FREMONT AUTO MALL

After nearly four years of development, the Fremont Auto
Mall is currently under censtruction on Durham Road (to be
renamed Durham Auto Mall Parkway) adjacent to Interstate 880.

The Auto Mall concept has been quite successful in
California when properly executed. In researching existing
malls I found that the most successful ones shared three
common elements:

1. Freeway visibility and accessibility
2. Large number of franchises represented
3. Well executed Auto Mall advertising by dealer group

The Fremont Auto Mall will be highly wvisible through the
street name change noted above and a free standing sign at the
freeway. While the Mall itself is not visible from the
freeway, it is only 1000 yards west and requires no turns
other than into the Mall. All franchises, except General
Motors, will be represented as of now.

Extensive development by Catellus and others is planned
in the area of the Mall. Catellus is resubmitting their plan
for 1500-1800 housing units adjacent to the Mall. A golf
course has been committed, and commercial and industrial
development will occupy the remainder of the land. Price
Club, a high volume discount retail outlet, recently announced
it will bulld an outlet one block east of the Auto Mall.

For advertising, the group plans to do extensive
publicity of the Mall, primarily on television. Due to the
cohesiveness of the group throughout the development of the
Mall, I am confident this will carry into the advertising.

The Mall, even if the General Motors dealers never make
it, will be the largest in Northern California in terms of
franchise representation. With the addition of the four GM
lines in this proposal, it could be the largest in the state
and possibly the country. Based on my research of other
malls, a synergism effect occurs, becoming stronger with each
additional franchise.



BENEFITS OF PROPOSED PROJECT

The benefits of Buick and Cadillac being located in
the Fremont Autoc Mall have been identified in previous
letters, included in Lhe back of this section. However,
the letters do not address the many benefits to be derived
from Lthe addition of Pontiac and GMC Truck to the project.
Numerous benefits will be realized by both General Motors and
myself in terms of sales and customer satisfaction, both
enhanced by the synergism effect that would be attained.
Following are some of these benefits.

1. First phase relocation on desirable lot at reasonable
cost

2. Additional unit sales

3. Improved customer satisfaction

4. Improved dealer stability

These benefits are discussed in detail below.

1. First phase relocation on desirable lot at reasonable
cost. This of course assumes that Catellus can be persuaded
to sell at the proposed terms. If this proposed project is
rejected or delayed until the desired lots are sold to another
buyer, it is highly unlikely that any of the four lines will
make it for some time, if ever. I will be forced to sign a
long term lease in order to obtain any reasonable rent factor.
T have been served a Notice to Vacate due to my unwillingness
to sign a lease after the November, 1990, expiration (see
attached lease proposal and Notice to Vacate.) I have
successfully delayed the negotiation of the lease, but cannot
do so much longer.

Rich DiGiulio obviously has no desire to relocate to the
Mall if this project is not consummated. It is unlikely that
any other buyer of the dealership would wish to commit to a
new facility with Pontiac and GMC Truck alone until the market
improves considerably, which could be some time. Rich has
indicated a desire to secure a long-term lease on his current
facility if another buyer were involved.

There remain makes of cars that will most likely wish to
locate in the Mall socon: Infinity, Jaguar, Mitsubishi, Saturn,
Ford (satellite sales facility.) There are only three lots
remaining with the city incentive, and this project regulres
the two most likely to sell first. If any one of these should
sell before we act, thls project may become unattainable.



Since my requests for assistance were unsuccessful prior
to the August 30 closing, T lost my 4.2 acre lot to the
Lincoln-Mercury dealer. Consequently, the three remaining
lots carrying incentives are not ideally suited for Buick and
Cadillac alone. These lots are a 4.9 acre parcel (lot 4) with
relatively little frentage, a 3.5 acre parcel (lot 7) and a
3.0 acre parcel (lot 8). My proposal is to purchase lots 7
and 8, which would be ideal for the proposed project.

At this point, due to the expiration of my purchase
option, Catellus is under no obligation to sell me the lot at
any specified price, nor give me credit for the funds I have
invested to date. My only chance of recuperating my
investment is to have financing arranged and negotiate an
acceptable price.

2. Additional unit sales. All vehicle lines would benefit
from this proposal, with each selling more than would be sold
in conventional duals with separate facilities. Following are
some of the contributing factors.

a. Separate showrooms: The proposed facility will have four
separate showrooms (see diagram enclosed.}) The Buick and
Cadillac operation will be totally independent from the
Pontiac~GMC operation, thus providing the same sales effort as
if it were two totally separate facilities. Each vehicle line
wlll have its own manager and sales staff. In periods of
customer overflow, Buick and Cadillac salespeople will be
allowed to cross over to each other, but not to Pontiac or
GMC. The same holds true for Pontiac and GMC salespeople.

This proposal does not include any sacrifice in showroom
display or operation because of its construction in a
difficult market. When the auto market improves in the
future, these separate showrooms are fully able to handle the
volume just as any other single line or dual operation.

b. Separate used car location and profit center: A separate
used car lot will have its own sales office, management, and
sales staff. This will allow the Used Car and Truck
Department to be operated as a true profit center, and
eliminate the burden on the New Car Managers. GM Auction
vehicles would be included here (but displayed separately from
used vehicles), thus reducing the possible detrimental effect
on new vehicle sales. The anticipated retail sales volume of
50-60 used vehicles per month justify this separate profit
center approach, which would not be practical with half this
volume. This forecast could prove to be quite conservative
given the potential of the separate department.

c. Better training: Since each vehicle line will have its
own sales and management staff, better product tralining will
result. And since selling used vehicles involves different
techniques and a different type of salesperson than selling
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new vchicles, used car salespeople will be able to concentrate
on their specialty and better know their inventory.

We use Automotive Profit Builders (APB) as sales
consultants and trainers. The cost is $600 per month, plus
$3950 for each visit, regardless of the size of staff. with
the cost being spread over more unit sales under this
proposal, we can afford more training visits than the number
we are currently having. This will have a great impact on the
level of professionalism and motivation of the managers and
salespeople, as well as customer satigfaction. This ongoing
training has the additional effect of nearly eliminating
employee turnover.

As an expense reduction effort we discontinued our
association with APB in early 1989. We recontracted with the
company in 1990 at the same time we received the Cadillac
franchise. 1In the six months that followed, July through
December, our average monthly Buick retail sales increased 52%
over January through June, putting to rest Buick's concerns
that Cadillac would have a detrimental effect on its sales.
Using BAPB's approach of using an accurate count of floor
traffic and resulting closing ratio eliminates any possibility
of this detrimental effect. Sales managers are responsible to
maintain a high closing ratio regardless of the number of ups.

d. Improved marketing: Due to the synergism effect of a
larger operation, several marketing opportunities become
avallable. Some of these are as follows:

i. More and better advertising. The cost of an agency
could be justified to produce better quality advertising, as
well as more efficient use of dollars through target marketing
and more efficient buying. While each new vehicle line would
be advertised separately as we are currently doing with Buick
and Cadillac, each advertising impression of the Signer name
on the public is a reinforcement of the other lines.

Additionally, due to the reduced fixed overhead per unit
sold realized by the efficiency of this larger operation, a
portion of the savings could be redirected to advertising to
achieve aggressive sales objectives.

ii. A true "client" relationship would be developed.
Similar to a department store concept, we would be able to
meet the needs of most customers regardless of what their
transportation needs may be. A loyalty to General Motors
would be a natural by-product. For example, a satisfied
Cadillac owner may direct his daughter to a Pontiac rather
than the import she may have been considering. And for our
many car owners who have trucks as their second vehicles, we
could keep them away from our competition.

iii. A sophisticated direct mail and telephone marketing
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program will be developed. A computer system is currentl
being developed for my current dealership to maintain a list
of registered owners of Buick and Cadillacs, to be merged with
our customer base. These owners will be contacted reqularly
by direct mail and telephone, in effect cultivating them for
their next purchase. The contact history will be maintained
in the computer, and future contacts will be timed and
tailored to the customer's next anticipated purchase.

With the addition of Pontiac and GMC to this system,
Pontiac and GMC owners would be added to the system. Also, it
would be cost effective to add competitive owners with the
"client" concept of the wide range of vehicles offered with
multiple lines. I anticipate that this list would include
possibly 50,000 vehicle owners. With this larger marketing
effort, it becomes cost effective to have a full-time
administrator of the system with a support staff to make the
telephone contacts. Prospects generated would be referred to
the appropriate sales department.

e. A true Fleet Department would be established: BAnother
extension of the "client" concept, a full-time Fleet Manager
could be justified, and eventually a support staff. While we
would expect to develop a clientele of rental agencies and
lease companies, a primary target of this department would be
local businesses who maintain a small fleet of cars and/or
trucks. With multiple line representation, we can develop and
maintain a clientele that deals exclusively with us.

3. Improved customer satisfaction: Many benefits to customer
satisfaction would result from this proposal. Among these are
the following:

a. Full-time Customer Satisfaction Specialist: Based on
the Buick Motor Division program, this person would be
responsible for monitoring and following up on all
satisfaction issues. These would include monitoring
repair orders for dissatisfaction, new vehicle delivery

erformance by sales department, calling owners at specified
intervals to determine any negative factor which may affect
CSI scores, etc. Any problem found would be followed to
conclusion, and trends would be reported to dealer and
managers.

In May, 1988, we hired such a person and our CSI scores
rose to 2 points above zone average from approximately 1 point
below average. Unfortunately, we eliminated the position 1n
early 1989, as business conditions forced us to cut all but
absolutely essential expenses in order to survive until
getting Cadillac. In March, 1991, we hired a new Customer
Satisfaction Specialist.

b. Attract and maintain a stable staff of guality
employees: HNothing can cause customer satisfaction levels to
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fall like excessive employee turnover. A dealership that can
be profitable and stable even in bad times can maintain good
satisfaction at the same time. See "Improved dealer
stability" at the end of this section.

c. Better shop equipment: With the cost of high-technology
shop equipment, only the higher volume dealerships can afford
the best and latest. This would only enhance the ability to
do a job right the first time and on time.

d. Better tralined and experience technicians: With higher
volume, more specialization would occur, making each
technician better at his specialty.

e. Better parts inventory: Since many GM parts are
interchangeable between lines, many lower volume parts could
be stocked as there would be more likelihood of demand with a
higher volume of business. This would decrease the number of
repairs that would be delayed due to parts not in stock.

f. Use of a service consultant: In anticipation of the
consummation of this proposal, we have contracted with Atcon,
a highly regarded service consulting firm specializing in
service profitability and customer satisfaction. The
information gathering visit by the company was made the week
of April 15, 1991, with installation to occur the week of July
29. The program will cost approximately $46,000 to install,
and in my opinion can only be justified by the volume to be
realized by this proposal. There is no difference in the cost
of the program for two or four vehicle lines.

g. Have a Body Shop: With today’'s extensive regulations on
body shops, only a large volume one can afford the necessary
equipment to do top quality work. This and guicker turnaround
time would benefit customer satisfaction.

4. Improved dealer stability: This factor, achleved through
profitability is a prerequisite for all of the above. With
the severe decline in California GM car sales in recent years,
extensive dealer and employee turnover has resulted, with only
multiple-line deals surviving. Other than Chevrolet that
includes trucks, the only surviving single point GM
dealerships are low-volume family operations in old buildings.
Following are factors contributing to profitability and
stability:

a. BAdeguate volume potential: In order to attract the best
employees, and afford modern facilities and equipment, a
dealership must have adeguate volume potential to support it.
Iin the San Francisco Bay Area, the competition has dominated
General Motors in recent years in retail sales (see sales
chart and graph.) To understand how this has occurred, one
must only consider the volume generated by the market leaders.
Even with three GM car lines, the total retail sales of all
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three is less than five other single makes. Following are
these makes ranked with the three GM makes, based on first
half 1990 retail sales in the San Francisco Bay Area:

1. Honda 13,528
2. Toyota 12,494
3. Ford : 9,891
4. Nissan : 5,447
5. Acura 5,222

6. Buick, Cadillac, Pontiac combined 5,073

The above fiqures do not include trucks. If GMC Truck were
added and the truck lines of Toyota, Ford, and Nissan, were
added to their totals, GM would surpass only Acura. Since the
number of dealers are roughly equal, the sales per dealer
would be proportional to the above figures.

In bad times, expenses can be selectively reduced,
including some personnel reduction of newer or less productive
employees. But with adequate volume to remain profitable in
these bad times, it is unlikely that key employees would seek
other employment in fear of the employer going out of
business.

It is only if we are in the ball park with the high
volume dealers that we can afford to attract and retain the
best managers and employees, and the consistent sales levels
and customer satisfaction that accompany this stability.

At the 1991 dealer Roundtable meeting, Bob Coletta stated
that Buick's market share goal is 8%. He also indicated that
Buick feels this share is necessary for dealers to achieve a
3% return on sales. Since there are only 300 exclusive Buick
dealers remaining, the majority have another line comprising,
I would assume, another 5% of the market. This totals 13%,
which would be a reasonable share to produce 3% return on
sales. Since in the Bay Area Buick, Cadillac, and Pontiac
combined only realized a 6.2% retail share in first-half 1990,
each line would have to make considerable gains to come close
to Buick's goal.

b. Expense savings by proposed operation: Extensive
savings would be realized by operating in the proposed
configuration, as opposed to two totally separate operations.
Listed below are some that come to mind, and the estimated
monthly savings by the proposed configuration:

1. Rent $10,000
2. Property taxes 5800



3. Real estale insurance 5200
Ttems 1 through 3 are based on the assumption that the
proposed operation would require 20% less land and building
than two separate operations to produce the same volume.

4. Utilities $300

5. Owner $5,000

6. Service Manager $4,000

7. Parts Manager $3,000

8. Business Manager $2,000
Ttems 5 through 8 are based on the net savings of employing a
manager and a clerical person versus two managers. With the

proposed configuration, job duties would be redistributed to
jower levels, but the overall personnel count would be the
same.

9. Payroll and unemployment taxes on 5-8 5900
10. Workers compensation on 5-8 $400
11. Vacation pay on 5-8 $400

Ttems 9 through 11 are based only on the dollars saved in
items 5 through 8.

12. Demonstrators $1,200
Assumes only managers have demos. Savings would be on the
three managers and owner saved by the proposed operation.

13. Computer 53,500

Only one system instead of two at approximately $5,000 per
month would be necessary. The full §$5,000 savings would not
be realized, as additional terminals and memory would be
necessary, thus an estimated $3,500 savings.

14. Dispatcher $1,100
15. Service Advisor $1,800
16. Benefit expenses on above $400

Ttems 14 and 15 are based on the net savings of replacing one
dispatcher and one Service Advisor with two clerical people.
$#16 is same as #9, 10, and 11.

17. Shop equipment duplication 5500

18. Parts inventory reduction $500
Based on estimated lower inventory level of $50,000 for
combined inventory. _It would be lower due to elimination of
duplications, and a lower days supply necessary due to quicker

turn. Monthly savings is based on 1% per month for cost of
mMoney .
19. Parts counterman 53,000

This is a net savings that would be realized by eliminating
one person at approximately $4,000 with benefits, and adding a
computerized parts catalog at $1,000 per month, thus
increasing the efficiency of remaining people.

20. Parts truck driver-part time $1,000
One driver could be more productive on each run, and fewexr
runs would be necessary due to better inventory levels.

21. Stock order allowance, target discounts $400
Better stocking levels, fewer emergency purchases, better
volume discounts.

22. Automotive Profit Buillders $2,000
Assumes monthly maintenance fee and four dealership visits per
year.



23. Atcon service consultants $1,500
Assumes amortization of installation expense and expected
dealership visits over three year period.

24, Hazardous waste consultant $250
25. Memberships, dues, and publications $250
26. Legal and auditing expenses $300
27. Supplies-volume discounts $500
28. Telephone system $200
29. Janitorial service $300

The above items total $45,700 per month, which is $22,850
less per dealership. BAnd this reduction is made with
absolutely no detrimental to sales nor customer satisfaction.
A portion of these saved expenses, which otherwise constitute
waste, could be put to better use in sales promotion,
training, and customer satisfaction promotion. The need to
pinch every penny in the interest of mere survival would be
eliminated. Other than the Automotive Profit Builders expense
savings, the above list includes no expenge reduction benefits
in the sales department, as these will be operated as two
independent operations as they are now. Management staff,
inventory levels, advertising levels, etc., will be the same
as if operated as two totally separate operations. See
forecasts for complete expense expectations.

c. NADA averages support the above: According to NADA
averages ol profitability for small and large dealerships, the
return on investment is more than double for larger
dealerships (see attachment.) Following are NADA Buick dealer
average return on sales:

Year 0 - 450 Retail 451 Or More Retall Difference
1986 .60% 1.42% .82%
1987 .87% 1.46% .59%
1988 L41% 1.02% .61%
1989 .20% 1.22% 1.02%
Average .52% 1.28% .76%

The 1.28% profitability for the larger dealerships 1s nearly 2
1/2 times the .52% of the smaller ones, with the trend to an
even greater difference. With the smaller store profitability
average so close to breakeven, it is obvious that many of
those stores were operating at a loss, unable to survive.

This underscores the necessity to have adequate volume
potential to weather the tough times.



NEARLY PERFECT TIMING

- The Auto Mall began in 1987 as a good, but ili-timed,
project for me as a single-line Buick dealer. The Buick
business was bad and getting worse. A recession was long
overdue, I was facing an early termination to my lease.
My appointment as a Cadillac dealer was forestalled by the
Auto Mall's delays.

With all this now history, the timing has ironically
become nearly ideal. Assuming the new building
construction begins in mid to late 1991, and completion in
carly to mid-1992, many risk-reducing advantages will be
realized by the timing:

1. Interest rates are low, and possibly heading
lower. It will be possible to obtain the lowest financing
rate in many years, an advantage which won't last long.
Each percentage point of interest savings results in a
monthly rent savings of $3,500-$4,000.

2. The construction industry is currently in a slump.
Consequently, the cost of labor and materials should be at
a low point.

3. Several other dealers plan to build in the Mall at
the same time, resulting in possible further savings by
buying in greater volume.

4. Recovery from economic recession should be well
underway when operations begin in new facility. Recovery
normally includes a general improvement in the auto and
truck market.

5. Assuming occupancy in early to mid-1992, GM sales
improvement from new models will be well underway.
Consequently, GM will have an improved share of an
improved market. The recently introduced Regal 4-door and
Park Avenue have done very well in our market. All
indications are that the 1992 new models will be equally
well received: LeSabre, Skylark, Seville, Eldorado, Grand
Am, and Bonneville.

6. The total automotive market is currently at the
bottom of a very predictable cycle, with every indication
that a recovery will be beginning in the second half of
1991. A graph of Bay Area total retail sales is at the
back of this section. This market recovery, combined with
General Motors' recovery, nearly assures a solid future
for the next five years.

In addition to the above timing advantages, the lease
available to me on the DiGiulio facility relieves me of a



difficult situation in my current facility. As noted
elsewhere in this proposal, my rent was raised $5133 on
December 1, 1990, and I have no lease. I could be evicted
at any time. An immediate, temporary, move to the
DiGiulio facility would alleviate the problem and save
considerable expense.
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