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DYGNALES

Used Vehicles - A Safe Harbor in Stormy Seas
New versus Used Vehicle Departmental Net Profit - Average Dealership
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Supply of Middle-Priced Vehicles Shrinks

Percent of Total Auction Volume by Price Tier
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As dealers enter these new markets, it is important for them to
understand how the supply and pricing of these different types of
vehicles will play out long term. At Manheim Consulting, we com-
bine the most comprehensive vehicle database (including data
drawn from sales activity at our three Atlanta-area auctions) with
industry expertise and analytical techniques to offer our customers
highly customized solutions and insights. As the more than 160
franchised dealerships that comprise the MAADA consider the
opportunities in the used car market, there are several trends we
suggest they follow. For example:

Higher inventory acquisition costs pressure Buy-
Here, Pay-Here dealers. Roughly specking, a vehicle at the
same age, mileage, and condition that a dealer paid $2,500 for
at auction in 2005 will now cost $3,500. That has been driven by
higher demand, not lower supply.

Auction supply for vehicles in middle price tiers set
to grow. The share of auction volume in the price tiers between
$5,000 and $9,000 (ideal inventory for dealers catering to the
subprime market) has declined significantly over the past year.
But, with both end-of-service fleet units and subprime repossession
volumes at auction destined o grow in the years ahead, this situa-
tion will soon change.

Rental risk units represent a growing opportunity for
dealers. The share of new vehicles sold into rental that were risk
(as opposed to manufacturer repurchase units) rose from 34 per-
cent in the 2003 model year to more than 50 percent today. This
trend will continue. It's a great opportunity for dealers to acquire
late-model vehicles outside their franchise brands and also a sec-
ond chance to get vehicles within their franchise for their certified
pre-owned inventory. In either case, to understand market values
and future supplies, dealers will need to monitor rental company
purchasing and holding patterns.

Helping franchised dealers understand the dynamics of the

used car business is just one of many services we're providing
our clients every day. Please contact me at lynn.morgan@man-
heim.com if you'd like to learn more about how we can put busi-
ness analytics to work to help improve your bottom line.

Lynn Morgan is vice president of Manheim Consulting.




