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Retailing in 2010 — a tough terrain?

Eighteen months ago, we were all bracing ourselves for a very rough ride in maotor retail.
Manufacturers were announcing temporary factory closures and used car values were melting faster
than the polar ice caps. It felt like the industry was staring over the edge of a very steep precipice.

Yet, as various interventions come to an
end, the warld of motor retailing looks pretty
much the same now as it did then. So what
will the rest of 2010 be like?

The end of scrappage is at the front of
everyone's mind and the burning question is
how many people with ten-year-old cars would
have bought new anyway? Will the
Government extend the scheme further in a
surprise pre-election move? Probably not, so
life after scrappage is soon to become a reality.
When scrappage finally ends, dealers are
expected to start to push harder for fleet sales,
which if nothing else should make discounts
easier to obtain for smaller companies.

1 Over-supply
inevitably leads to falling

margins in all markets —
S0 expect it in motor
retail later this year. gy

Fleets that deferred purchases during the
uncertain times of 2009, now have to make
a decision about what to do in 2010.
Industry speculation is that the lease
industry is gearing up to buy more than a
million cars this year to replace cars that
have been on extended contracts during
2009. Both the finance industry and the
manufacturers have high expectations which

will be good for larger fleet specialist dealers
but not the smaller dealer groups focused on
the retail market and with few skills in flest
business or access to the working capital
needed to fund it.

Life after scrappage

The ending of scrappage will also surely see
manufacturers who previously pulled out of
high volume sectors, such as daily rental
cars, slowly but surely go back into that
market. The issue is that litfle capacity has
been taken out of European or worldwide
motar manufacturing. As China comes more
on stream, producing cars for Europe and
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the rest of the world, the overall capacity to
manufacture cars is increasing and all these
cars have to be found a home. Over-supply
inevitably leads to falling margins in all
markets — so expect it in motor retail later
this year.

Another feature of the last 18 months which
may be changing is the attitude of HM
Revenue & Customs to companies running
up PAYE, NI and VAT arrears with their
agreement. This became the safety valve for
many husinesses’ cash flows. Such
government intervention certainly took away
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The need for good management
in a year of make or break

For a large proportion of current senior managers in the automotive sector, they are likely
to have just seen out their first recession or were in more junior roles during the last one

almost 20 years ago.

Many will have leamed some new and harsh
lessons over the last 18 months and are now
seeking to navigate their companies through
the choppy waters that inevitably lie ahead -
without the luxury of hindsight or a sat-nav.

& & He or she will also
need to be tough enough to

fight his or her corner and
be prepared to say ‘no’ to
the CEO. »y

Fortunately, there are still some of us around
who managed motor businesses through the
recessions of 1973/4 (and can remember
the depressing effect of the three-day week),
1980/1 (after the winter of discontent) and
1990/2 (when new car registrations
collapsed from over 2m to 1.6m a year).
Since then, and until the second half of
2008, we had only experienced improving
or good economic conditions — although we
probably didn't recognise them as such at
the time.
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So what lessons from the past can we take
forward to managing in the current challenging
times, and how should the current crop of
senior people in the sector lead us out of
recession? In other words, what defines ‘good’
management as we look to recovery? First,
while a long-term compelling vision of what the
company should look like in four to five years'
time is still important in a downturn, more
important is a clear plan of how to survive as
we emerge from the recession — often the most
difficult period as working capital demands
begin to increase again. The plan does not
need to be War and Peace, but should set out
the main strategies to be pursued, along with
actions, timings and responsibilities. And key to
note is that companies can survive losses, if
they keep faith with their funders and don't run
out of cash during recovery.

The year of the unexpected

Somewhat bizarrely, 2009 was & record year for
many motor traders, public companies and
private groups alike. This would have surprised
most pundits who would have been unlikely to
predict such an outcome in the dark days of
December 2008 or January 2009. The
principal reason can of course be found in the

economics textbooks — chapter one: supply and
demand. There were shortages of both new and
used vehicles during the year, leading to healthy
increases in dealer margins, which reached the
hottom line, supported by cost reductions and
lower interest rates. If we look ahead, however,
to the remainder of the year, it's easler to see the
glass as half empty rather than half full.
Challenges for managers in the franchised refail
motor trade will undoubtedly include:

» The VAT increase in January

* The end of the scrappage programme

» The introduction of a showroom tax in April

« Increased supplies of new vehicles as the
manufacturers turn the wick back up,
resulting in reduced dealer margins

» Reductions In manufacturer support

« A return to more normal depreciation rates
in used vehicles

» A reduction in the 0-3 year old vehicle
parc, hitting the profitable aftersales area

« Possible interest rate rises later in the year

« Uncertainties caused by the General
Election, followed by the introduction of
more aggressive tax policies (by whichever
party wins)

« A buying haoliday during the World Cup
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All these factors are likely to hit the trade
just when the property market begins to
recover and banks take the opportunity to
start to clean up problem companies in their
portfolios. If the business has gone into
2010 losing money after such a benign year
for the sector in 2009, then management
needs to take aggressive action to lead a
turnaround. In such circumstances, and in
the absence of any special factors (e.g.
property complications), there is likely to be
a question mark over the quality of
management and its ability to take such a
lead. If, however, the management team is
to be given more time, the first rule of
turnarounds is to work on a broad front — it's
not sufficient simply to reduce costs,
although cost reduction is certainly a
necessary condition of survival.

“ Banks, finance houses
and manufacturers need to
be asking ‘do we have the

right management team to
carry us through the
challenging period as we
emerge from recession?’,,

While many franchised dealers continue to
perform a satisfactory, sometimes great job
for their brands selling new vehicles,
typically they under-perform on used
vehicles, the sale of finance and insurance
(F&I) and aftersales. These are areas for
close attention on that ‘broad front'.

The ‘people’ factor

The second law of turnaround, is to review
the existing management, starting with the
top executive, namely the managing director,
operations director or dealer principal. Which
leads onto the key questicn which all
stakeholders should be currently asking
themselves, as we go into the second quarter
of what promises to be one of the most
challenging years in the sector during the last
two decades: ‘Does our management team
have the appropriate skills, experience,
competencies and profiles to deliver its plan
in a downturn?’ If the answer is ‘no’, then
action is necessary — and that action should
be immediate, before the bank or finance
house comes knocking on the door.

Yet it may not always be clear to the
stakeholders whether the management team
has these key attributes. Or put another

way, what does ‘good’ look like in such
circumstances? Our experience is that the
team will need high levels of drive and
assertiveness to push forward in the face of
adversity and will have to be influential,
persuasive and communicative to be able to
take people with them on a difficult journey.
Whilst they will need to be flexible and seize
any opportunities that might arise, they will
need to have a clear idea of what needs to
be done to shift towards recovery. Strong,
confident and experienced lzadership will
remain key.

One last key consideration

Finally, the team will need to know whether
they are achieving the plan. Accurate, timely,
relevant information is vital in the shape,
among other things, of daily operating
controls (DOCs). Managers and staff need to
know what is expected of them day-to-day,
week-to-week and month-by-month, and
how they are perfarming against their targets.
They will all need to be focused on
appropriate key performance indicators
(KPIs) and key personal performance
indicators (KPPIs) - these KPls and KPPIs
should reflect not just what the manufacturer
wants, also the performance factors that are
important to the dealer’s survival.

Perhaps most crucial this year will be control
of working capital and the ability to forecast
and manage cash. The retail maotor sector is
probably unigue in its variabilily, with huge
peaks and troughs in cash usage. As a rule,
it is also a sector where gearing is high,
which, coupled with the swings in usage,
means that companies are vulnerable to
overdraft limit breaches. The finance director
of one of our client companies describes the
graph of his company’s bank overdraft as an
accurate reflection of the ups and downs of
his blood pressure!

“é Perhaps most crucial
this year will be control of

working capital and the
ability to forecast and
manage cash.’,

This brings in the third law of turnarounds — if
the financial function is not working, either
appoint a finance director if thers isn't one, or
look to replace him or her if there is. 2010 will
not be a time to hang around hoping for a
suitable replacement to come knocking — it is
time to take recruitment action. The chosen
individual will need to understand the sector, be
proactive and commercial, and will need to be
the one in the team who pays attention to
detail, to systems and processes. He or she will
also need to be tough enough to fight his or her
carmer, and be prepared to say ‘no’ to the CEOQ.

Boards of directors, and other influential
stakeholders including banks, finance houses
and manufacturers need to be asking ‘do we
have the right management team to carry us
through the challenging period as we emerge
from recession?’ Is the team complete or if not,
how dao we fill any gaps? Can the team deliver
its shorl-term plan?" If the answer to any of these
questions is ‘no’ urgent action is required to
ensure survival.

Tim Worrall focuses on
management due diligence and
assessment with Diligencia,
specialising in motor retail.

Diligencia complement the broad range of
Restructuring and Recovery services offered
by Baker Tilly’s Motor group.
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