisentation. Yield management is
typically used as a better proposal to custombe i€hooses cars from stock, instead
to order and the seller is interested to decre@sstbick. In auctions, in most of the
cases the smaller price for a certain product wins.

Dr. Rainer Meckes, Partner, and Dr. Martin Gehribgector at Simon-Kucher&
Partners describes in their studies the brand vialymice strategy and “here are
three success factors that are essential in mamalgéenbalance between price and
brand:

* Ensure that the price and brand match up in the log term. This requires
knowing that growing sales volumes are not the ansiw the current profit
dilemma; in fact, it may even endanger the exckrsdss of the brand. What's more,
volume-maximizing prices are not usually profit-ioul.

» Consistently utilize the brand premium in the price setting process.
Manufacturers must systematically calculate thenuen, as brand values fluctuate.
« Carefully manage the price cyclethe transaction and used car prices influence
the profit and brand image. A holistic approackssential.®

They develop a price cycle in automotive indusaya successful factor to improve
profit in Figure 9:

1°Dr. Rainer Meckes, Partner, and Dr. Martin Gehrbigector at Simon-Kucher&
Partners, The Journal of Professional Pricing Se€auarter 2010
http://media.pricingsociety.com/publications/Priaad Brand_in_the_Automotive_
Industry.pdf
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Optimal
list price

Manage ‘Manage the
used car transaction
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Figure 9. Price cycle in automotive industry

Authors believe that “the considerable gap betwbenlist and transaction prices is
only one way a brand is degraded by poor managewfetiie price cycle. The
transaction price level equally influences the @tievel in the used car market. The
used car price has two effects on the brand.

First, it signals the value loss of the car. Tratue loss represents the relation of the
used car price to the list price. A higher valusslas caused, however, by a low
transaction price, which then negatively influenties brand image. Second, a low
used car price level increases the unit sales w®lum previously unreached
customer segments. This may sound good at firait-iths deadly for the brand
exclusiveness desired by new buyers.

They want, as described earlier, to belong to atusive circle of car owners. If the
car can be bought by other buyer segments after anfew years due to low
transaction and used car prices, this endangeesxttiasiveness.

It is critical that automakers carefully manageirtipeice cycle — the list, transaction
and used car prices — in order to deflect possialmage to their brand. A strict
discount and conditions policy, an extremely meaduutilization of special
promotions and active involvement in the used carket are all instruments that
positively influence the price cycle and therebyaig the brand image®®

Translating the cycle in car corporate sales, weus® some tools to optimise above
three success factors:

- Optimal price list by PRICE POSITIONING in order ¢eompare the right
car with our competition and to propose the righadpict to customer’s
desire of use;

- Transaction price by ADDITIONAL SERVICES (leasirigong term rental,
tailor made cars) — product and services custoinizat or TCO (Total Cost
of Ownership) in order to move discussion from distt to real important
value for customer: cost per kilometre.

Hpr. Rainer Meckes, Partner, and Dr. Martin Gehribigector at Simon-Kucher&
Partners, The Journal of Professional Pricing Seé€guarter 2010
http://media.pricingsociety.com/publications/Priaad Brand_in_the_Automotive
Industry.pdf
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- Used car price — BUY BACK SOLUTIONS in order to inase brand value
and improve our profit from selling used cars.

We can develop the following cycle in Figure 10:

Optimal list price
(PRICE POSITIONING)

Manage used car price Manage the transaction
(BUY BACK price (ADDITIONAL
SOLUTIONS) SERVICES and TCO)

Figure 10. Developed price cycle in automotive indatry

Hermann Simon and Robert J. Dolan affirmed in tip@iperPrice customization
that “Marketers today are more precisely matchirgdpct and service offerings to
the desires of individual customers. While prodactd service customization
strategies are employed by a growing number ofessfal companies, customized
pricing may offer greater potential profit. Butstiyr managers must determine the
different values customers place on their product @hat that value is worth to
each. Once they have done this and divided cus®nmmto segments, they can
choose among five innovative techniques to implenpeice customization. A 20%

- 50% profit gain could make it well worth investting.” *?

The five described techniques are:
- One price policy - fencing mechanism;
- Multidimensional pricing;
- Quantity discounts/multi-person pricing;
- Price bundling;
- Product line alternatives.

In car corporate sales, “Quantity discount scheslieolve a discount in price with
an increase in number of units purchased by a giustomer. The rationale for this
is the fact that, in many situations, the secohidtand more units of a product or
service have a lower value to customers than duefirst.” *2

2Simon Hermann, Dolan Robert J., Price Customizafitve higher art of power
pricing includes strategies based on customer tiatlugo boost profits, Marketing
Management Magazine, 1998

http://www.simon-
kucher.com/internetdatabase/Publication.nsf/6998d486eedac1257023005502fe/
b628ae56bbe48b4dc12567300013b24c?OpenDocument
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“Price bundling works across products. Two or mareducts are sold together at a
price that is less than the sum of their individpiates. In a pure bundling strategy,
only the bundle is sold; in a mixed bundling stggtethe individual products are
sold separately as well. Bundling is widely usedindustries such as fast food,
automobiles (with option packages), tourism (aid d&and portions), information
technology and telecommunications. In an intergsttase from the automobile
industry, a manufacturer was considering offerimgé package options: "comfort,”
"sports,” and "safety.” A "value-to-customer” studgvealed that adoption rates
were quite sensitive to the discounts for the besidis compared to the price of
options if purchased individually. Bundling also abled considerable cost
reductions because of lower purchasing prices Her components and reduced
complexity in logistics and assembly.

Recall that differences between customers is theindr force behind price
customization. Bundling operates somewhat diffdyeindbm other schemes because
it enhances profitability by reducing the differescbetween them. The principle,
though, is to find those combinations of goodsvitxich willingness-to-pay varies
less across customers than willingness-to-payrfdividual items. Willingness-to-
pay for one product can be transferred to anothedyct — and thus exploited —
through the bundling scheme.

Bellowed Figure 11 (...) shows the profit effect afice bundling for various

discount rates on all bundles. (Management wantegrice each of the three
bundles at the same discount.) The exhibit indekesprofit with no bundling

(equivalent to discount level = 0%) to 100. As show 21% discount yielded
optimal profit. At this level, one third of the giiofrom options comes from the
bundles. In this case, the "comfort” bundle was thest popular package and
overall options profit increased by 229%4%

Price bundling can be used in car corporate salegder to improve profit using
tailor made customization and deliver to custonter final product, for example
ambulances, taxi cars, refrigerated vans, etc.

'2Simon Hermann, Dolan Robert J., Price Customizafitre higher art of power
pricing includes strategies based on customer tialugo boost profits, Marketing
Management Magazine, 1998

http://www.simon-
kucher.com/internetdatabase/Publication.nsf/6998d466eedac1257023005502fe/
b628ae56bbe48b4dc12567300013b24c?OpenDocument
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EXHIBIT 5

Optimal bundle discount and profit: A case from the automotive industry

Comfort bundle
] Sports bundle
Safety bundle

Protit {(index)

Individual options

1
=
wn
]
=
3
u

30 35 40

Discount level (%)

Figure 11. The profit effect of price bundling

The strategy consists in set the price to selbgpténal car with services or different
accessories while making the maximum amount ofipppefr sale (customization).
Additional services can include:

- Additional equipments;

- Accessories;

- Insurance;

- Tailor made services which can include special oeade together with body
builders (ambulances, fire-fighters car, schookc#wuses, isothermal cars,
etc);

- Leasing;

- Free maintenance for a number of years;

- Special warranty programs and road assistance;

- Buyback programs;

- Replacement cars in case of accident;

- Dedicated key account for maintenance in Dealets/bl;

- Centralized invoice, etc.

A new sale generates additional revenue in oth@ariments of Importer. By
putting new vehicles on the road, Importer can t@mmafter sales business, new
repair and service customers, and future trade-bugback of used vehicles.
Service departments in automobile Importer proad®motive repair services and
sell accessories and replacement parts. DealersoNetalso has body shops to
repair damaged cars, refinishing, and painting. Wbhek of the service department
has a major influence on customer’s satisfactich witlingness to purchase future
vehicles from the brand.
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The Corporate sales department in an Importer adiitional service like service

contracts and insurance to customers and arraigascing for their purchases or

offer extended warranties and additional servisesh maintenance packages, to
increase the revenue generated for each vehide sol

The used car sales department of new car dealdsgrasele-ins or buy back as well
as cars that were formerly rented and leased. mepnents in technology continue
to increase the durability and longevity of newsgarising the number of high-
quality used cars. In recent years, the sale af naes has become a major source of
profits for many new car dealers in the wake ofrdasing margins for new cars.

Leasing a car is another financing option for comsts. As vehicles have become
more costly, growing numbers of customers are wnabkeluctant to make a long-
term investment in a new car purchase. Leasingigesvan alternative to high

initial investment costs while typically yieldingwer monthly payments.

“Pure financing of the asset iacreasingly unattractive under current market
conditions. Independent leasing companies will lyikeconcentrate on
operational leasing contracts with differentiatisgrvice elements that offer
downstream revenue and profit potential. Alreadydependents have built
productive relationships with franchised and indefant repair networks to
secure cost-efficient repair and maintenance basawe Most independents also
incorporate an insurance component in their leaspagkages, thereby
increasingly becoimg more a competitor and less a customer of tearance
companies.

Major independent leasing companies primarily asltarge international fleet
customers via direct key account management. Howeageoperational leasing
penetration has reached saturationlarge fleets, independents will target
increased penetration of the medisimed fleet segment going forwarthey
are already designing dedicatedl-service offerings or collaboratingith large
multi-brand dealer groups to secure access to st

With residual values under pressure and demandeasorgly difficult to
forecast, state-of-the-art remarketing capabilitieme crucial. Large
indepements with broad product portfoli@se particularly well placed, given
their ability to reduce brand-specific risk anddeage multiple sales channels,
including auctions and multi-brand dealer groupsoféssionalizing the
remarketing segment will increase its attractiventesOEMs and dealer groups
seeking to limit residual riskdlany OEMs see residual value management as a
systemic brand risk they need to manage. Some amdimts, however, might be
better equipped than the OEMS’ own country orgaions.

To address new customer segments and efficidatigrage their market know-
how, some independents will increase partnerships @EMs and large dealer
groups. With captives potentially withdrawing fronsubscale markets,
independentsee further cooperation opportunities with OEMSs.
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Different models of collaborationor cooperation between OEMs and
independent leasing companies could emerge, suttless:

- Outsourcing the entire captive leasing businesssiibscale
markets to independents;

- Outsourcing back-office functions to leverage theals of
independent players, providing an upside for boithependents
and OEMs

- Joint market penetration — tidevelopment of dedicated offegs
and access to new customer groups — for indepesdamd
smaller importers lacking their own strong capfiance arm;

- Competitive intelligence and data sharing on redidvalues,
service pricing, total cost of ownership, etc;

- End-customer-related data, currently managed inossil
increasingly shared by independents, dealers, &<y 3

2.2.1.1. Price positioning theory in corporate sate

Positioning is a concept in marketing which wastfiintroduced by Jack Trout
("Industrial Marketing" Magazine - June/1969) ahdrt popularized by Al Ries and
Jack Trout in their bestseller book "PositioningThe Battle for Your Mind"
(McGraw - Hill 1981).

In pricing is used price positioning which helpg tmarketing department to find
where is the product in the market regarding coitipetand take action for re-

positioning if the product is ,out of market* on@hand, and on another hand helps

the seller to create impression in the customensimi

Of course, in car retail businesses a positiveepgositioning could be a strong
argument for the seller to prove in front of thestoumer that his product is better in
terms of price, equipment and taxes than the catopgtproduct and to close the
deal. In this case, the customer can choose enatlifaa car more than a corporate
client.

When a product is launched in the market, in osedhe product is a car, in each
country where an OEM have importer the Marketingp&tment “build” the car
taking into account the specific of that markettfaat specific country. The resulting
price offer for a car (passenger or commercial dalkes into account the
competitors and results are:

- Body (hatchback, notchback and break/station wagon)

- Engine type (diesel or gasoline);

- Engine cubic capacity;

336rg Krings, Joachim Deinlein, Jan Bakker, Richk®ar Automotive Sales To
Corporations From Growth Engine To Risk Trap, booa&
http://www.booz.com/media/uploads/Automotive_SalesCorporations.pdf
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- Engine power;

- Gearbox (manual and/or automatic);

- Trim levels;

- Mix between engines, gearbox and trim levels;

Each model of the car is compared with the conmipatitising diverse research tools
and result from here therice positioning analysis which is used:

- To permanent compare the offer of the competitiati wour own
one in order to be competitive in the market byuating the margin
or promotion;

- In negotiation with the customers.

In retail is simple: you have a car, you can corapand correct the engine cubic
capacity, the power, and the trim level and to apm not a promotion to be

competitive in the market. When you negotiate \ittetail client you can negotiate
on a very small discount if your product is comipei in the market (and assume
that from your price positioning it is). This caeljpyou to know after one year how
much money you can make for a specific target (meeEayour margin is almost
known).

In corporate sales is different. Even you havei@egpositioning, how can you know
how big is the discount from your competitors fosgecific volume? In corporate
sales, specific tools can be used in order to aethaegpositive margin and optimizing
this tools the business will be a profitable one.

2.2.2. Costs in cars’ Importer business

From the perspective of cost behaviour — meansdouwst will respond to a change
in the level of business activity — costs can di sptwo major elements:

Fixed costs A fixed cost is a cost that remains constantjaital, regardless of
changes in the level of activity. For a cars’ Intporfixed costs are:
- Wages;
- Depreciation (buildings, installations, equipmerm®n cars) or rent
if the Importer do not have it own building;
- Purchasing costs for cars and spare parts from QElvhost of the
cases are set in the beginning of the year);
- Transportation cost from OEM to Dealers Networkt (g the
beginning of the year per car);
- Stock cost;
- Advertising cost;

Transportation and purchasing costs are transforfinoed variable costs into fixed
costs because are set for a minimum target foryeaeand if the target is surpassed
a bonus scheme is applied in the end of the yedahélmporter.
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Variable costs: A cost that varies, in total, in direct proportitm changes in the
level of activity. For a cars’ Importer, variablests are:

- Operating costs (phone, energy, water, gas, intproaesses, etc);

- Variable parts from wages and performance bonuses;

All parts involved in car business admit that bessawariable costs are directly
related with level of activity, the most importaobsts are fixed costs because
remain the same whether the sales are growing orTimoincrease profit, nearly

everyone pursue cost cutting. Aggressive cost rautas the sole approach to
fattening margins results invariably in a reductafroperational capabilities which

is likely to result in a decline in sales volumaittkeads to further cost reductions in
a continuous death spiral. Long-term profitable wglo requires, instead, a

continuous flow of innovative products and process€éhe focus should be,

therefore, shifted from cost reduction to increagedughput. Companies need to
change their business model, morphing into new rorgéional entities based on
systems thinking and change, which are agile amd sweiftly adapt to the new

business environment.

In developed Importer's business model we can Bat Key resources (assets —
buildings, equipments and stock, human — wageanéial — advertising cost) and

Product cost (purchasing cost plus transportatiost)cgive us the total cost of

business. A major cost cutting in this area meaosting in wages (human factor)

with implication in future business developmentlbysing peoples. Cutting costs in
advertising or stock can decrease sales dramaticall

Any improvement in cost can be made:
- In purchasing from OEM,;
- In transportation cost;
- By a better return from advertising;
- Operating costs by continuous improvement in irdkepmocesses;
- Stock cost which can be measure by ratio invertioryover.

For that, we translate in Figure 12 all activityaisupply chain for the final customer
(dealer), considering the case where Importer dedun higransportation cost the
transport to dealer’'s yard, because even in Corpaaes, the delivery is made by
one dealer from dealers network. In this case, Gl carrier become suppliers for
Importer and it Dealers network.
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Importer’s production order based on dealer
l order which is based on customer order

(if the car is not in Importer’s stock)

o carricy [ custon [ Carui IR DEALER'S
T . !
Importer delivery order

based on dealer’s order
or Corporate sales” order

Figure 12. Supply chain for the final customer

Jeffrey P. Wincel affirm in his book Lean Supply &@ih Management that
“expanding the view of cost from price to completdue chain — or total cost of
acquisition (TCA) or total cost of ownership (TCOY¥equires a broader and more
inclusive approach to cost management. It is with broader view that the various
approaches can be separated into cost managentenbsincontrol. Simply stated,
cost management includes those activities thatiatfee basic cost structure of a
product. Cost control includes those activities tiesult in the reduction of the cost
or price of existing products. These can be seehaamg long- and short term
effects.” In cars’ Importer business we can asstima¢ cost management will be
applied to purchasing and transportation costsasd control to advertising and
internal processes costs. Jeffrey P. Wincel defitiee business plan for cost
management and cost control by five major subsets:
1. Immediate cost control initiatives (which is mosbsely tied to short
term profit improvement);
2. Cost management initiatives (using affordable targtet (ACT));
3. Cost target setting process creation (which willused as a subset of
cost management);
4. Value management initiatives (defines the varidisres to capture and
retain improvements at each step of the value pplgchain);
5. Process improvements (focussed on individual sapgliprocesses and
integration in whole supply process).
It is the combined use of these five elementsaffatt the multiple functional areas
with which institutionalized cost reductions can hbehieved in an ongoing
fashion.™

Regarding cost management, authors defines cosagearent “using affordable
cost target (ACT) based sourcing processes. The A@ircing methodology is
based upon achieving program-specific corporatefitpbility objectives and
meeting customer program-level target price requinet”**

“jeffrey P. Wincel, Lean Supply Chain ManagementhaAdbook for strategic
procurement, 2004
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In cars’ Importer business means to assist caahdity to deliver continuous cost

improvement, which can be realized by decreasentimeber of delivery days for a

car, with impact in cars’ Importer profitability bshortest period to recover money
from final customer.

In value management, Jeffrey P. Wincel suggest®ldike Value Stream Mapping
as “a visual process developed to provide an aisatgsl that defines operational
inefficiencies as well as ideal end state map. ¥a&Biream Mapping disciplines
provide a roadmap on efficiency opportunities toichh(...) organizations can
develop continuous improvement plans and work &mtifly an ideal end state. The
opportunities identified through the mapping pracase incorporated into the lean
supply chain management practices and overarclurgprate objectives to create a
detailed strategic plan and individual performaratgectives™* Value stream
means all activities (value-adding and non valudirag), that are necessary to create
a product (or a service) and make it availabldheodustomer. Translating into cars’

Importer scenario, the delivery map processes lok&sn Figure 13.

Importer’s production order based on dealer

order which is based on customer order
(if the car is not in Importer’s stock)
— I - I - e -

T : !

Injporter delivery ordef
based on dealer’s ords
or|Corporate sales’ order

A T8 A

A B G E F

—
-

Figure 13. Cars’ Importer delivery map processes

A — Production time (days)

B — OEM'’s yard stock time (time between the datemithe car leaves assembly
line and the date when is loaded by carrier) (days)

C — Transportation time from OEM'’s yard to custoand/— on road time (days)

E — Custom stock time (time between the car isaoed in custom and is loaded by
the carrier to be transported to dealer’s yardygila

F — Transportation time (time between custom amaleds yard — on road time
(days)

G — Dealer’s yard stock time (time between theisaunloaded by the carrier in
dealer’'s yard and the car is physical deliveretthéocustomer) (days)

“jeffrey P. Wincel, Lean Supply Chain ManagementhaAdbook for strategic
procurement, 2004
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Lead time is the time a unit needs to follow thhdoube transportation flow from
beginning (OEM’s yard) to end (customer).

Leadtime=A+B+C+D+E + F+ G (days)

Typically OEM invoices Importer in the same day whbe car is uploaded by the
carrier from OEM’s yard and the payment period ida¥s. The importance of lead
time results from the fact that if Importer recelv@oney from the customer in the
delivery day, there are three situations:
1. X > Lead time means that Importer recover moneyligepay the car to
OEM, cash flow improvement with no cost for finamgithe car;
2. X = Lead time means that Importer don’t have arfeeacost;
3. X < Lead time means that Importer must finance daefor the period X
minus Lead time and to add a cost, with a big imhpaccash flow and
profitability.

James P. Womack, Daniel T. Jones and Daniel Rosarite in their book “The
machine that changed the word” the relationshigh witppliers “at the heart of a
lean supply lies a different system of establistpniges and jointly analyzing costs.
First, the lean assembler (Importer) establishésget price for the car (...) with
suppliers, works backwards, figuring how the vehichn be made (sell) for this
price while allowing a reasonable profit for botparties. “In other words, it is a
“market price minus” system rather than a “supptiest plus” system*®
There is, cars’ Importer and transport supplier gk together in order to reduce
lead time and open system between the two partiess$ be made in order to:
- Both parties achieve a reasonable profit;
- Minimize the spending time in OEM'’s yard. The ideahdition is to load
the car in the same day when it leaves assemigy lin
- Cars’ Importer know precisely when a car is unl@hde custom and the
person which is responsible in Importer for loadesrto dealer’s yard to sent
the order in the same day with unloaded day;
- Dealer knows precisely when the car will arriveoidler to prepare upfront
all delivery details with the customer. The ideahdition is to deliver the car
to customer the next day after the car is unloade@aler’s yard.

Above situation is happened when the customerligwgito wait for a car for a time
between 3 and 9 months, depending on the modeinamdifacturer. Every Importer
has acar stock in order to satisfy customer’s request immediatélylmporter’s
business model is the part from Key resources nafimencial. Cost of stock is the
biggest part from cars Importer total cost. In @ogbe sales the stock is almost zero
because the cars are customized for customer’'saspeeds. Stocks are typically
used for retail business.

1%James P. Womack, Daniel T. Jones, Daniel Roos,rdehine that changed the
word, 2007
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There are two ratios which measure the performahseock:

1. Stock (inventory) Turnover — shows how many timesone accounting
period the Importer turns over (sells) its stockl @& valuable for spotting
under-stocking, overstocking, obsolescence anchéeel for merchandising
improvement. Faster turnovers are generally vieaga@ positive trend and
they increase cash flow and reduce warehousingtmet related costs.

Stock Turnover = Cost of goods sold / Stock

2. Days Stock (inventory) — identifies the averageythrof time in days it takes
the stock to turn over. As with stock turnover, éwlays mean that stock is
being sold more quickly.

Days Stock = 365 days / Stock Turnover

In order to Days Stock goes to zero, the stock mestomposed from the most sold
cars and here historical data are available to melpagers to concept stocks and to
improve the ratio. In ideal conditions, the stogle an days must be less or at least
equal with X (payment period to the OEM).

James P. Womack, Daniel T. Jones and Daniel Rossritle in their book “The
machine that changed the word” the Lean Dealerahipp the Channel loyalty in
Lean production: “Rather than waiting at the desklgr for customers attracted by
advertising and publicly announced price cuts, sagliactory rebates, the dealer’s
personal periodically visit all the households he tealer’s service area. The lean
selling system also reduces inventory costs draalgtiand smooths the flow of
production in the factory.

To see lean distribution for what it should be, ee®’'t begin from a narrow cost —
cutting perspective (...) in which factors such thanber of sales made by each
salesperson per month are the way to measure suttedsing a tool like
Customer Relationship Manager for example, the feail is able to know when a
customer intends to change his car or to buy dazaa member of his family. With
this information, Importer can order a car to OEka&ly with Lead time (days)
before the customer intend to change the car. Meredhe seller can propose to
customer to change the car after 2 years for examjh a new model based on a
buy-back system. Using CRM method, the stock anicédhe cost in Importer
business model will decrease substantially. “Théesgerson doesn’t need to
discount the product in order to get rid of a dattthe customer would rather not
have (...) because the customer is buying a carédgltw his or her needs (...).” The
sales force is “trained in all aspects of salesedpct information, order taking,
financing, insurance, and data collectiot?”.

%James P. Womack, Daniel T. Jones, Daniel Roosndhine that changed the
word, 2007
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Conclusion which can be extracted from this theamg research is that a trained
sales force can decrease the level of stock. Neslegs, together with correct
identification of customer’s needs before he or Bttends to change the old car
combined with a complete package for the prodw=sihg, service packages, etc)
the proposal for the most appropriate model fortamer's need from stock can

conduct to a smaller ratio Days Stock and in a eceduction in the end. This

principle is known as Pull principle or Made to erdn lean management and the
customer will order cars to the dealers (selleits}, dealers will order cars to the
Importer and the Importer will order to the OEMt-sia customer demand — driven,
not on Push principle or Made to stock where thé&/d&ces the Importer to accept
cars on stock and after, the Importer force thdedsdo buy from stock and push
cars to customers. In this last case over the swm#t we must take into

consideration the discounts — which affect the iprefthat Importer and dealers
network must made in order to ,push” the cars tst@mers.

2.2.2.1. Importer’s corporate sales contribution megin*°

In a profit plan, we compare revenues with costs:

SALES (revenue)
- VARIABLE COSTS
= Contribution margin (Formula 1)
- FIXED COSTS

= Operating profit/loss

Breakeven point (BEP) is the point where Operagirgfit/loss is zero, that is when
Contribution margin is equal with Fixed costs oremhFixed costs are equal with
Sales minus Variable costs.

Because Sales and Variable costs are dependingroban of units sold, in sales we
can translate this equation in:

Fixed costs (Cf) = Price per unit sold (P) x Numbgunits (N) - Variable costs per
unit Cv) x Number of units sold (N)
result: CfF =P xN-CvxN
result: N = Cf/ (P-Cv)

In theory, P — Cv (Price per unit minus Variablestcper unit) is calledJnit
Contribution Margin and is the marginal profit per unit or the portioineach sale
that contributes to Fixed costs.

%Werner Seebacher — Controlling — Application: Bdsicdesign and structure
budgets



Keep it simple, for example, if an Importer:
sell 10 cars per year,

5.000 Euro price per car;

variable costs are 2.000 Euro per car
fixed costs are 60.000 Euro

from (Formula 1) result:

TOTAL PER UNIT
10 x 5.000 (revenue) .00® (revenue per unit)
- 10 x 2.000 (total variable costs) 2.000 (variable cost per unit)
= 30.000 (contribution margin) = 3.000

- 60.000 (total fixed costs)
= -30.000 (operating profit/loss)

To achieve breakeven point Importer has three isolsit
- Increase the car’s selling price (in our exampbenfi5.000 Euro price per car
to 8.000 Euro price per car);
- Increase volumes (in our example from 10 to 20)cars
- To mix the increase between margin and volumes.

The decision is a strategic one and must take actmount a lot of aspects like
market, product availability, segmentation, etc.c8ese in Corporate sales the
customers are looking to big discounts, it is htrdoelieve that the decision to
increase the contribution margin is a correct dies is the reason that to increase
the volumes is chosen by most of Importers. Moaa tthat, in automotive industry,
if the volume increase, the after sales busineksnerease too.

If we consider that we decide to sell 20 cars parythe equation looks like:

TOTAL PER UNIT
20 x 5.000 (revenue) 5.000 (revenue per unit)
- 20 x 2.000 (total variable costs) .G0D (variable cost per unit)
= 60.000 (contribution margin) 3600
- 60.000 (total fixed costs)
= 0 (operating profit/loss)

That means, once the breakeven point has beenegsaggiofit will increase by the
unit contribution margin for each additional urotds If 1001 cars are sold in a year,
then we can expect that the profit for the yeal gl 50 Euros.

Typically, Contribution margin in Importer's car porate sales is composed by
margin from selling cars (smaller compared withaitesales) and OEM co-
participation from an incentive scheme accordinthwustomer’s volume order.
Importance of Corporate business results from gmsll analysis, because it helps
the Importer to improve retail business by addirgwnvolumes, to achieve
breakeven point and, even with a small margin,vieraome the fixed costs and to
report a profit in the yearend.
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2.3. Sales strategies used in car corporate sales

2.3.1. High volume and low price strategy

For Corporate sales department as for the corenésssithe business plan can ask
only for one target from below:
1. Only margin — strictly profit oriented;
2. Only Volumes — market share and business from aéties;
3. Margin & Volume — profit oriented by volumes andsimess from after
sales.

The main differences between the three cases are:

1. Only margin
In this case we are looking just for resulting grdfom sales. We consider
Corporate sales department as a business unitrattfteiend of the year we are
looking for profit strictly for this department. & cost based selling. We take into
account the costs (fixed and variable) and add r@imavhich bring us to the selling
price.

2. Only volumes
In this case we are looking for market share anthuidd a customer body. This
particular way is considered generally in a startbwsiness or when we want to
penetrate a new segment or a new market. In thipkar case the Corporate sales
department cannot be seen as an individual busineisshecause from resulting
high volumes the maintenance and the spare pastadss could be a good business
and the core activity can be a profitable one odiom term.

3. Margin & Volume
It is the most balanced strategy because takesottount both business units which
can generate profit: Corporate sales departmentsfamt term because of the
average positive margin) and the Service & Sparts pepartment (on medium and
long terms).

This study is not refer to target 1 (only Margirdchuse without taken into account
the volumes the business cannot be a healthy ongedium and long terms and not
to target 2 (only Volumes) because there is noifpagsessment in this case.

The strategy to win new customers can be applifdrent in two period of the
year:

1. In the beginning of the year (or in the first pafrthe year when the previous
sales in that year are zero);

2. In the second part of the year (or in the parth& year when the sales
previous sales in that year are different from gero
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Typically, in Corporate sales, there literatureegiwus two strategies for corporate
sales:

- Profit strategy in the beginning of the year;

- Volume strategy in the second part of the year.

2.3.2. Profit strategy in the beginning of the year

Of course, is more comfortable to approach a deti & new customer in the
second part of the year, because you have alreadgfia and can decide easily to
allocate or not a part from this profit and selthwzero or negative margin in order
to close deals with new customers. In reality ig moprofit allocation is a
“controlled” lost because can be recovered fromftliare maintenance and spare
parts business.

The real challenge is in the beginning of the ya@apically the used strategy is to
sell only with a positive margin to the new custesi& order to achieve profit for
the second part of the year, a part from the ptbét can be used in the end of the
year to win new customers in order to achieve a@ngett, for example.

2.3.3. Volume strategy in second phase of the year

If the first phase of the year is a profitable @l we want to keep balance with
volumes, the strategy for the second phase of ##& gould be concentrated to
achieve volumes. That means that we can reduceimaygising achieved profit to
win new customers.

One risk could be that in the second phase of &a gorporate customers’ market
to calm down and even that your price is very caitipe to do not have clients for
your product.

In general, for important businesses and ordermehy the cars are not in stock. The
corporate sales are different from retail salesftbis perspective. The cars for a
tender are specific, in most cases tailor mads;hard to find them in stock. And if
the quantities are important, the probability taretock is lower.

Means that the cars must be ordered and such &n cat be delivered in 3 or 4
months. So, another risk for the second phaseeof/éar is to win a new customer
but to not delivery the order during that year &g, for example, volume’s bonus
from OEM.

2.4. Future mobility

“The “Future of Mobility 2020” study shows thereds acute need for action. In the
future, customers will be less willing to invest mey in mobility; in addition, their
willingness to commit to a product over a long pdnwill decline. At the same time,
their mobility, sustainability and innovation recements are set to increase. In this
field of conflicting priorities, it will only be pssible for a few automotive
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manufacturers to continue to attain the necessangims with pure product-related
sales streams.

The automotive industry is confronted with the &ade of putting its established
business model to the test and finding innovatige nvays to secure sustainable
margins and to fulfil future mobility requiremensithur D. Little has developed a
model for the future development of the automotivearket, or rather its
transformation from an automotive to a mobility ketr The portfolio for possible
business models in the mobility market of 2020 genbetween the two axes of
“range of services” and “link between product andbitity”, generating four
characteristic business models.

The first axis, “range of services”, describesshepe of services that expand on the
basic mobility offering with further mobility, comwnience and lifestyle services in
appropriate form. The services here are eithectiyreonnected with mobility (e.qg.
traffic or parking guidance systems), or otherwdserarching services which the
customer can use during the actual mobility timey.(®nline shopping, office
support, etc.).

The second axis, “link between product and mobilitgpresents how the provision
of mobility is necessarily linked to a certain puotl One extreme is physical
ownership of a car, while the other is completectpn of owning one’s own car.

The four idealized business models we outline lier2020 mobility market represent

extreme points in the market model. While in theirfe, automotive manufacturers can

position themselves in accordance with these dlbusiness models, they are more
probable and just as likely to succeed with mixadhk that are close to the ideal types
or that link them, like in Figure 14.

Idealized business models

Link between product and m obility

Product Focussed - ;f;ﬁ,f:g‘gg;fg?:”:;gfn’ Basic Mobility
Manufacturer rrability: carear {peadiet) Provider
Vehicle- ! i
integrated
based i
. moebility
SEIVICES ‘.
g SErvices
(]
=
g
i Service Focussed D?"’i‘?s"”g Im?‘ma;c‘?’r Mobility Service
[ signiticance ot d certain .
& Manufacturer Lty catriz: HerBAL Provider
L]
i 2

Figure 14. The four idealized business models fon¢ 2020 mobility
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The Product Focussed Manufacturer (PFM)the business model with the greatest
closeness to today’s automotive manufacturersrms@f content and structure. Their
core competence is in product and manufacturingntdogy, and they are known for
technological excellence. Technology leadershipygscally recognizable here in all
areas, from engine performance to lightweight cansbn concepts. The PFM’s
particular manufacturing competence differentidtésom other business models and
fulfils the precondition of producing simultaneousst-effective, qualitatively high-
value products.

Technology excellence thus caters to a range oflitgdigpes, although with completely
different products. This means you are still likety attract classical technology
enthusiasts and comfort lovers who are prepardaliyohigh-priced products such as
Sensation Seekers or Silver Drivers. But Greenowdatm are intrigued by innovative,
primarily sustainable technologies. The Low-EndrJse the other hand, is interested in
entry-level models.

Because the Product Focused Manufacturer's maomiacstream is primarily attained
by selling physical products, in the future it valimarily be premium vendors who are
able to hold their own in this niche. Alternatively few volume manufacturers with a
leading market position, sufficient margins, andirmgl cost positions could lead
amongst PFMs.

The Service Focussed Manufacturer (SFE¥vides mobility in the same way as the
Product Focussed Manufacturer (PFM) through a gtrattachment to the core
product: the automobile. An important distinguighiariterion between SFMs and
PFMs is the former's scaled-back, moderate teclyyol@ominance. SFMs
concentrate their resources on reproducing existicignology in the second generation
with a low share of product-oriented innovationtieéir own. Manufacturing areas
beyond their strategic competence are outsourcethatothey chiefly take on the
function of system integrator in the value chairowdver, the SFMs expand their
service portfolio with a comprehensive offeringuard the core product and services in
related areas. The vehicle is the platform and‘émabler” for a range of services
that are actively marketed to the customer througth@ cycle of ownership. The SFM
represents the comfortable and central interfacalfoquestions and services for the
customer that involve the product (“one-stop-shogfiThis business model
specifically addresses those customers who stilitwa acquire their individual
mobility by means of a certain product, but are deding a comprehensive
portfolio of services as well. Product individugliin the one hand and the range of
services on the other lead to an upscale pricé leteresting for those mobility types
that spend a particularly great amount of timehgirtcars or who don’t want to deal
with the topic of mobility except for the actuahe spent driving. Thus, predestined
customer groups include Global Jet Setters, Fa@ilyisers and High-Frequency
Commuters.

Similar to Apple in the computer industry, the SeevFocussed Manufacturer
develops a unique selling proposition through desapd individuality, with a
comprehensive service that allows the businessntevegenerating opportunities
across the entire customer lifecycle, but with iy Vew depth of added value.

The Basic Mobility Provider (BMR)ncouples mobility from car ownership in order
to optimally fulfil his customers’ requirements. Wbllity no longer means
automobility by default; the only thing that courits efficient and inexpensive
transport. A car represents merely one buildinglblim a holistic mobility concept
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that the customer can configure individually. Tioamobility share is covered by a
standard car, while other mobility building bloden be handled using public and non-
individual means of transport. The standard clasis advanced in terms of technological
criteria (drive train technology, comfort, safeggmpared to other OEMSs’ vehicles;
the focus is primarily on practicability and coffieency. Electrical power systems,
for instance, would therefore be appropriate dcercepts. Basic Mobility Providers
offer mobility without having to produce the cahemselves. Together with Mobility
Service Providers (MSP), the Basic Mobility Provide undergoing the most
sustainable and significant change vis-a-vis OEMgent business models.

Such a concept speaks to differing customer grolipugh “shared mobility”, the
customer has de facto lower total cost than foravanership. Depending on their
usage, they will have significantly lower costshnét pay-by-use approach than with
complete car financing. In addition, the cost duie is flexible for the customer,
i.e. he can directly reduce his monthly expensegobgoing mobility if personal
constraints compel him or motivate him to do saug;hn the first instance the Low-
End User is addressed. Typical representativegisfbusiness model are car-sharing
providers who have seen huge growth to their custdmases in recent years. In the
process, the concept of car-sharing is undergoargstormation through new usage
concepts like Car2go from Daimler or Flinkster fr@B Carsharing - from a niche
offering for “starry-eyed idealists” to an attraetj easy-to-use alternative for urban
mobility. The “betterplace” concept from Shai Agasermer SAP board member,
also originates in the Basic Mobility Provider mess model. With betterplace,
Agassi wants to create an infrastructure for emisfiee mobility, explicitly
without becoming an automotive manufacturer indteeess. The cars are intended to
be produced and distributed by cooperation partaach as Renault.

Like the Basic Mobility Provider, th&lobility Service Provider (MSPgompletely
dissolves the link between car and mobility. Howevbey additionally position
themselves by establishing a diverse and very auitiest mobility service portfolio.

The MSP’s core competence is the successful mastedy operation of complex
customer relationships by integrating a cooperatietwork. The more services from
just one provider, the more comfortable the custae®perience. Similar to the Service
Focussed Manufacturer (SFM), the MSP offers a rasfgservices that go beyond
vehicle acquisition, thus comprehending all of rfigbas an integrated component of
everyday life (online commerce, parking servicds,).eln actual fact, all questions
around the topic of mobility are removed from tistomer, as befits the Deep Support
idea.

This business model is attractive to those cust®foerwhom - despite adequate means
- the ownership of a car does not seem necessdngtj to some extent, even seems an
impediment. Comfort, luxury and brand status catrdoesported via expanded services.
The actual sale of products is no longer the corthe business model. Instead, the
modern mobility service provider works to solveitt@istomers’ mobility problems
and in so doing delivers sustainable convenienoee e, more time for oneself and a
higher quality of life. The MSP brand ascends tglabally and vertically organized
super-brand and lifestyle provider. Since, simitathe most basic mobility provider,
cars are distributed across multiple users, theegins comparably efficient and against
this background quite sustainable, though not iasaiell.
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In this way, successful Greenovators with theihrgipbal mobility requirements also
feel addressed””’

The future development for cars Importer’'s busimasslel from Figure 15 must take
into consideration the future needs for mobility ahe profit generation by mobility
programs:

IMPORTER | Corporuic
// customers

OEM — Future value I

T — proposition -
Mobility

Service \ Dealers Retail
Provider mal Network NSl . stomers

Figure 15. The future mobility for cars Importer’s business model

YMarc Winterhoff, Carsten Kahner, Christopher Ulsiehilipp Sayler, Eike Wenzel —
ARTHUT D. LITTLE — Future of Mobility 2020
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Chapter 3. Profit generation for competitors

3.1. ALD Automotive Romania

Gianluca Soma, Chief Executive Officer ALD Autome&iGroup affirm that “ALD
Automotive offers mobility solutions that are ta#o-made to the needs of each
enterprise respecting local differences and takimgp account the impact of
company vehicles on human resources managemenaré\ery committed to the
quality of our customer relations, whether fleetnagers or drivers. A leading
player in Full Service Leasing and professionalislehmanagement, we've put
sustainable mobility at the heart of our researzhd@evelopment policy *®

Active since 1946 in the Full Service Leasing (F8hJl Fleet Management markets,
ALD Automotive, a subsidiary of Societe Generake,récognized as one of the
world’s leading companies in the field. With moren 15% market share in the
majority of its markets, ALD Automotive benefitsof the vitality of a rapidly
growing market sector because of its in-depth kedgé of its different businesses.
A specialist in Full Service Leasing and Fleet Mgeraent, ALD Automotive is the
second-largest European and third-largest glolaaieplin the market, with a fleet of
841,220 vehicles in 38 countries as of January 20hanks to its particularly well-
balanced business mix, ALD Automotive has succdgsfuanaged to win new
prospects while ensuring the loyalty of its custné@he solutions we provide, our
sales organization, the quality of our servicesnpetitive pricing, and different
methods of distribution have catapulted our brand tihe forefront of the
international market. A real service integrator, DAlJAutomotive has conquered a
leading position with a strategy emphasizing intimraand offering companies
high-performance mobility solutions.

For several years, ALD Automotive has placed snatde mobility at the heart of
its development policy. As a leader in mobilitywans, ALD Automotive supports
this approach while at the same time providingrticeistomers with vehicles that
give immediate satisfaction and help them to ahieath economic and ecological
objectives. ALD Automotive adapts its offer to thesiness models selected by
manufacturergo strengthen the mobility of its customers andta costs.

18Gianluca Soma, Chief Executive Officer ALD AutomeatiGroup
(http://www.aldautomotive.ro/Portals/Romania/Docuntsé---
PDF/ALD%20Press%20pack%20-%20bd.pdf)
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3.2 Profit optimization by price and TCO optimization within ALD
Automotive Romania*®

Current customer’s car related costs ins

Identification of the real cost of the fleelincludes:
- Direct car costsfinancial rental, maintenance, fue)...

- Fixed coststéaxes..)
- Service costsifsurance, maintenance, assistan) TCO
- Hidden costsifternal management, termination, drivers’ time rs)

Total cost breakdown per fleet

- Identification of each costs’ weight in the TCOr, &ach
country/flee, Figure 16:

Relief vehicle
: : 2%
Financial rente  Tyres Taxes Managemenfee

36% 3% 10% 204 Termination costp

VN 2%

Maintenance Fuel Insurances Repairs & parking
6% 22% 12% Internal Cost: 1% & 1%
3%

Figure 16 —ALD Automotive Romania breakdown for TCO

9Stefan Diacov, Commercial Director, ALD Autotive Romania, September 2(
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To complete the cost analysis ALD Automot

1. Audit the fleet related proces: (Figure 17)
- Following contract lifecycl
- ldentifying related cos

Drivers' behavior

Car policy definition Contract
& Model selection optimization

Exceptional events

Internal fleet
management

End of contract
management

Figure 17. The fleet related processed

Recommend and implement operatic leverages (Figure 18)

- Related tcuncontrolled costs
- For eacfcontract lifecycle steps

Cost analysispproact

Contract lifecycleapproact

- _

I | Balavant
= ! Relevant
| Leverage | m—)> ,

I = 1 Iavavana
I lihrarv | fvvviugy
| -7 |

< - ’I

- Associated market references

- Associated best in class

- Associated monitoring methc

Figure 18 Operational leverages for ALD Automotive Romanii

TCO is unique andhust be flee—tailored and the factors which must be determ

are:
- Fleet profile influence
- Commercial or executive vehicle
- Car turnover frequenc
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- Entity activity and localization;
- Customer maturity.

Local specificities influence:
- Funding policies;
- Fleet management organization;
- Used vehicle market;
- Culture and HR objective.

To durably reduce the TCO, ALD Automotive must psety forecast the evolution
of each element.
- Fuel price varying from 1.2 €/ to 1.8 €/l will cdact to a fuel share
evolution from 22% to 29.7% in TCO;
- Improved car safety infer faster tire cost rise;
- Change in taxation toward G@missions which will have major impact on
TCO.
ALD Automotive’s actions are oriented toward cus&sim expectations and the
company has stated objectives and associated kégripance indicators (Figure
19) in order to reduce customer costs mmgrove ALD volumes

ASSOCIATED KEY PERFORMANCE
INDICATORS

Cost per car, cost per kilometre, fuel costs,

insurance costs, average car price, average

tax amount paid per car, cost of accidents,
refurbishment costs

OBJECTIVES

Cost reduction stake

Cost optimization stake CO; tax legislation and volume incentives
Service Level Agreement (SLA) Response times, quotes accuracy, delivery
enforcement stake time and billing accuracy
Current CO, emissions, green oriented taken
Communication stake (CO:z and actions, environmentally friendly cars ratio,
driver's safety) incentive toward green fleet, safe car ratio

and amount spent in safety

Figure 19. ALD Automotive Romania associated key pormance indicators

1. Cost reductiorstake:

a) Cost per car is improved by direct negotiation witbal Importers in order
to offer to customer a better purchasing price thancan obtain directly
from cars’ Importer and from residual value optiatian (re-selling price
risk is transferred from customer to ALD Automolive

b) Cost per kilometre is improved by linking the custr needs with the best
in class TCO using negotiated maintenance costsaaits’ Importers too;

c) Fuel cost is improved by using national gas stationetwork (fuel
administration);

d) Average car price reduction result from cost per itaprovement and
volume incentive scheme offered by cars’ Importers;

e) Average tax amount paid per car reduction resulinkng customer needs
with optimal engine capacity and @@vel of emissions;
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f) Cost of accidents and insurance costs improvemamtbe made using all
available active and passive safety equipmentsafospecific car, tires
administration programs (winter, summer), Bluetoakkvice for mobile
phones, alarm systems and rear/front parking assist

g) Refurbishment costs are related to cars which @termed to ALD
Automotive at the end of the contract.

2. Cost optimizatiorstake:

a) Monitoring CQ tax legislation — proposal for the best in clagsission
engines (e.g. from 3.0 to 2.0);

b) Volume incentive scheme from cars’ Importers inene of the year.

3. Service Level AgreemenfSLA) enforcement stake refers tmternal
processes optimizatiooy reducing responses to quotation request, acgura
in offers by automation, delivery improving timesttwcars’ Importers and
billing accuracy in the end of a month. Billing indes, besides financial rate
and specific services, all maintenance made in rooath in entire cars’
Importers dealers network.

4. Communication stakewvolves current C@emissions in the customer fleet
and future proposal for green fleet®st advantage# taxation and fuel
consumptionfuture safety and insurance proposals.

Measuring ALD Automotive key performance indicatars related to initial picture
of the customer fleet costs and evolution for fetumprovement development
(Figure 20).

KEY PERFORMANCE INDICATORS MEASUREMENT

Cost per car, Cost per kilometre, Fuel
per kilometre
Whole Life Cost per car, Average

Cost improvements

Car model optimization actual consumption, Average engine
size
Drivers satisfaction survey results,
Satisfaction Fleet managers satisfaction survey
results

Driver safety indicators, CO»

Customer’s responsibility (common : .
P ty ( emissions management, Accident

purpose)

history
Quotation response time,
Service Level A greement (SLA) Quotation accuracy, Order placement
monitoring time, Pre-delivery notification, On-

time delivery, On-time reporting

Figure 20. Measurement of ALD Automotive Romania kg performance
indicators



Financial rental associated leverages (Figure 21):

Leverages on Financial rental (or re-selling vale) about 36% from TCO and the
principal factors are:
- Car policy & Model selection:
- Propose limited categories depending on job grade;
- Car policy application control;
- Propose car catalogue with limited number of canufecturers;
- 1 shot car replacement;
- Replace 3.0 cars by 2.0 cars;
- Monitor personal use;
- Mandatory and forbidden options;
- Contract optimization:
- Actual mileage considered for car selection;
- Optimized/extended duration according to annuatage;
- Acquisition method and consolidation of spend:
- Compare full operational leasing versus outrightpasing.

Current Expacted Implementation Implen_qentatinn
fleet -_— Sling — m _— delay —. perimeter
charge / V — 2 " {days/months) {local/global)

Figure 21. ALD Automotive Romania financial rentalassociated leverages

ALD automotive Romania customers’ approach is shimwrigure 22:

Initial . Fleet KPI Levernge. . Implementation .~ Customer Performance
picture v analysis selection ~ selection method — moui'toril:_lg._': - measurement

Figure 22. ALD automotive Romania customers’ approeh

Picture ofpresent situatiomn defined perimeter;
Concertedleet analysion selected perimeter;
Common approach to identify relevdety performance indicatof&PI);
Suggested leverages from ALD Automotive leverdgeliy:
- With associatedharket references
- With potential saving$or customer,
5. Implementation methods
- ALD Automotive Actions
- Customer Actions
Shared monitoring between customer and ALD Autoveoti
Second picture to measulienprovements savings and ALD Automotive
performance

rArODNE

No

Using a Customer Relationship Management prograb) Automotive Romania
bases his forecast by monitoring the fleet lifeeyitlis the new generated business.
Profit for ALD Automotive Romania is generated Inyerest from financial rate and
from management fee. Their approach to re-selliiag gresidual value) is to be closer
to the future market value in order to don’t loseney, but is not their intention to make
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profit from this business when the company madeoperational quotation. Profit
generation is strictly related to volume sales\aidmes depending on their capacity to
improve customers’ fleet TCO.

3.3. Profit optimization within Citroen Romania®

Because Citroen Romania is a branch and not aterivaporter, the forecast is
made by OEM and takes into account volumes andtpkdlumes are forecasted
based on their actual market share in Romaniatendext year desired growth.

In fact, the total forecast for the next year isnthéy split in a matrix which includes
all cars by segment and each car with all possslgines, gear boxes and trim

levels and a desired margin for each car.

Pricing consist in a cost-based strategy with a gmaradjustment using a
competition-based price strategy (price positiohing

Price bundling is used, like in majority of carstustry, and packages (trim levels)
are named ,Attraction”, ,Seduction®, ,Collection‘hd ,Exclusive*.

For example, if you consider the model C3, the thawill calculate the share of
each trim level (and engine type/gearbox) and aptie@quipments in total sales
based on the last year sales. The trim levels adailto C3 are ,Attraction,
L.Seduction“, ,Collection” and ,Exclusive”.

The result is like in Figure 23:

Share in
C3 Engine | Gear box| Optional thltroer_]
omania
total sales
ATTRACTION 1.1i manual standard 1%
ATTRACTION 1.1i manual metallic paint 3%
SEDUCTION 1.4 manual standard 5%
SEDUCTION 1.4 manual metallic paint 10%
SEDUCTION 1.4 HDI manual standard 15%
SEDUCTION 1.4 HDI manual metallic paint 20%
Marginal models 1%
C3 share in total sales
of Citroen in Romania 55%

Figure 23. Share of Citroen C3 in Citroen total sads in Romania

20plexandru Gusetoaia, Commercial Director, Citroemfnia, November 2011
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Because to produce and deliver the cars OEM neeadsr8hs and based on this
analysis, the stock is supplied according for mertht+4, M+5 and M+6 for an
order made in month M. In each month the forecaséviewed in order to see the
stock rotation and the forecast accuracy. Thisca@seis made for new business and
after that is developed the total forecast by agidwortfolio orders, demo cars
network and demo cars for branch.

The second step includes a business matrix foeaifagpsales channel. For example
if we consider the sales channel for private custsimhe business matrix looks like

in Figure 24.

Month M-1 M M+1 | M+2
1 | Total market (provision) 4000 | 3800| 4200 4500
2 | C3 market share 7% 7% | 7.10%9 7%
3 | C3 volumes (1*2) 280 266 298 315
4 | Branch commercial margin (Euro) 1950 | 1950 1950 1950
5 I(Béﬁpoc)h commercial variable margin (discount) 1550 | 1550! 1550 1550
6 | Dealers volume bonus (Euro) 280 280 280 280
7 | Special bonus (Euro) 0 0 0 0
8 | Average gross margin per car (Euro) (4-5-6-7)| 120 120 120 120
9 | Gross total profit (Euro) per month (3*8) 33600| 31920| 35784 | 37800

Figure 24 — Business matrix for Citroen C3 SEDUCTION 1.4 HDI manual,

standard equipment

Methods to improve profitability for the branch are
Improving volumes by dislocating a monthly amouwatni Gross total profit

for advertising or special events;

Decreasing the Branch commercial variable margisc@lnt) if from price
positioning result that the model is competitive tile market or by
communicate together with a leasing company justoathly rate and not

the price of the car.

The delivery process from Citroen to Romanian’s IBeanetwork is like in the
Importers case, the difference is that the bramarhsent the car’s invoice and papers
to dealer only after the car arrived in dealer'sdyand the dealer pays the car to
Citroen Romania. Therefore, the spending time fcarain dealer’s yard is higher.
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3.4. Profit generation for competitors using additonal services and
tailor made products

3.4.1. VW Financial Services

Mission statement: the mission of VW Financial $&% is to promote the sales of
VW Group cars and to achieve an adequate retugatgfying customer’s mobility
needs with car-related services which establismdstals of excellence in
automobile financing, leasing, insurance and linkexlices.

Goal: Utilization of all potentials in financial iséces along the automotive value
chain within Volkswagen Group (Figure 25)

MANUFACTURER DEALERSHIP VW FINANCIAL SERVICES
i e
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-
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Figure 25. Automotive value chain within VolkswagerGroup

“The Automotive value chain of Volkswagen Group bagn expanded by essential
areas of “Mobility”: we develop, produce, sell, dimce, provide leases, insure, let,
repair and remarket vehicles. Furthermore, we off@ducts to our customers,
which provide them with “financial mobility” in adtibn to their “automotive

mobility”.” %

VW transform Strategy in Action using Product pagdalike:
1. All-inclusive mobility package offers:
- Vehicle;
- Finance or lease including insurance, extendedangy
- Full maintenance.

*"Thomas Pronnecke — Investor Relationship Offical FS AG
(http://www.volkswagenag.com/content/vwcorp/contéatinvestor_relations/fixec_
income/annual_report.bin.html/downloadfilelist/ddeadfile/downloadfile _5/file/P
olen_Inv_meeting VWFSAG_IR_und_Treasury_1bis7.pdf
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2. Product packages which offers to customers:

- Comprehensive mobility based on calculable montloists —
help to avoid discussions about price and discquhis is a
very powerful tool to generate a big margin andised in
marketing communication or in negotiation;

- Thus help to avoid negative effects on pre-ownekickes
prices -ead to positive effects on volumes and pridéss is
a very important aspect in a strong residual valiie a very
good impact in TCO.

3.4.2. The Renault Pro+ Network — a tailor-made se&ice for
professionals

“Renault has taken its determination to expandréamge of services it provides its
business customers a further step forward in tha fof the Renault Pro+ network.
The concept was presented Dgaler Network Coordinator of the LCV Division,
Mr. Jean-Claude Lam

He explained that this Pro+ network seeks to profiigeessential services:

1. The availability of professional, brand-trained esaland after-sales
specialists, plus dedicated sales and after-sadegption areas for
business customers staffed by commercial vehicpers. In case, the
people working at the Nice service centre had es$ than 25 years of
professional experience dealing with professionatamers.

2. High visibility for products from the Renault LCVamge, including
vehicle conversions. Business vehicles, includeatidzbvehicles are very
widely represented.

3. Mr. Lam also repeatedly stressed that the servate as a “one-stop
shop” for LCV-related services: new and used vehsgales, specialized
accessories and fittings, conversions, financetisols, servicing and
mobility contracts, leasing, everything is takerecaf.

4. Also test drives of commercial vans and passengaiecs are always
possible with no need for a prior appointment. €rguotes for new
vehicles are prepared within 48 hours, while aeradtles specialist is
present whenever a new vehicle is handed over.

5. Last but not least a proactive, flexible organmatis provided at the
Pro+ centres, equipped to handle vehicles of upterstonnes. Mr. Lam
showed (...) the service bridge at the Nice-basededewhich could
handle vehicles up to 9 tonnes, and what is mdre, Rro+ network
would also service vehicles of other makes, in otiherds, the complete
LCV fleet of the customer!

Further strong points are speedy customer supagréed job times, and extended
workshop opening hoursto meet the needs of busimestomers. Typically,
opening hours are 30 % longer than normal, withes@entres open until 10 pm.
Problems are diagnosed within the hour and vehiales serviced within eight
working hours with no need for a prior appointméntorder to allow business
customers carry on their activity. When repair wa@lkrequired, the Renault Pro+
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network pledges to provide customers with a dedagjaote within four hours, as
well as the date at which the vehicle will be read. When a major repair puts the
vehicle out if service, a replacement vehicle ef same type is provided.

Synergy with coachbuilders

Renault has established (in each country) natiBealault Pro+ centres which work
closely with a selection of Renault -approved chadders in each country, and
which provide their knowhow and sales support te tbcal network and, if
necessary, to the end customer. These Renault Rnatres showcase Renault’s
unique expertise in the field of production comnmrgehicles and conversions for
business customers.

In the course of 2009, Renault opened 66 Renaatt Bentres in 14 countries. The
network’s international expansion will be steppeqa further still in 2010, both
within and outside of Europe. For Renault, theaafgr 2012 is to have a network
of 400 Renault Pro+ centre$?

Along with range diversification and customizationorder to respond to different
customers’ needs, Renault improves profitability dsing Difficult Comparison
Effect— customers are less sensitive to the price bedausustomization they have
difficulty in comparing the final product with coraptors’ alternatives.

22Autoprova, Hans Knol ten Bensel, The Renault Protwitek: a tailor-made
service for professionals, interview with Mr. Jealaude Lam, Dealer Network
Coordinator of the LCV Division
(http://autoprova.net/the_renault_pro_network_dotai
made_service_for_professionals) - October 2011
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Chapter 4. Current situation in cars’ Importer corp orate sales

4.1. Forecast in Importer’'s next year corporate sas

Predicting the volume of sales in an establishetketacan be manageable because
we have good records from the last ye@iscourse, it is important to know the next
year volume, but more important is to know whichit geom forecast is known
already and how can we use this information fourfetbusiness.
In corporate sales we can talk about two foredastsext year:

- Forecast from existing strategic customers;

- Forecast from new business which can be basedstoribal sales.
The forecast from existing strategic clients isdaasn their own forecast for next
year which is included in purchasing budget; evserd are replacements or new
positions in the client's company we can have g&eqoiiecise forecast.
The forecast for the new business is the harder gfathe work. We can use
prediction methods based on our sales history deroto have an image about the
future, for example Predictor from Cristal Ball amdine the result by consideration
of additional information (market, competition,rics) which cannot be contained in
the historical data.

The three years sales records are presented ineF2u
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Month | Sales (units)
ian.08 15
feb.08 38
mar. 08 31
apr.08 45
mai.08 110
mun. 08 65
ml.08 103
aug 08 127
sep.08 72
oct.08 56
nov.08 114
dec.08 53
1an.09 44
feb.09 62
mar.09 34
apr.09 47
mai.09 49
un.09 25
ml.09 59
aug 09 90
sep.09 66
oct.09 30
nov.09 30
dec.09 74
1an.10 12
feb.10 48
mar. 10 54
apr.10 97
mai.10 121
un. 10 66
ml.10 64
aug 10 93
sep.10 20
oct10 55
nov.10 54
dec.10 51

Figure 26. Three years cars sales records

59



Calculating sales in 2008 (879 units), sales in2@®0 units) and sales in 2010
(753 units), If we apply the basic forecast methiode series forecasting using
smoothing methodsghe result for 2011 should be:

(879 + 660 + 753) / 3 = 764 units.

Based on sales in 2008 and 2009 we can calculatéothcast error. If we want to
make the forecast for 2010, the result should be:

(879 + 660) / 2 =770 units.

As we can see, the sales in 2010 were 753 unitsvarchn calculate that the error is
17 units (2.2% from total forecasted value). Basedhis error we can conclude that
a final forecast for 2011 should be:

764 * (1 — 2.2%) = 747 units

Of course, this information can be useful but wa'dbave any information about
the probability that this volume will be met.

Tools used in forecast

Using Predictor from Crystal Ball, our forecast foe next year is in Figure 27:

Total: 642

Figure 27. Forecast for the next year using Prediot from Crystal Ball

With the forecast obtained using Predictor, defireesd the normal distribution
assumptions, we can run Monte Carlo simulatiorind the range with the highest
probability for total sales (target). The resuit $omulation is shown in Figure 28:
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Forecast

Percentiles: values
0% 321
10% 498
20% 544
30% 582
40% 613
50% 643
60% 670
70% 698
80% 737
90% 788

100% 1104

Figure 28. The range with the highest probability ér total sales (target) using
Monte Carlo simulation

As we can see, the value obtained using time sésiesasting using smoothing
methods is in the confidence interval (85% probgbifor total sales in 2011.

Why is the forecast one of the most important fagica business plan? Because it
gives us a picture about our future business alakhe the business plan to adjust
the variable costs and the margin, which, in the eive us the profitability of our
activity. The most important of this specific foast for Corporate sales department
is the part with the forecast from existing poitiobecause it give us precisely
information about volumes and, most important, nmawghich can be made from
this part of sales, margin which can be used faréunew business.

4.2. Profit generation in cars’ Importer corporate sales

The key elements which define profit are:
- Costs;
- Price (margin);
- Volume.

The business model for cars’ Importer Corporatessalepartment, developed in
Introduction looks like in Figure 29:
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IMPORTER

CORPORATE SALES
DREPARTMENT

- Customer segmentation

—— - Customers relationship I

- Revenue (from value
Dealers Retail
Network Weareld customers

proposition)

Corporate
customers

- Key resources (assets,
intellectual, human and
financial)

- Key activities

- Key partnerships

- Cost structure

Figure 29. The business model for cars’ Corporateates department

Customer segmentatiogives us a picture of customer's common needs or
behaviours in order to respond adequately to eagment with a major impact in
price and volume. Segmentation by fleet size isaméat example:

- Very small companies — 1 to 5 cars;

- Small companies — 6 to 10 cars;

- Medium companies — 11 to 50 cars;

- Large local companies — more than 50 cars;

- Subsidiaries of International companies which Hawernational agreements

with OEM;
- Government entities.

Identifying the customers’ expectations and vehide is the next step:
- vehicles:
types: passenger or commercial cars, converteaheshi
type of use: professional or personal, urban arextban;
length of ownership, annual kilometres;
- management or service vehicles;
customer expectation: key equipments, emissiomsuraption, etc.
- services:
- replacement cars, customer care;
- service contract: maintenance, road assistanas, tgtc.

Value propositiorgives us the price for each customer segmentaviily impact in
profit and volume.

Customer’s relationshipelps to respond to customers’ needs in aftes dalsiness
and to improve future volumes.

Revenugof course, gives us the scale of profitabilityl dinis a direct result of Value
proposition.
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Key resourceandProduct cost structurgive us the total cost of business.

Key partnershipswith body builders, leasing companies improve wods and

margin. Tailor made services are dedicated espedial corporate clients, one
important business which helps to improve volumes margin is to transform cars
(passenger or commercial) according to customesifsp@eeds. An important part
from tailoring consists in converted cars and thajomty OEMs develop a
Professional line in order to deal exclusively witirporate customers.

Key activitiesfor a Corporate sales department are selling aads after sales
services.

4.2.1. Costs in car's Importer corporate sales

Because the Corporate sales department is a singlén Importer’s structure, the
costs with business unit are negligible comparehwithole company costs.
Nevertheless, the total costs in a cars’ Importestnbe covered by contribution
margin made by:

- Corporate sales — the smallest contribution margin;

- Retail sales through dealers network — a mediuntriboion margin;

- Spare parts and accessories sales — the biggegbatian margin.

The major costs in corporate sales, like in otherlar business, are stocks and
delivery time (lead time between car is ordered ttiednoment when the money for
that car are in Importer’s account). Because arohep cannot have any influence
in optimize time between order and car manufactumestly, the lead time is
considered to be the time between the car leaved'©¥ard and the moment when
the money for the car are in Importer's accountveédtheless, the biggest cost in
sales is represented by stocks. In fleet busiresstocks are almost zero because
the cars are specific for the customer and thetgiesnare high - it is impossible to
find the cars in stock.

A good planning and processes in Corporate salgmrtheent can improve
profitability and add value to the customers.

First of all let’'s take a look on the flow for ardaom both perspectives: retail and
fleet sale.

With the assumption that a customer order a car ¢tr is not in stock), the dealer
sends order to Dealer networks logistic departmérith processes the order and
send it to Import department where the order isiéoain OEM’s system. After the

car is made and load to Importer’s country, thel&eaetworks logistic department

send to the dealer information about delivery tohéhe car to the dealer’s yard.

If the car exists in Importer’s stock, the ordemiade to the Dealer networks logistic
department which sends the order to carrier whighcarry the car in the dealer’s

yard. For the fleet customer the way of orderlittla bit different because there is a
direct connection between Corporate sales depattarah Import department and
the connection, in some specific cases can betljineth OEM. On the other hand
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there is a Logistic Assistant in the Fleet depantméhich send the order directly to
the Import department or send directly to the eararders to carry car(s) to the
place where customer choose to receive it (S).

Of course, there is a target for Importer, settiegether with OEM. After that,
target is split to the Dealer Networks and Corposatles department. A target and a
specific margin are settled to each dealer and rgetafor Corporate sales
department.

A specific car can be proposed to the customer iénly

1. It is defined the commercial offer for a specifiodel which include trim
levels and price for each trim level (after a ppossitioning in the market).

2. Homologation for respective model in respective ntoy made by local
authorities.

Talking about the Corporate sales department aedréfationship with Import
department and Logistic Assistant, the processddiék in Figure 30:

Send car Order to
papers to the carrier
customer

-

Ask for car

amnnnninanad papers and <
invoice the |"

customer

Order from Fleet sales vt A
customer department ogistic Assistant

No

Order to Import
department

Order to OEM

Made, invoice Ask for car
and transport to papers and
Importers® invoice the
country customer

Figure 30. The processes in cars’ Corporate salegpartment

The process seems to be a simple one: after thenceis sent the order to the Fleet
sales department, Logistic Assistant investigatesstock and if the car (s) is (are)
in stock sent the order to the carrier to movecte(s) from customs to dealer yard
(the customer can choose the dealer to pick upc#nés)) and ask for the car's
papers (invoice and Motor Transport Authority pap#rnot, the Logistic Assistant
sent the order to Import department which up |dagl ¢ar (s) in OEM’s order
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system. After the car (s) is (are) made and sermustoms, the Logistic Assistant
sent the order to carrier in the same way as above.
There are two major factors that influence business

- Target & Margin.

and

- The flow — the spending time for a car in the same positioeach step to
the customer — that means lost money.

Actual delivery process

The flow for a car from OEM'’s yard to the custorntwoks like in Figure 31:

Fleet
Logistic
Assistant
/ / Informption fl&( \ |
order oxder, delivery
invoicehask
for payers,
check pyyment
Car flow
FACTORY OEM’s Romanian Dealer’s CUSTOMER
yard custom yard
7 days 14 days  PT:2days Tdays  PT:10 days PT: 2 days

(prepare the car for delivery, ask
for invoice, cars’ papers

and wait for payment from the
customer before delivery)

Figure 31. The flow for a car from OEM’s yard to the customer

Legend: PT — Process time

A - Inventory (stock)

1. Information flow is generated from the customer whkige final order is
received by the Fleet Logistic Assistant from thert;

2. Car flow is generated from the Fleet Logistic Atmis from the factory to
the customer.

The Fleet Logistic Assistant:
1. Order the car to the factory;
2. Do NOT order the car from OEM’s yard to custom, taerier is obliged
to load it in 7 working days;
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3. Order the car from custom to Dealer’s yard to theier;

4. After step 3, made the invoice, prepare the cpegers, send the
documents to the customer, wait for payment anistragion;

5. After step 4, order the car from dealers’ yard tstomer (delivery
schedule);

We can see that:

- A car spend in OEM'’s yard stock maximum 7 workiraysl - after OEM
invoicing the car to the Importer - (from the caatrwith the carrier) before
is loaded and spend maximum 14 days on the roadstom;

- A car spend in custom 2 days before is loaded pardds7 days on the road
to the Dealer’s yard;

- A car spend 10 days in Dealers’ yard for invoicipggpare the car’s papers,
receive the payment from the client and anotheaysdo be prepared and
delivered to the customer.

TOTAL TIME spend for a car from Factory to Customethroughput time (lead
time) — 42 days.

4.2.2. Pricing in cars’ Importer corporate businessProfit
generation by margin and volume in cars’ Importer Grporate
business

Prices are set usingcast-based strategyherefore the prices are set by computing
the costs and then adding the margin in order taiolthe desired profit. After this
composition, acompetition-based price strategy used in order to find where the
targeted car is situated compared with competiiod for that price positioning is
the tool used to refine the resulted margin frost-tiased strategy.

Typically, car's price composition (in Euro) for &amporter is presented in Figure
32.
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1. ex works price: 9,000.00
2. OEM participation to discount (if any): 0.00

3. External transport cost (OEM to Romanian 500.00
custom):

4. Romanian custom price (CIF*): 9,500.00
5. External transport insurance cost: 10.00

6. Storage and custom costs: 70.00

7. Internal transport cost (from custom to dealer | 150.00
yard):

8. Homologation cost: 50.00

9. Price in dealer yard: 9,780.00
10. Margin (%): 15%

11. Margin value; 1,467.00
12. Margin for optional equipments (%): 20%

13. DDU** sales price (before 11,247.00
discount/promotion, if any):

14. Maximum possible discount (%): 10%

15. Dealers participation to discount/promotion 0.00

(if any):

16. Importer participation to discount/promotion | 500.00
(if any):

17. Total discount/promotion: 500.00
18. DDU** selling price to customer: 10,747.00
19. Dealer margin (%): 4%

20. Excises (if any) (%): 0

21. Custom duties (if any) (%): 0

22. Net selling price without VAT: 10,747.00
23. VAT (%): 24%

24. Net selling price with VAT: 13,326.00

Figure 32. Car’s price composition

* CIF — Cost, Insurance and Freight
* DDU — Delivery Duty Unpaid

Using this method, in retail business, the dealdrrecover his margin (point 19)
from Importer after the car is paid. Another metheah be to reduce from DDU
selling price (point 18) the dealer margin (selthe dealer without his margin). In
this case the dealer can add the wishing margimveledl the car and collect this
margin directly from customer. In practice firsttimed is used because enable the
Importer to recommend maximum sales prices foploslucts in Dealers Network.

In Corporate business, the negotiation start froDlUDsales price (point 13) and,
depending on volume, the Importer can ask for Okidpsrt if the margin is not
enough to sustain the business. Of course, foreaifgp deal Importer can sell
without margin (or even a negative one) and recavaney using other strategies as
we will see in Chapter 5 of this paper.

In an Automotive Importer, from sales perspectihere are two business units who
generate profit:
- Commercial department (for direct fleet sales ami@ir sales through the
dealers network);
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- Service & Spare parts department (for spare parts accessories sales
through the dealers network).
Every year the Commercial Department, as a businegfrom a whole business,
made a business plan for the next year. In Autoradiusiness there are two major
directions for commercial area:
- Retail sales;
- Corporate sales (or Fleet sales).

From Corporate sales perspective, the business fplathe next year takes into
account the forecast for the next year from aqgtoatfolio of corporate clients based
on the forecast from the clients and the estimaied business. Of course, this
forecast is adjusted taking in consideration thecsjg market (crisis period, local
political and economical environment, etc.), contjmet, trends, etc. in order to be
close to reality.

Discounting is the process which accounts for #wt fhat a sum of money saved or
spent in the future has less value than the samesaued or spent today; for that we
can use a 6% discount rate, defined as a Costrobwimg per one year. The goal
consists in an assessment for a positive EBITDAmfrgolume and margin
perspective.

If we assume the below parameters:

- Cost of borrowing per year — 6%

- Business car cost (for KAM) — 15.000 Euro

- Business car depreciation per year — 20%

- Number of KAM (Key Account Manager) — 2

- Assistant (Logistic assistant for KAMs) — 1

- Cost of KAM per month (fixed cost) — 1.000 Euro

- Cost of Assistant per month (fixed cost) — 800dEur

- Commission per car for KAM (variable cost, depegdon volumes) — 50
Euro

- Revenue from selling new cars (margin) (variabl&p8 Euro

- Office rent per month (fixed cost) — 100 Euro

- Mobile phone use per month (fixed cost) — 50 Euro

- Other fixed costs (laptop, mobile, soft, etc) —0®.Euro

then we can develop the following spreadsheet mdadelCorporate sales
department (Figure 33):
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Parameters

Decision

Forecast

Calculation

Cost of borrowing per year

Business car cost

Business car depreciation/year
Number of KAM

Assistant

Cost of KAM/month

Cost of Assistant

Commission per car for KAM
Revenue from selling new cars (margin)
Office rent/month

Mobile phone use/month

Other costs (laptop, mobile, soft, etc)

0,06
15.000
0,20

2

1
1.000
800
50
500
100
50
2.000

l Present value for EBITDA

246.072

| Total sales (target)

643

Present value of KAM cost
Present value of Assistant cost
Present value of rent

Present value forusing mobile phone
Total present value

Business car cost

Other costs

Present value of fixed costs
Commission for KAM

Present value of commission
Present value of total cost/vear

-23.238
-9.295
-1.162
-1.743

-35438

-30.000
-2.000

-67.438
32.150

-31.990

-99.428

Total revenue from selling new cars
Present value from selling cars

321.500
319.900

year

Revenue from selling business cars after 1 year
Present value from selling business cars after 1

24.000

23.881

Figure 33. Spreadsheet modelling for Corporate sasedepartment

Keep it simple, after calculating net present vafae total cost per year, we
calculate the net present value for revenue froiingecars (target*margin per car)
and the net present value from selling business aféer one year (with assumption
that car depreciation is 20% after one year).

Net present value for EBITDA = Net present valuertarenue from selling cars +
Net present value from selling business cars afteryear - Net present value for

total cost per year
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Assuming that is a start up business and we int®@ucost of department project,
using Tornado chart (Figure 34) we will find thentrtbution of each element in
EBITDA.

'[Business Case Tornado Chart.xIsx] Present value
for EBITDA

-1500000060000 0 50000

Revenue from selling

. -93 310
new cars (margin)
Total sales (target) 100 476
OEM Co-
oo O 31 I 149
participation/car
Number of KAM 2 ) 1 Downside
i S
Commission per car for Upside
81 49

KAM
Cost of KAM/month 1.308 | 986

Cost of department 29.795 | 24.426

project
Cost of Assistant 904 | 743
Cost of borrowing 0,06 | 0,09

Figure 34. Contribution of each element in EBITDA sing Tornado chart

Conclusion: The key factors in Present value folTEB\ are:

1. Margin - Revenue from selling cars (we can idelilnere OEM co-participation
too, if is any);

2. Target - Total sales = Volume.

A short analysis using “What-if?” tool (Figure 38pm Excel, show as thahe
minimum profit could be 8.840 Euro for 200 Euro margin and 506 csld.
Another important aspect is that for 700 cars ta(geour confidence interval for
target) we lose money if the average margin perscemaller than 100 euro.

Revenue from selling cars if the most importanttdes margin and target are
changed:
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223.226 500 600 700 800 900 1.000 1.100

-200] -191.160 [ 216.135 | -241.110 | -266.085 | -291.060 | -316.035 | -341.011

-100 ] -141.160 [ 156.135 | -171.110 | -186.085 | -201.060 | -216.035 ] -231.011
0] -91.160) 96.135 [ -101.110 | -106.085 | -111.060 | -116.035 | -121.011
100 -41.160] -36.135 [ -31.110| -26.085] -21.060| -16.035( -11.011
200 8.840 | 23.865 38.890 53.915 68.940 83.965 98.939
300 58.840 | 83.865 | 108.8390 [ 133.915| 158940 | 183.965| 208.989
400 ] 108.840 | 143.865 | 178.890 | 213.915| 248940 [ 283.965 | 318.989
500 ) 158840,1 | 203865 | 248889,9 | 293914.8 [ 338939,6 | 383964,5 | 428989.4

Figure 35. “What-if?” analysis

Using our model, if we assume a forecasted tar§jegd4@ cars and an average
margin of 500 Euro/car, the Corporate sales demartrpresent value for profit is
246.072 Euro in the end of the year.

There are two major questions:

1. Assuming that the forecast from our portfolio cters a right one, how big
is the percentage of new business in this foredastmget?The smallest
percentage exists, the biggest chances to growew business. Why?
Because we can use the collected margin from egigirtfolio and use it to
win the new businesses.

2. ltis the average margin the right one? Can wevgéll this margin?

Monte Carlo analysis is a statistical approach ¢defiing the effects of uncertainty.
As there are many uncertain variables contributingBITDA, this method is ideal
as it provides a distribution curve of EBITDA foiffdrent volumes and margins.
Input parameters for each independent variabledafimed by Minimum, Likeliest
and Maximum. These are used to define a triangdiatribution where the
minimum and maximum represent the confidence lifimasn forecast for volumes
and Decision table for margin and the central vahee mean. The Central value
does not necessarily lay half way between the mininand maximum values, and
in such cases the distribution will be skewed. Gbal consists in an assessment for
optimal mix between volume and margin for a positaBITDA.

Because there is a correlation between margin aget (a negative one to indicate
the shape of demand) we define a decision celliirspreadsheet model to input the
correlation and to see how sensitive the resukstarthe assumption about the
correlation between the target and margin. Theabégidecision cell represents the
correlation coefficient assumed to be between d @&ndiscrete, in steps 0.1. We
define a triangular correlate assumption distrinutfor margin and target (input
parameters) with correlation coefficient as decisgell above. Running Monte
Carlo simulation tool from Crystal Ball, with thesttibutions for target and margin
like in Figure 36:
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Assumption: Revenue from selling new cars (margin)

Triangular distribution with parameters:

Minimum -200
Likeliest 300
Maximum 500
Correlated with: Total sales
(target)

and

Assumption: Total sales (target)

Triangular distribution with parameters:

Minimum 700
Likeliest 200
Maximum 900

Correlated with: Revenue from selling new cars
(margin)

and

Decision Variable: Present value for EBITDA
(Total profit)

Variable bounds:
Lower -1,00
Upper 0,00

Variable type: Discrete
Step size: 0,10

Figure 36. Distributions for target and margin

our results is in Figures 37 and 38.
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Figure 37. Present value of total profit assessmensing Monte Carlo

simulation
- I Statistics: Forecast values
Percentiles: Forecast values -
- Trials 1.000
0% -253.932
- Mean 49.231
10% 125,022 Median 64.966
20% -63.050 -
30% 13.128 Mode
— Standard Deviation 117.806
40% 28.835 —
- Variance 13.878.145.358
50% 64.956
- Skewness -0,3441
60% 93.876 . 5
0% 173,886 Kurtosis 2,33
— Coefficient of Variability 2,39
&0% 156.416 —
- Minimum -253.932
90% 192.631 , 5
100% 208,693 Maximum 298.693
- — Range Width 552.625
Mean Std. Error 3.725

Figure 38. Present value of total profit assessmensing Monte Carlo
simulation

From these graph and tabs we can conclude thagpriftsbility to lose money is
around 33% that is we have a confidence interv&o-80% to achieve in the
yearend a profit between 150.000 and 190.000 Euro.

We can use, for example, Decision Table tool frorgs@l Ball to find the best

decision in terms of margin and target to achidweeglanned profit. Of course, the
biggest profit can be reached with the highestssatdume and the largest margin
but, at least one of them, the margin, which maéeatal price of the car, should be
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adapted to the price positioning in the market ihabur total price per car must be
competitive in the market. If we set our annualfipreco 200.000 Euro, e.g.,

depending to market analysis, we can choose frarDicision Table (Figure 39)

between:

{ =) (mBrmew) sma mau Fwjps wol antwaay
( 0¢) (mEmuw) smo mou Surj[os WwWoly anmw Ay
(011) (mBmeu) sma mou Fulf[as Wwoly anLAIY
( 0B1) (mSnew) siea mau Smj[as Wolf anw Ay

{ pog-) (mEmw) sea mau Fm[as Wwoly anuasay
{og1-) (mimew) sma mou Sujas woay anuaiay

{ pig) (mEmw) s mau SUIas wWolj anuaay

(0Sg) (mErew) s1es Mou FUI[[as WO ANWIAIY
{ ozt (mErew) smea mau ﬁ‘umas wodj anme Ay

{ pps) (winew) saea mau Supjas wolp anmwaay

Total sales (target) (700 )
Total sales (target) (710 )
Total sales (target) (720 )

Total sales (target) (730 ) |
Total sales (target) (740 ) |
Total sales (target) (750 )
Total sales (target) (760 ) |
Total sales (tarzet) (770 ) |
Total sales (target) (780 ) |
Total sales (tarzet) (790
Total sales (target) (800 ) |
Total sales (target) (810 ) |
Total sales (target) (820 )
Total sales (target) (830 )
Total sales (target) (840 ) |
Total sales (target) (850 ) |
Total sales (target) (860 ) |
Total sales (target) (870 ) |
Total sales (target) (880 ) |
Total sales (target) (890 ) |
Total sales (target) (900 )

Figure 39. Decision Table for margin and total sake

1. minimum target 890 cars and minimum margin 340 Eaocar;
2. minimum target 720 cars and minimum margin 420 Eocar;

Conclusion choosing the margin in a Corporate sales busiisesst an easy task,
but developing a mathematic model we can have a gmage about our future
desired business. Using the smallest margin mal@muompetitive in the market and
give us the opportunity to made in the end of tlearya profit by selling high
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volumes. Selling high volumes our future businegkgsowth by selling after-sales
services (spare parts and maintenance).

The above analysis was made if we consider thatCingorate department is a
business unit and must be profitable us such.

4.3. Price positioning in cars’ Importer

The steps to make price positioning are:

- Choose the sales segment which includes the t@arBlcompeting.

- After choosing the competitor models is selecteal st selling engines,
petrol or diesel, for each competing model (usinBlA — Automobile
Producers and Importers Association in Romania).

- Trim level for competitors should be fitted as €lds possible to your car
selected trim level.

1. The first sheet is corrections of equipment (Figd@®. Equipments chosen for

corrections are agreed with the producer and reptethe main equipments.
First tick your car’s standard equipments and tinenprices for some important
optional equipments which are relevant in segmdvietdllic paint, Air
conditioning, radio CD, etc - where are optional).
Then we take competitor models, tick standard eqgeig, and where we have
less than our car standard features we make theation introducing the cost
for missing equipment (from optional price listadmpetitor models, and if the
price doesn’t exist we use the price for that dpe@quipment from our car
price list). If the competitors have standard fesgun addition to our car, then
we introduce in our equipment list with minus thestcfor that equipment (in the
same conditions described above). In practice thmmeections adjust the
equipment so that cars have the same equipment.

2. In the sheet "Price analysis" from Figure 41 weeh#lve price comparisons.
Here, in addition to correction of equipment we amurection of engine.
Depending on the segment, we agreed with the pesducost per horsepower.
Adjustments are "cost per hp x hp difference betweammpetition and our car".
Here we can find the pollution tax (registratior)téor each model, depending
on CQ emissions.

In the four tables with prices (Figure 42) we have:

Table 1 "PRICE LIST" = price list of each version

Table 2 "PRODUCT PRICE '= price list + price for mmtions of equipment +
correction of engine (hp) + + pollution tax (regiion tax)

Table 3 "PRICE PROMO" = List Price — Discount (intre)

Table 4 "PRODUCT PRICE PROMO" = "PRODUCT PRICE" -—s&nunt
(incentive)

The most important tables are 3 and 4. In Tablev8,see the price which our

competitors communicate and in Table 4 we see ¢hehbhprice of the car with the
same features and power as our model. Competitigegpand discounts are updated
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according to official sites, coupled with phone il checks directly from
showrooms competitors (mystery shopping).
Checks the prices and discounts are periodicallywbenever a campaign is
communicated in media (television, radio, or torHeam any other sources).

EQUIPMENT ANALYSIS
AVAILABLE EQUIPMENTS
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Figure 40. Corrections of equipment in price positning
PRICE ANALYSIS (ALL PRICES WITHOUTVAT)  E F G H I J K L
SALES PRODUCT
No VOLIME | o [PRIGE | EQumen | Lolot  fouiumon | ERCE T counr foRomo | PRICE
RN CORRECTION (E+F +G+H) E-J) 3}
1 JFORD FIESTA 1 4 TDCI 280 26% 11,653 342 0 17 12,112 1,503 10,150 10,608
2 VW NEW POLO 1.2 TDI 230 16% 10,882 -333 125 32 10,466 10,892 10,466
3 JOPEL CORSA FACELIFT 1.3CDTi 207 16% 10,911 1,369 125 92 12,267 1,935 8,976 10,332
4 JPEUGECT 207 1.4HDI 164 56% 12,021 G 0 77 12,104 1,458 10,522 10,605
5 JRENALLT NEW CLIO 1.5 dCi 142 24% 10,443 550 125 160 11,028 1,452 8891 9,576
6 JCITROEN NEW C31.4HDI 86 B1% 11,923 -128 0 77 11,872 2581 9,342 8,291
7 JSEAT NEW IBIZA1.6 TDI 40 13% 10,748 365 500 176 10,789 10,748 10,789
d JTOYOTANEW YARIS 1.4L D-4D 23 4% 11,863 -333 125 73 11,480 11,863 11,480
PEUGEOT ENGINE POWER (HP) 7o
CORRECTION/HP (EURO) 25
Figure 41. Price analysis in price positioning

76




TAB 1 PRICE LIST | % CHANGE TAB 2 PRICE PROMO | % CHANGE
RENAULT NEW CLIO 1.5 dCi 10,443 86.87% OPEL CORSA FACELIFT 1.3CDTi 8,976 85.31%
SEAT NEW IBIZA 1.6 TDI 10,748 89.41% RENAULT NEW CLIO 1.5 dCi 8,991 85.45%
VW NEW POLO 1.2 TDI 10,892 90.61% CITROEN NEW C3 1.4 HDI 9,342 88.79%
OPEL CORSA FAGELIFT 1.3CGDTi 10,911 80.77% FORD FIESTA 1.4 TDCi 10,150 96 46%
FORD FIESTA 1.4 TDCi 11,653 96.94% PEUGEOT 207 1.4 HDI 10,522 100.00%
TOYOTANEW YARIS 1.4 L D-4D 11,863 98 69% SEAT NEW IBIZA 1.6 TDI 10,748 102.15%
CITROEN NEW C31.4HDI 11,923 99.18% VW NEW POLO 1.2 TDI 10,892 103.52%
PEUGE OT 207 1.4HDI 12,021 100.00% TOYOTA NEW YARIS 1.4 L D-4D 1,863 112.74%
N R
VW NEW POLO 1.2 TDI 10,466 B6.47% CITROEN NEW C31.4HDI 9,291 BT .61%
SEAT NEW IBIZA 1.6 TDI 10,789 B9.14% RENAULT NEW CLIO 1.5 dCi 9,576 90.30%
RENAULT NEW CLIO 1.5 dCi 11,028 9M.11% OPEL CORSA FACELIFT 1.3CDTi 10,332 97.43%
TOYOTANEW YARIS 1.4 L D-4D 11,480 94.84% VW NEW POLO 1.2 TDI 10,466 98.69%
CITROEN NEW C31.4HDI 11,872 98.08% PEUGE OT 207 1.4 HDI 10,605 100.00%
PEUGEOT 207 1.4HDI 12,104 100.00% FORD FIESTA 1.4 TDCi 10,6089 100.04%
FORD FIESTA 1.4 TDGi 12,112 100.07% SEAT NEW IBIZA 1.6 TDI 10,788 101.74%
OPEL CORSA FAGELIFT 1.3CDTi 12,267 101.35% TOYOTANEW YARIS 1.4 L D-4D 11,480 108 25%

Figure 42. Detailed price analysis in price positioning
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When we built a negotiation strategy in retail, vaee looking in columi
“PRODUCT PRICE PROMO” or TAB 4from Figure 40to compare witl
competitors our product final price (after discgt

In corporate sales we are looking in column “PRODOUERICE” or TAB : from
Figure 40if the customer is sensitive to power and equipneentectiors; if not, we
must look in “LIST PRICE”. Here is the real chalignto decide how big must |
the discount that we’ll apply in order to beat twnpetitors and sign the contr:
with the customer. If we are selling Peugeot faragle, it seems to be v hard to
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compete with Renault. Even if our strategy includfter sales better conditions
(maintenance and spare parts), the differencei@e g too high to be covered by a
simple discounting process.

Price bundling is used and packages (trim levelshamed ,Access”, ,Active” and

LAllure* in order to improve profitability by seltig cars with as many possible
equipments and offers a standardization for OEMth #nportant cost reduction in

production — and customers. This pricing strategypased on the fact that if a
customer tries to add ,Access’s equipments on M&ti the car will be more

expensive that buying directly ,,Active” trim level.

4.4, Total Cost of Ownership in car Importer’s corporate sales

When a customer must decide purchasing betweenotwnore brands, he must
compare Total Cost of Ownership (TCO) value forheawdel. For example if a
customer must choose between Peugeot 207 1.4 Hbp7hd VW Polo 1.2 TDI
75 hp, in B3 segment, we can develop the tab friguré 43 for TCO:
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Purchasing price 207 12,027.00 €

Purchasing price Polo 10,434.00 €

Fuel consumption 207 4.20
Fuel consumption Polo 3.80
[ Price per liter [ 1.26 € ]

Figure 43. TCO comparison for Peugeot 207 1.4 HDIO7hp and VW Polo 1.2
TDI 75 hp, in B3 segment in Romania
*all prices are without VAT.

! _ from price positioning, PRODUCT PRICE minus PQITION TAX, available
in Romania on 2011, 4October;

> _ HERTZ Lease Romania estimation after 4 years12@000 Kilometres (32%
for 207 and 37% for Polo);

3 _ calculate for 120.000 kilometres, 3.8 1/100 kan ¥W Polo 1.2 TDI 75 hp
(www.porscheromania.ro), 4.2 /100 km for 207 1.4DIH 70 hp
(www.peugeot.com.ro) and 1.26 Euro/l, exchange YdR©ON = 4.35 EURO;

- . Fuel - I nterest
Model Pulc_hnslmg Rci_dll;‘lg consumptio Mnmlcn:mce Insmngce for 48 Totnl? TCO TCO
price price 3 cost cost 13 taxes per km
n cost months
FPeugeot 207 ACTIVE
1.4 HDI1 70 hp 12,027.00€ | 3,848.64€ | A35040€ TI28.00 € 1,680.00 € 1040.95€ | 287.02€ | 2526473 € | 0.211 €
YW Polo TREND
LINE 1.2 TD1 75 hp 10, 83400€ | 386058 € | 574560 € 7.056.00 € 1.512.00 € BI6.67 € IBRTE | 21,M7.560€ | 0183 €
Share in TCO 3237% 25.14% 30.59% 6.65% 4.12% 1.14%
Share in TCO 29.95% 26.18% 32.15% 6.89% 3.81% 1.02%
Monthly rate for Pengeot
07 192.07 €
Monthly rate for VW Polo 15438 €
Polluti Taxation Vignette
M odel Registration cost ot .1011 for 48 for 48 Total taxes
tax 8
months months

Feugeot 207 ACTIVE
1.4 HDI 70 hp IBO5 € 9548 € Sl € 112.00 € IRT.02 €
VW Polo TREND
LINE 1.2 TD1 75 hp IR.05 € 3068 € 4.14€ 112.00 € 12387 €
Reselling price 207 32%
Reselling price Polo 37%
Insuran ce for 207 per month 35.00€
Insurmn ce for Polo per m onth Il50€
Maintenan ce cost for 207 per
month 161.00€
Maintenan ce cost for Polo per
month 147.00€
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* _ HERTZ Lease Romania estimation for 4 years and ODED.Kilometres
including tires;

® _HERTZ Lease Romania calculen on 2011, 2% November;

® _ calculate as: (monthly payment * 48 montl (purchasing price- reselling
price). Monthly payment for 48 months is calculated6% interest per year usii
PMT function from Exce

" _sum of Registration cost, Pollutiorx, Taxation for 48 months and Vignette

48 months;

8 _vignette cost is the same for all passenger caRoimania: 28 Eurolye:

It is easy to see that Polo is cheaper than 207 3vitent per kilometre. Maybe is r
a big amount, but if we calculafor 120.000 kilometres, we can find 3.600 euro
car and if the fleet consist in 100 cars, the tdiéference is 360.000 euro in -
months!

We can findin Figures44 and 45he TCO composition in Romania for 48 mon
and 120.000 kilometre

1.14%

6.65% 4.12%

M Re-selling price

B Fuel consumption cost
® Maintenance cost

M Insurance cost

M Interest for 48 months

M Total taxes

Figure 44 — Peugeot 207 1.4 HDI TCO composition
for 48 months and 120.000 kilometre
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B Re-selling price

M Fuel consumption cost
® Maintenance cost

M Insurance cost

M Interest for 48 months

M Total taxes

Figure 45 — VW Polo 1.2 TDI TCO composition
for 48 months and 120.000 kilometre

If a customer wants to choose between Peugeot Z0BI2I 112 hp and VW Gol
1.6 TDI105 hp, in M1 segment, we can develop thefrom Figure46 for TCO:
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. . Fuel _ Interest
Model Pmc!msllng Re—s_elll;g consumption M :unlenimu' Insulm;cc for 48 Tolan TCO TCO
price price 1 cost cost 6 taxes per km
cost months
FPeugeot 308 ACCESS
1L.6HDI 112 hp 1561200 € | 452748 € 6,652.80 € B,784.00 € 2073.60€ | 1410.85€ | 358.00€ | 30,364.67€ | 0253 €
YW Golf VI TREND
LINE 1.6 TD1 105 hp 1502400 € | 5.258.40 € 6.804.00 € B.112.00 € 201600€ | 124198 € | 362.00€ | 28.303.48€ | 0.236€
Share in TCO 36.50% 21.91% 28.03% 6.83 % 4.65% 118%
Share in TCO 34.50% 24.04% 28.66% 7.12% 439% 1.28%
Monthly rate for Pengeot 308 26032 €
Meonthly rate for VW Golf VI 22035 €
N . Taxation Vignette
—— Registration Po]]utl]on for 4% for 48 Toltn]
cost tax 8 taxes
months months
Peugeot 308 ACCESS 1.6 HDI 112hp JB05€ 160.00€ | SBR5€ 112.00€ 35890 €
YW Golf VI TREND LINE 1.6 TDI
105 hp JBOS€ 16400€ | SRRS€ 112.00€ 362,90 €
Reselling price 308 29%
Reselling price Golf VI 35%
Insurance for 308 per month 43.20 €
Insuran ce for Golf VI per month 42.00 €
Maintenance cost for 308 per
maonth 183.00 €
Maintenance cost for Golf VIper
month 169.00 €
Purchasing price 308 15,612.00 €
Purchasing price Golf V1 15,024.00 €
Fuel consumption 308 4.40
Fuel consumption Golf V1 4.50
l Price per liter l 1.26 € l

Figure 46. TCO comparison for Peugeot 308 1.6 HDI1R hp and VW Golf 1.6
TDI 105 hp, in M1 segment in Romania

*all prices are without VAT.

! _ from price positioning, available in Romania2911, 14 October;

> _ HERTZ Lease Romania estimation after 4 years1&®000 Kilometres (29%

for 308 and 35% for Golf VI);

% _ calculate for 120.000 kilometres, 4.5 1/100 kon ¥W Golf VI 1.6 TDI 105 hp
308 1.6DIH 112 hp

(www.peugeot.com.ro) and 1.26 Euro/l, exchange Id&©ON = 4.35 EURO;

(www.porscheromania.ro), 4.4

[/2100  km

for
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* _ HERTZ Lease Romania estimation for 4 years and ODED.Kilometres
including tires;

® _HERTZ Lease Romania calculation on 2017 November;

® _ calculate as: (monthly payment * 48 montl (purchasing price- reselling
price). Monthly payment for 48 months is calculated6% interest per year usii
PMT function from Excl;

" _sum of Registration cost, Pollution tax, Taxation 48 months and Vignette f
48 months;

8 _vignette cost is the same for all passenger caRoimania: 28 Eurolye:

In this case Golf VI is cheaper than 308 with lentcper kilometre, for 1..000
kilometres, we can calculate 2.040 euro per carifatige fleet consist in 100 cal
the total difference is 204.000 euro in 48 mor

We can findin Figures47 and 4&he TCO composition in Romania for 48 mon
and 120.000 kilometre

M Re-selling price 2

B Fuel consumption cost 3
B Maintenance cost 4

M Insurance cost 5

M Interest for 48 months 6

M Total taxes 7

Figure 47 —Peugeot 308 1.6 HDI 112 hp TCO compositic
for 48 months and 120.000 kilometre

83



M Re-selling price 2
B Fuel consumption cost 3

B Maintenance cost 4

|

M Insurance cost 5

[

M Interest for 48 months 6

M Total taxes 7

Figure 48— VW Golf VI 1.6 TDI 105 hp TCO composition
for 48 months and 120.000 kilometre

From these comparisons we can see that the pegesntd each TCO compent
for 48 months and 120.000 kilometres are almost dlmme for 207 and Pol
respective 308 and Golf VI. Nevertheless, the maggract in TCO is made by i
key components:

- Reselling price (or difference between purchasinggand r-selling price,

which is depreciation
- Maintenance co
- Fuelconsumption cos

European TCO Compositichy JATG? is presented in Figure 49.

4

2
S

[

[
o

o

|
I
1 _
- 21%
O Depreciation @ Fuel
OInsurance 0O Maintenance, repair & tyres
M Interest O Taxes
B Administration cost

Figure 49. European TCO Composition by JATO

ZJATO -Typical Breakdown of TCO in European Fli
http://www.visiewerk.nl/downloads/presentaties/1%H0er%20TC0%2-
%20Netherlands%20TCO%20Ev-%20DRAFT%205.ppt.
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We can see from above graph that:

- Depreciation (difference between purchasing pricel ae-selling price)
represent 42% from TCO;

- Fuel represent 21% from TCO;

- Maintenance represent 11% from TCO,;

- Insurance represent 11% from TCO;
- Interest represent 9% from TCO;
- Administration and taxes represent, each, 3% fr&@®T

Compared with researched data from JATO, we canlada that:
- The maintenance cost in Romania have a bigger impadCO than in
European market;

- Insurance and interest in Romania have a smallpadénin TCO than in
European market.

4.5. Additional services used in car Importer’s Coporate sales

department

4.5.1. Leasing

Typically there are three leasing forms and thé&d#hces are presented in the table

from Figure 50:

Ty . Content of the Depreciation/ | Number of o Ownership after
ype of leasing i L " Maintenance costs ; -
monthly payment | Amortization kilometres leasing period
No Customer after
Financial leasing Capital + Interest | Customer duty L Customer duty payment of residual
restriction
value
Customer duty but
: . strictly enforced by
+ + .
Operafmnal Caplral Interest Lesor duty Restricted lesor where the Lesor
leasing insurances + taxes ;
maintenance must
be made
Capital + Interest +
Lone t tal Insurances + taxes +
ong "erm renta Full maintenance + Lesor duty Restricted Lesor duty Lesor
(LTR) v
yres +
Management fee

Figure 50. Leasing types

Long term rental business (LTR) is one of the lggiroaches because the customer
can use the car for a monthly payment which incdualécosts for a specific period
and kilometres, even fuel management. For a LTRoowsr there are advantages:

- Transform variable costs (maintenance costs) iedfigosts with advantages

in medium and long term forecast and cash flow;

- Tax deductions for monthly payment rates versuaiaml leasing.
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- For example, monthly payment for ARVAL SERVICE LEESor ALD
AUTOMOTIVE in Romania consists in:

- Financial rate (capital + interest)

- Registration costs;

- Vignette costs;

- Pollution tax costs;

- Insurance costs;

- Maintenance costs;

- Tyres costs;

- Road assistance costs;

- Replacement car costs;

- Management fee;

- Fuel management costs;

- Termination costs.

In practice, the capital from financial rate is thiference between purchasing price
(price for a new car) and residual value (estima&delling price after the rented
period), divided to number of rented months. Thalsns the difference between
purchasing price and residual value, the smalésmonthly rate for a specific car.
To reach a small difference is obvious that a ogrdrter or OEM must work on:

- Selling price (discounts);

and/or:

- Residual value (to be as high as possible). Fdr the re-selling price after a
certain period must be as high as possible. OEM% Wward on this part of
business and the power of a brand is one of thé mygsortant aspects to
maintain a high re-selling price in the market.

In this case, the monthly payment (for a certaingageand kilometres) multiplied
with number of rented months plus total consumptires us the Total Cost of
Ownership (TCO). This parameter is very importamt & customer because show
him a value of life cost of the vehicles in his ofleet and is a decision maker for
the customer’s brand or model choice.

For a LTR company the real challenges are:

- To calculate the best possible maintenance costs;

- To estimate residual value at least equal withetkrg value. If the values
are equal, the LTR’s profit is made by interest ammhagement fee. If the
estimated residual value is less than re-sellinpevathe LTR’s profit
increases with the difference. If the estimateddred value is bigger than
re-selling value, the LTR’s profit decreases.

In Corporate sales business each above part atlgs teacustomer and to Importer.
Maybe in a strong negotiation the new car margicrekese, but the total profit can
be a positive one as a result of:
- Interest from leasing business;
- Spare parts margin from maintenance programs;
- Second hand cars that Importer takes from the metdrom buyback
programs.
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From these reasons, OEMs start develops their avamdial programs in order to
offer to corporate customers “all inclusive” packag

For a customer, corporate clients (companies) thexdive possibilities to purchase
a car:

1. Cash- to pay entire amount once and becomes the owfrtee car. In this case
the car becomes an asset and amortization is theeroduty. All the costs —
registration, maintenance, tyres, insurances, tfa@tes- are the owner duties. After a
certain period, the car can be sold and replacé witnew one. This type of
purchasing is used when the customer have casiuedidat to borrow money is too
expensive and want to increase the value of its asgets.

2. Credit— is the same situation with “cash” but the custobiorrows money from a
bank or use a credit line and pay a monthly rabe monthly rate is composed by:
capital and interest. This type of purchasing sdugshen the customer do not have
enough money to buy cash and want to increasedtlie wf its own assets.

3. Financial leasing- the customer buy a car from a leasing companghniuy the
car from an Importer or Dealer. Amortization is thestomer duty. The owner is the
leasing company and the customer pay a monthlyagata certain period, bigger
than one year. The monthly rate is composed byitalagnd interest. The leasing
company choose the insurance company and followathansurance taxes to be
paid. All the costs — registration, maintenangesd, insurances, taxes, etc — are the
owner duties. After the leasing period, the customast buy the car at the residual
value. This type of leasing is used when the customrant to increase the value of
its own assets.

4. Operational leasingrent without maintenance) - the customer buy rafrcan a
leasing company which buy the car from an ImpooteDealer. Amortization is the
leasing company duty. The owner is the leasing @my@and the customer pay a
monthly rate on a certain period, bigger than omary The monthly rate is
composed by: capital, interest, registration, taxasurances and in some cases
some special services like replacement car or tfynresxample. The maintenance is
the customer duty and at the end of the leasinggéne customer must hand back
the car to the leasing company. From this reasecause the leasing company set a
residual value, this strictly enforce to the custorwhere the maintenance must be
made (generally in the OEM’s Dealers Network) beeathe leasing company will
sell the car as a second hand car and want ta ateleast on the residual value from
the contract. The leasing company set a specifichau of kilometres for the leasing
period. This type of leasing is used when the acustowant to deduce entire
monthly rate as a cost (fiscal benefit) and togfanall the residual value risk to the
leasing company.

5. Long term rentalLTR) — is the same with “operational leasing” e monthly
rate is composed by: capital, interest, registratiaxes, insurances, maintenance
costs tyres costs, road assistance costs, replace@ae management fee and fuel
management costs. Amortization is the leasing commhuty. The owner is the
leasing company and the customer pay a monthlyagata certain period, bigger
than one year. At the end of the leasing periodctistomer must hand back the car
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to the leasing company. Practically the customgs @amonthly rate and takes care
just to fuel the car. The leasing company set aiipenumber of kilometres for the
leasing period. This type of leasing is used winendustomer want to deduce entire
monthly rate as a cost (fiscal benefit) and to dfan all the residual value and
maintenance risks (outsourcing the fleet managemienthe leasing company.
Another benefit for customer is that transforms wagiable costs in fixed costs,
which helps to forecast investments and cash flow.

In cases 4 and 5, the operational leasing or LTRpamy set a residual value and
this is estimation for the selling price after thasing period. We must make a huge
difference between residual value from the contead re-selling price after the
rental period. When an operational leasing or LDRpany made an offer, the real
challenge is to estimate re-selling price after ltgesing period (one to five year)
because this is one of the most important factocompany’s operational profit. An
operational leasing or LTR company made profit by:

- Interest;

- Management fee — if any;

- Difference between re-selling car and residual ea(estimated in the

beginning of the leasing period) from the contract.

If the re-selling price is less than contractuadideal value, the company lose
money.
If the re-selling price is equal with contractuakidual value, the company do not
make profit.
If the re-selling price is bigger than contractuasidual value, the company earn
money.

Here appears the paradox.

In a leasing calculation, the capital (or the ppaf) from the monthly rate is the
result of:

(purchasing price - residual value) / number ofgdrmonths

For the same purchasing price and period, the hightee residual value, the lowest
is the monthly rate and the highest is the numlbe&ustomer which wants to lease
from the company. It is excellent till now. But... &ligher is the residual value in
the contract, the higher is the risk to be highantre-selling price.

The lowest is the residual value in the contrd,Higher is the monthly rate and the
customers do not pay for your services.

The real challenge is to balance the residual vaheere-selling price. And here, the
car’'s brand plays a very important role. The rdirsglprice for a VW is bigger
compare, for example, with a Fiat (cars from themeassegment, with the same
equipments, engines capacity and fuel).

Risk Management Role of Independent Leasing Conegani

“Today’s independent leasing companies are manadgsks for fleet customers,
dealers, and OEMs. The risks include these:
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- Credit risk: Covering the financing/credit risktke historic core business of
the independents. OEMs and dealers are guaramteedeive the car-financing
value from the independents in case of insolvelfityeofleet customer;

- Residual value risk: Given their fleet size, lalgand portfolio, and extensive
automobile industry network, large independentdbast qualified to efficiently
remarket off-lease returns across multiple bra@dser players often lack these
capabilities and therefore face considerable residalue risks. Dealers, in
particular, are experiencing both high provisiorsrf losses and losses from
leasing returns in the current environment. As vactirisk managers,
independents can further strengthen their roleiskstaker by adopting the
residual value risk for outstanding cars and layieg their remarketing
capabilities and network;

- Technical risk: At the time of purchase, a carwife service and maintenance
costs cannot accurately be known by the custonyeoff@ring operational full-
service leasing contracts, independents take beetethnical cost risks during
the vehicle life cycle and give the customer adpament up-front view of the
total cost of ownership

Total Cost of Ownership (TCO)is a financially calculated number that estimates
the total direct and indirect costs of owning aseasand helps customers to make
more informed financial decisions. NeverthelessOT€n be a powerful tool for
sellers in a negotiation. For a car corporate custo the TCO can be calculating
depending on the purchasing solution:

A) Cash:

TCO = (Purchasing price — re-selling price) + regisbn + taxes + insurances +
maintenance + tyres + fuel

Depending on the re-selling time and amortizatdes, if re-selling price is bigger
than amortization, the car owner (customer) canenpadfit.

B) Credit:

TCO = (monthly rate * number of credit's months -sedling price) + registration +
taxes + insurances + maintenance + tyres + fuel

Depending on the re-selling time and amortizatdes, if re-selling price is bigger
than amortization, the car owner (customer) canenpadfit.

C) Financial leasing:

TCO = (monthly rate * number of credit’'s months +Hdesl value — re-selling
price) + registration + taxes + insurances + maimeea tyres + fuel

*436rg Krings, Joachim Deinlein, Jan Bakker, Rictk®ar Automotive Sales To
Corporations From Growth Engine To Risk Trap, booca&
http://www.booz.com/media/uploads/Automotive_SalesCorporations.pdf
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Depending on the re-selling time and amortizatides, if re-selling price is bigger
than amortization, the car owner (customer) canawpadfit.

D) Operational leasing (rent without maintenance):
TCO = (monthly rate * number of leased months) +nteaiance + tyres + fuel

Depending on the re-selling time and amortizatides, if re-selling price is bigger
than contractual residual value, the car owness{flgapcompany) can made profit. In

this kind of leasing, generally the amortizatiomipe is the same with leased period.

E) Long term rental (LTR):
TCO = (monthly rate * number of rented months) + fuel

Depending on the re-selling time and amortizatides, if re-selling price is bigger
than contractual residual value, the car ownessifgacompany) can made profit. In
this kind of leasing, generally the amortizatiomipe is the same with rented period.

The difference (Purchasing price — re-selling prisecalled Depreciation and is the
same in leasing case because the capital from tyartte is a direct result of this
difference.

TCO can be expressed as:
- Total cost per entire using period;
- Total cost per kilometre (TCO / number of kilomeje
- Total cost per month (TCO / number of months).

The key benefit of operational leasing in Corporsaées is to offer to customers
~one-stop-shop“— a complete product for the custorftere is included the car
customization to respond to customers specific sieed

4.5.2. National maintenance contract

Maintenance contract is used in Corporate sales &gnefit for customers at
national level and is available in Importer’'s Dealeetwork.
The main benefits for Corporate customers are:
- Special conditions in Dealers network — discoumtspare parts and labour,
replacement cars;
- Dedicated key account for maintenance;
- Centralized invoice — one single invoice in the erfdone month for
maintenance in Dealers network — one supplier distamer;
- Payment term for centralized invoice;
- Road assistance.
The benefit for Importer is that the customer beesmaptive in Dealers network
with positive impact in profitability from generatafter sales business.
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4.5.3. Tailor made vehicles

Tailoring or customization refers to products whare made especially to respond
to particular needs for customers. There are twectons in tailor made vehicles:

- First involves a financial program, even if we galking about financial leasing or
long term rental, and tailoring means to respondustomer needs for standard cars
in order to offer a full mobility program for a spfic period and kilometres;

- Second involves special cars where the body érslaéare involved in order to
respond to different requests from customers basetheir business line activities
like ambulances, construction field, refrigerati@t¢. Of course, this part can be
linked to first because a mobility program coulddbiered too.

Key partnerships with leasing companies and bodidéns at national level are a
must. Dealers network must be capable to offermaptex and unitary full mobility
product.
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Chapter 5. Profit optimization in car Importer’s corporate sales
business

5.1. Forecast information

Each company use a specific method or tool in oteptimize forecast value and
to be close to reality. It is very important toisgie forecasted value in order to find
the partwhich can be used in the critical period of therydeginning

With the confidence interval for next year volun&5%-95%) we can split this
result in:

- Portfolio clients;

- New business.

Portfolio customer can be split in:

- Customers which made the orders for the next ydarthis case we know
already what profit we can made from this volume;

- Customers which must change the fleet next yeadiolnt't send the order.
In this case we don’t know the obtained profit hessathe customer can start
a new negotiation process or can choose anothendbr@ustomer
relationship managemenfCRM) is a powerful tool which can give us
important information like fleet change cycles.

One of the most important information that we cae to increase volumes is the
collected margin from actual portfolio which ordéne cars for the next yearhis
profit or a part from it can be used in the begimmiof the year to win new
customers.

5.2. Delivery process optimization as a cost optization

Tool: Value stream mapping as a simple and very effective method to gain a
holistic overview of the status of the value streaim an organization from the
supplier (OEM) to the customer.

Goals:
- Reduction of lead time;
- Reduction of stock;
- Improvement of deliveries in time;
- Recover the money from customer in the shortest fram his order.

The Fleet Logistic Assistant:
1. Order the car to the factory;

2. Do NOT order the car from OEM'’s yard to custom, tlerier is obliged
to load it in 7 working daybut ask for car's documents and invoice the
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car to the customer. Assure that the car is paid aegistered in the
period when the car is on the road (14 days betw@EM and custom
plus 7 days between custom and Dealer’s yard = @itadays).

3. Order the car from custom to Dealer’s yard to theier —implement
control methods to order the car from custom to IBes yard in the
same day when the car arrive in custom, result zags spend in
custom.

4. When the car is in Dealer’'s yard, prepare the degjitime - the car is
already paid and registereatan be delivered quickly.

5. Use the pull principle, not push. Ask for documearts! prepare all the
delivery procedures to the customer when the caonisthe road to
Dealer’s network (Figure 51).

Fleet
Logistic
Assistant

Romanian
custom

FACTORY CUSTOMER

14 days PT:0days 7 days PT:0 days PT:1 day

(pre pare the car for delivery,
ask for invoice, cars’ papers
and wait for payment from the
customer before delivery)

Figure 51. Optimized flow for a car from OEM’s yard to the customer

Legend: PT — Process time

A - Inventory (stock)

TOTAL TIME spend for a car from Factory to Custormahroughput time (lead
time) — 29 days.

Note: if the customer has an agreement for payr(fehtdays from invoicing or
delivery, the invoice can be made in the same dily delivery or earlier if the
customer want to register the car before delivery).
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Results improvefficiency in deliveryvith 13 days with impact in:
- Profitability — more efficient in recover the iested money;
- Image in front of the customer by improving deliy time.

5.3. Associated key performance indicators for costptimization

KPIs for Logistic Assistant (qualitative & quantitze) and KPIs for Key Account
(qualitative & quantitative) — transform Corporé&ales Department in a Business
Centre for cost optimization.

Steps:
1. Identify waste and improvement for Logistic Assigta
a. Accuracy in searching available cars in stock —ntjtetive &
gualitative KPlIs;
b. If the cars are in stock:

i. Improve time to obtain car's papers — quantitakd;

ii. Improve time to order the car (s) to carrier — ditative KPI;

iii. Improve time for sending car's papers to the custorm
guantitative KPI,

iv. Improve arriving cars’ time in dealer's yard; folloup the
contractual delivery time with carrier — quantivatikKPI;

v. Set and respect delivery standards under the brand
qualitative KPI;

vi. Quality and professional communications with thetomers
and departments — qualitative KPI,

vii. Improvement proposals over entire process as ancmmuis
improvement process — qualitative KPI.
c. If the cars are not in stock, should be considéereatidition:

i. Improve delivery time with Import department — dtadive
KPI,

ii. Set the accuracy in ordering car (respect custanger in
terms of engine, gearbox, trim level, optional eguent) —
gualitative KPI;

iii. Improve arrival date in customs and follow up tlae (s) in
order to do not spend time in customs (before sentbad
order to carrier) — quantitative KPI.

2. ldentify waste and improvement for Key Account:
i. Quality and professional communications with thetomers
and departments — qualitative KPI,
ii. Maintain actual customers portfolio in time — queative
KPI;
iii. Improve number of new customers — quantitative KPI,
iv. Improve settled target — quantitative KPI,
v. Improve sales margin — quantitative KPI;
vi. Improve customers’ payment terms — quantitative; KPI
vii. Improve stock reservation time — quantitative KPI;
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viii.

Xi.
Xi.

Improve percent of ratio selling cars from stochiisg
ordered cars — quantitative KPI;
Improve time which car (s) is waiting for delivey customer

in dealer’s yard — quantitative KPI;

Improve quality of delivery to the customer — gtalve KPI,
After sales implication — qualitative KPI;

Implication

in common activities with customers ge.

common marketing activities which improve brand gep—
qualitative KPI;
For Logistic Assistant we can define the KPIs fréiigure 52 which contains
evaluation indicators:

Responsible
no. KPIs Mea sure ment Belovf' Standard Above expectations for cI:mtrol &
unit expectations evaluation
Number of
Accuracy in unidentified
searching cars in y . Proposal fqr nearest _
1 available cars in stock/Num ber 90% 100% level of equipment or Key Account
stock of ordered cars colour
(%)
2 Téﬁ?;g;ﬁ;f;n Days 3 2 | Key Account
Time to order the
3 car (s) to carrier Days 2 1 0 Key Account
after arrival at Y - ¥
customs
Time for sending 0 (anticipate arrival date
4 | car’s papers to the Days 2 1 in custom and ask for Key Account
customer pepers)
Arriving cars’
5 time in dealer’s Days 11 10 5 (follow up the carrier) | Key Account
yard
Deal proactive with car
problem solving and
Delivery under Client opnonal mounting
6 the brand satisfaction no yes equipment (E.'l'g' . Key Account
standards report that rhe.re is 1n_dea1€1‘s
stock alarm system or
carpets before car will
arrive in dealer's yard)
Communications Client
7 with the satisfaction fessional cessional Proactive (anticipation Kev A "
customers and report and TERIRCSTMNAS. | FERESS0RA and report) 2 o
departments Internal report
Delivery time
8 with Import Days 120 90 60 Key Account
department
Number of
Accuracy in inaccuracies Proposal for another )
: ordering car from customer ! 0 trim level Key Account
order/customer
cugglri:%?;l:ar Alr_ticiparc arriving date
10 (before sending Days 1 0 1anu:?ro:ns, feport 1o Key Account
load order to ¢y Account and
carrier) prepare the load order
Number of
1 Improvement spggcsrions for 0 ] ) Key Account
proposals improvement
OVer process

Figure 52. Corporate sales Logistic Assistant KPIs
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The performance which can be reached by using tkBseconcern in following:

- Cost cutting by continuous improvement in intenmadcesses, stock rotation
and reducing delivery time to customers;

- Improve quality in relationship with customers irder to maintain a long
partnership (communication, problem solving, resgonime, identifying
opportunities in business);

- Improve margin per car, not only the number of caisl — adding value to
the company.

5.4. A new approach for volume strategy in the begning of
the year

As we saw in paragraph 2.3., the easy way to sdté beginning of the year is to
sell with a big margin in order to use accumulateargin in the second part of the
year, but there is a major risk: to lose some deatllse beginning of the year, result
from here to do not have enough profit to use enxgbcond phase of the year and to
lose new customers in the end of the year too. Aerosituation in corporate
business can be the low “appetite” for purchasinthe second part of the year and
to be in situation to have the desired profit bottthe desired volumes.

To sell with zero or negative margin in the begmgnof the year is a real suicide? A
lot of managers consider that for a new businegsp®ssible to sell with zero or a
negative margin because they do not have any irdtom about the level of
business for the rest of the year or they are usifaggecast for entire year (based on
the last year's sales) and, as we already know, kind of forecasts are not so
precisely in most of the cases. But they do nagdbsomething that has already in
their hands, like portfolio forecast, after salesibhess or retail forecast?

In this specific period of the year we must notsidar Corporate sales department
as a single business unit but aslirect connexion with the other departmerits
order to use in our negotiation three more inforamthat can be used in setting
margin in a strong negotiation:

- Future margin from actual portfolio forecast;

- Profit from retail business which was made till tnment of negotiation

with a new corporate customer;
- Profit from after sales generated business (spants pales).

Depending on above figures the negotiation withrtee& customer can support zero
or even a negative margin per car and the “loss’ ¢@ntrolled one from the future
business that result from this particular deal.
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5.5. A new approach based on integration of corpota
sales department in whole business

As we saw, in corporate car business the margintladolume are very important
tasks. The most important task is to keep the rigdlance between margin and
volumes in order to cover the costs. Nevertheleshout the right volumes the

Dealers network cannot survive on medium and lengt

What is very important is the Importer's Top managet view on the Corporate
sales department. There are two ways to consideorporate sales department in
the whole Importer’s business:
a) To consider Corporate sales department as an indepe business
unit;
b) To consider Corporate sales department in direcinexion and
dependence with the other departments.
In both cases the Importer’s business plan fonthe year takes into account:
- The volume forecast (using the last year's salé wirrections on trend for
the market, crises, etc);
- The margin forecast (starting from volume foreaasd find breakeven point
the desired margin can be calculated in order hieae the desired profit in
the yearend).

a) Corporate sales department as an independent bngss unit

In this case, Top management ask for profit in yearend considering this
department as a single unit in organization whoegstie a specific profifor one
single year If the volumes from actual portfolio of clientseanot enough to reach
the desired profit in the yearend or to improvehig volumes from the new business
become a must. Because the profit is related Igtrict the Corporate sales
department and the new business is unpredictabke,future negotiations are
inflexible, because there is a minimum settled nmaggd there is not a chance to
use margin from actual portfolio or another conedagenerated businesses in order
to win new customers.

b) Corporate sales department in whole business

In this case, Top management ask for profit in ye&arend considering this
department as a unit that generate business foe erganization, not as a single
part and on middle and long terms. The profit tteat be made is split in:

- Profit from actual customer portfolio;

- Profit from after sales generated business;

- Profit from new business.

When the Corporate sales department is considerebave, the margin becomes
more flexible and in a tough negotiation, whendbmpetition can win, one solution
could be to decrease the margin and reallocatéhigh garticular deal a part of
obtained profit from:

- Actual portfolio business;

97



- After sales generated business;
- Retail business.

Conclusion:

Using one strategy is not enough to perform. Ofseus easier to act in the second
phase of the year, but is not enough and sometooekl be too late; in general

companies approve purchasing budgets in the etitkofear, that is they will try to

deal for cars in the beginning of the next year sexlre the contract for entire year.
There is a major risk in this case if your strategyo wait for the second part of the
year to decrease your margin based on the firsbgheales. A mix between these
strategies could lead to a successful business botin perspectives: margin and
volume. In both cases, it is better to take a lokfter sales resulting business and
do not constrain the Corporate sales departmeatsasall part in the company or a
single unit business.

The existing strategy for the beginning of the yewst take into account volume
and margin forecast from actual corporate portfelieesult from here the profit
which can be used in a negotiation with a new custan the beginning of the year.
More than that, a profit which results from retaiisiness made till that moment of
the year and the profit from after sales businesslting from the deal with the new
customer can be used to set the right margin iardalclose the deal.

The strategy to win new customers in the secondepbé the yeamust take into
account volume and margin made till that momenesult from here the profit
which was made already and can be used in a négotiaith a new customers in
the second phase of the year. Of course, a prdiithwresults from retail business
made in the beginning of the year and the proditrifrafter sales business resulting
from the deal with the new customer can be usexetdhe right margin in order to
win a new customer in portfolio.

5.6. TCO improvement

Let’s take as an example the comparison betweemBa&olf VI, Figure 53.

Figure 53. TCO comparison for Peugeot 308 1.6 HDI1P hp and VW Golf 1.6
TDI 105 hp, in M1 segment in Romania

. " Fuel . Interest
Model Puul.‘_hnﬂlng Re-ls_elllg'lg consumption Mnlnlenjmcc Insum;lce for 48 Tl:ul:llT TCO T(.:O
price price 1 cost cost i | taxes per km
cost months
Peugeot 308 ACCESS
1.6 HDI 112 hp 1561200 € | 4527 48€ | 665280 € 8,784.00 € 2073.60€ | L4I0.8B5E | 35890 € | 30,364.67€ | 0.253 €
YW Golf VI TREND
LINE 1.6 TDI 105 hp 15,024.00€ | 5.258.40€ | 680400 € 8,112.00 € 2016.00€ | LL24298€ | 36290 € | 28,303.48€ | 0.236 €
Sharein TCO [ 36.50% 21.91% 28.93% 6.83% 465% 1.18%
Sharein TCO | 34.50% 24.04% 28.66% 7.12% 439% 1.28%
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The most important components, with significantrelia TCO in Romania are:
- Re-selling price (residual value);

- Fuel consumption;
- Maintenance cost.

On these components we must act in order to impFf@/@.

TCO reduction (Figure 54)

- By discounting purchasing price with 10% or offgriextra equipments as a
discount which improve comfort and safety (e.g. édtwth device, Rear
parking sensors, Navigation system, Curtains agbagot in standard for
ACCESS trim level on 308) — with impact in insurarcost;

and

- By discounting maintenance cost with 10% or extendarranty programs

as a discount (from 2 to 4 or 5 years) — with inipaenaintenance cost;

5 " Fud . Interest
Model Pmc!mslmg RH_eIITg consumption I'\I:nnlenjmce Insum?te for 48 Tutnl? TCO TCO
price price ] cost cost i | taxes per km
cost months
Feugeot 308 ACCESS
1.6HDI 112 hp 1405080 € | 452748 €% | 6,65280 € 100560 € 2073.60€ | 121214€ | 35800 € | 27,726.36 € | 0231 €
VW Galf VI TREND
LINE 1.6 TDI105hp | 1502400 € | 5,258.40€ 6,804.00 € 8,112.00€ 2016.00€ | 1.24298€ | 362.90€ | 28303.48€ | 0.236€

Figure 54. TCO reduction for Peugeot 308 1.6 HDI Lhp by discounting

purchasing price and maintenance cost

* Re-selling value is the same because the permgerttre-selling price is generally applied to psice.

Discounting purchasing price and maintenance cpdi086 lead to a small TCO for
308, the advantage for 308 becoming 0.005 EuroAan120.000 kilometres means
600 Euro per car in 48 months and for 100 carg,flbe total difference is 60.000

Euro, cost reduction for customer.

TCO optimization (figure 55)

- Price cycle management

optimization.

by buy-back programs

— residual

value

Using a buy-back programs with customers we can agmnthe Price cycle
(paragraph 2.2.1) through Importer’s Dealers netveord the TCO can be optimize

because the dealer takes over the risk of re-gglliice (residual value).

For example, by discounting purchasing price andnteaance cost by 5% and
improving re-selling price (residual value) from%290 35%, the TCO looks like in

Figure 55.
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Purchasing

Re-=selling

Fud

Maintenance

Insurance

Interest

Total

TCO

Model price ! pl'it:l:2 con sumeliun cost ¢ cost® for 485 taxes | red per km
cost months B
Peugeot 308 ACCESS
1.6HDI 112 hp 1483140 € | 5464.20€ 6,052.80 € 834480 € 207360€ | 1,192.27€ | 35890 € | 27,989.57€ | 0231 €
VW Golf VI TREND
LINE 1.6 TDI 105 hp 1502400 € | 525840€ 6,804.00 € 811200 € 201600€ | 124298€ | 36290€ | 28303.48€ | 0236€

Figure 55. TCO reduction for Peugeot 308 1.6 HDI Lhp by discounting

purchasing price, maintenance cost and improving re@dual value

Discounting purchasing price and maintenance cp$i% and offering a buy-back
program (from 29% to 35%) lead to a small TCO f6B3the advantage for 308
becoming 0.003 Euro/km. For 120.000 kilometres rme380 Euro per car in 48
months and for 100 cars fleet, the total differeisc86.000 Euro, cost reduction for

customer and zero risk for re-selling price.

The immediate benefit for the seller is to redusEalunt (improve profit) and the
future benefit could be a margin which can be m#aden second car business
(selling the cars after 48 months with profit) amaaptive customer in Importer’s
dealers network, a customer which will replaceftBet with new cars in cycles of

48 months.

- By developing aKey partnershipwith a Long term rental company for
operational leasing.

Using a partnership with a Long term rental comp#re/ Importer can develop a
new sales channel and can benefit for a specialishis specific business with
strong tools in TCO optimization. Therefore, thenagement oPrice cyclecan be

made together in a transparent way which can ievblw-back quotes too.

- By choosing the right model with the right equipméor the customer —
Business line — teeduce purchasing price and non-necessary equimsnent

- By choosing the right engine in order to reduce, Gel and consumption
with impact in taxationand fuel cost (replace 308 1.6 HDI 112 with 115 g
CO, with 308 1.6 HDI 92 hp with 98 g G
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5.7. Tailor made products

Tailoring or customization can be made taking twosideration passenger cars and
commercial cars. For each of them customizationbeamade differently.

Passenger cars and commercial cars

In this case a business line aKey activityfor each car from a segment must be
developed in order to treat corporate customessdifferent way than in retail and
to:
- Propose to corporate customers the lowest TCO $peaific car segment or
model:
= Diesel engines because of consumption and biggadua value
than gasoline engine (for more than 20.000 kiloeseper year);
= Smallest engine capacity in order to reduce tardscansumption;
= Best in class C@emissions to reduce taxes and for green fleet
solutions;
= Optimal tyre sizes.
- Have the optimal trim level taking into account dorh and safety for a
specific car segment for standardization;
- Customize the optional equipments to facilitate Eyges’ communication
and efficiency like: alarm system, rear/front parki sensors, carpets,
Bluetooth system and navigation system.

Commercial cars

Commercial cars must be treated different becafifeedig variance of models and
body customization to match corporate customersédae First of all an
identification of key business activities must bad®a in order to develop with body
builders aKey partnershigor:

- Passenger transport (more than 6 persons);

- Ambulances;

- Refrigerated and ice transport;

- Tippers;

- Bakery transport;

- General merchandise transport;

- Buildings and roads;

- Values transport, etc.

The next step consist in developing special maariea programs for each car at
national level dedicated to small, medium and ldiggts as &ey activity

After customization for passenger and commercied caust be developed common
partnershipsKey partnership with operational leasing companies in order teeha
the possibility to communicate to customers aniralusive monthly rate and to
move discussion from price/discount to TCO (maiatee/consumption) and for a
mobility program Key activity as a key driver to profit optimization.
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5.8. Future development and green fleets

Future developed Business model for car salesrfmocate customers is presented in
Figure 56.

IMPORTER BUSINESS

Mobility
provider
(financial &

" DEPARTMENT

- Customer segmentation: by
business lines and volumes

- Customers relationship
management: fleet change

operational
leasing)

models, maintenance contracts,
OFEM ey W mobility service provider,

' - residual value management, || Corporate
TCO optimization ‘ customers

- Key partnerships: financial |
and operational leasing l
intellectual, human and financial .
- Cost structure =

I rd
4

cycles
- Key activities: business line .
i

companies, body builders for
Dealers
k. Network
- Value proposition

tailoring
- Key resources; assets,
-Revenue e e =

Retail
Customers

Figure 56. Future Business model for car sales tmrporate customers

Future development of corporate sales businessImua take into account:
- Mobility programs, even developed from OEM as dipgeneration and as
a future trend;
- Green fleet development by proposing hybrid andtetal cars in order to
fulfil the future emissions requirements.

Future research should be done in order to findstiiation to generate for hybrid

and electrical cars a comprehensive business pl#n avpositive value for net
present value of the profit.
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