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Introduction

Charman Rockefeller, Senatétutchisonand Members of the Committee, | appreciate this
opportunity todiscuss how and whyne newChryslerGroupis realigning its dealer network.
Chrysler LLC’sdecisionaboutwhich of the company’s 3,181 dealers would be brought forward
to the new company wagsit wrenching, lot it was @ absolutelynecessary part of our effort to
assurdhe longtermviability of the newChryslerGroup The goal othesale ofourassets to a
new companys to position Chrysler to move forward as a strong, financially soudatite
company serving our customers withr@ader and more competitive lineup of environmentally
friendly, fuetefficient, highquality vehiclesand an equally high level of customer service
through an efficient dealer network

The last thingChryslerwanted to do was enterto Chapter 111 can empathize with the dealers
who were not brought forward into the new compaaryl can understand thélisappointment
This has been the most difficult business action | have personally ever had tBuake
optimization of Chrysler'slealer restructuring plan is necessary to save the comipaay.
opinion filed May 312009, granting approval for Chrysler’s motion to sell substantially all its
asset4o a new company in an alliance with Fiat S.plAS. Bankuptcy Court Judge Gonzalez
stated

“The underlying argumendf manyopposing the transaction is not against the

Government Entities’ involvement. Rather, it is the desire to have the Governmental
Entities protect every constituenagthin the autandustry from economic loss, and not

to limit the protection to those interests that the government perceives as being essential
to the survival of a successful “New Chrysler.” For example, any dealership rejection

that is approved will cause hardshipttee particular dealership involved, but may well

be necessary if New Chrysler is to survive. These are the kinds of economic decisions that
have to be made in every bankruptcy case.”

There are two main elements that we can control as an automakemdwstprand our dealer
network.It's a welkdocumenteapinion of the Administratioandmany members dfongress
thatover the year€hrysler has nanoved fast enough to makeetoughchanges necessary to
become a formidable competitdihe changes cuméy underway at Chryslareneeded fothe
companyto produceompetitiveproducts andield a healthydealer body. If we invest in better
productswvhile maintaining a disadvantaged dealer hotitherChrysleror our customerwiill
benefit



Why Optimizing Our Dealer Network Is Necessary

At Chrysler, we areealigningour dealer networko ensurehatthe newdealer body will be
strong and competitivia the future We enteredChapter 11 proceedingecause the automobile
industry is in a depressiphrought about by the economic slowdown and the freezing up of
credit markets. Chrysler was unable to survive in that environbsatuse our products and our
dealer network were not competitivEhenew Chryslerthatwill be formed as a result of the
Chapter 11processeeds to be able to survigad compete in the face of increasing global
competition bettethan theChryslerthat went into it.

As a whole, the Chrysler dealer network is not profitaiolé therefore not viahlén 2008, the
average U.Sautomotivedealer sold 525 vehideand made a profit of $279,0@6cording to the
National Automobile Dealers Associatidmt Chrysler dealers sold only an averagé@h
vehicles..and on averagest $3,431.

Dealer Profitability and Annual Unit SalesComparisons- 2008

All Automotive Dealers All Chrysler Dealers Discontinued
U.S.National Average U.S.National Average Chrysler Dealers
Retail Sales: 525 Vehicles RetailSales: 405 vehicles  Retail Salesi63
Profit: $279,000 Profit: ($3,431) Profit: ($73,000)

2008AverageRetail Sales perDealership
Chrysler LLC Chrysler LLC

Total Assumed only Honda Toyota Nissan
405 640 1219 1,292 693
NADA andChrysler data

Today’'s automotive industry cannot support the number of dealers currently in the marketplace.
From 1990through2007, the industry averaged 16 million new vehicles sold each year. As a
result of the industry depression, U.S. light vehicle sales fell to 13.2 million vehicles in 2008,
and are projected to be only 10 million to 10.5 million vehiate2009.As part of the viability
plansubmittedto the administration on Felb7, Chrysler revised its Seasonally Adjusted Annual
Rate (SAAR) forecast covering the next four yaaneflect the reality of a declining automotive
industry. The plaprojeced commencing in 2009, a SAAR level of 10.1 million units and for
years 2009 through 2012, an average SAAR levehtyf10.8 million units.

There’s not enough business for the number of de@Glengsler hasoday, given that we have

less than twahirdsof our former sales volumelhe Chrysler dealer network faces the

additional disadvantage of a legacy of dealers that sell only one or two of the company’s three
brands- Chrysler, Jegp and Dodge- whichhaveled to redundancies and inefficiencies in
product development and marketing costs. Poor performing dealers within the dealer network
also cost the company in terms of lost sales and low customer satisfaction.



The “overdealering” problem has been well chronicled over the past severakeyesrbefce
the drastic downturn in salds the May 282009,Detroit Free Pressjournalist Sarah Webster
recalled writing about the problem two years ago:

“When | was working on the series in 2007, a Chrysler dealer in the Boston area wanted
me to visit his Ddge store so he could show me what a dump it was and how badly it was
hurting Chrysler's imagelhis dealer wanted to upgrade his rdawn store, but, the way

he saw it, Chrysler had crowded so many dealerships into his area to fight over a shrinking
pie that he would never be able to sell enough cars and trucks to pay for the renovations.
Dealers clustered in an area would move quickly to discount cars and trusksetimes

taking a loss- just so they could close the sale and move a vehicle offaheir |

Cutting the price obviously hurt the dealers and the automakers. But the dealers had no
choice. If they didn't, another nearby dealership selling the same models most certainly
would”

David Cole, chairman of the Center for Automotive Research, wdedjuothe May 1Train’s
Detroit Businesss saying the current dealership network is too large.

“The companies have lost so much volume, so they have dealershipiséathat
volume..In the end, it's important to have successful dealers that can ptasdest
possible face to the consumers,” Cole said.

AutoNation, Inc, one ofChrysler’s largest dealer grasipy volume will be closing seven
Chrysler dealerships as a result of our consolidation plan. Nevertheless, Mike J&tksonan
andChief Exesutive Officer of AutoNationreleased this statement:

“We believe Chrysler's consolidation plan is a difficult but positive step forward for
Chrysler and the automotive retail industry. Dealer consolidation is a necessary measure
in today'sautomotive indstryand will strengthen America's dealer network and improve
dealer profitability over the long term."

Even before the current economic crisis, Chrysler realized it needed a smaller dealer network.
Chrysler’s efforts to consolidate its dealer networledstck to 1992, when wed4,923
dealers, and have continued since.

History of Chrysler Dealer Network Optimization Initiatives

PROJECT 2000

Objectives (on -going) PROJECT ALPHA

« Consolidate Brands ~

* Customer Service

* Location PROJECT GENESIS

* Facility
* Sales Performance

/



Chrysler has consistently communicated the need for a consolidation of tealersietwork

Our most recent restruging effort Project Genesiss aimed at bringing all three brands under
one roof to go along with our plan to produce fewer products that ovédaesis was launched
in 2008 with an extensive communication plan including a series of meetings aerbsstéa
States with our dealers and presentations at the National Auto Dealers Association annual
conferenceln each market, we identified the optimal number of dealers and locations and we
began working collaboratively to build a healthy and profitalelevork.

Some have suggested that because an auto manufacturer like Chrysler sells cars to the
dealerships, and these dealerships are independent businesses, they are not a cost to Chrysler.
This is simply not trueFor Chryslergxcess dealerships arestly in several ways. Firsttise
the problem of maintainingeveraldealershighannelsMaintaining multiple distribution
networks is inefficient and costlizroduct complexity is increaségcause of the need to
provide products in the same segmendifferent networks. For example, Chrysler currently
supplies dealers with two similar minivans, Chrysler Town & Country and Dodge Grand
Caravan; two similar fulsize sporutilities, Chrysler Aspen and Dodge Durango; two similar
mid-size SUVs, Dodge Mo and Jeep Liberty; and two similar sedans, the Chrysler Sebring
and Dodge AvengeBased on six major vehicle launches between 2005 and 2008, Chrysler
incurred approximately $1.4 billion in incremental cdstgevelop thesmultiple pairs of'sister
vehicles’

Second, as a result of overdealeritige marketingnd advertisingnessages are split between
multiple products, diminishing the reach and frequency of each campaigaxamplein 2008

we spent about®0 million on each of twanarketing ancdvertising campaigns to launch our
two redesigned minivasinstead of spending half as much to support a single launch to attain
virtually the same sales volume.

Going forwardthe new Chrysler Group LL@ill reduce the number of overlapping products.

We are moving from 2 nameplates covering 13 product segments ir7 2aendar year to a

target of 20 nameplates covering 17 segments by 2013 calendar year. Fewer nameplates with
better product and customer market coveragehelfpimprove the overall retaron our product
capital investmenfThis means that dealers need to halléhree of our brands under one roof in
order to offer a full range of products and to optimize their profit potential.

Examples of Lost Revenue andCost Associated with Discontined Dealers

e Product engineering and development $1.4 billion over 4 years

for “sistervehicles
e Lost sales due to dealer underperformance $1.5 billion revenue annually
e Administrative cost to maintain $33million annually

the 789 discontinued dealers



e Marketing and advertising $150 million annually
Chrysler data

Finally, poor performing dealers cost us customers. It's true that dealers are our customers, but it
works both ways. If they don’t sell cars, we don’t eithenor performing dealerships cabno

afford to keep facilities upo-date or hire and train the best people, resulting in poor customer
experience and lower salds.fact,in 2008the 789 discontinuedealersachieved sales anly

73 percent of the minimum sales responsibility, reprasgih,000 lost unit sales and $1.5

billion in lost revenue in 2008.

A financially strong, competitive dealerstgpouldgenerate profitever $1 milliona year.
Profitabledealers can affortb invest in facilities, in people, in trainingndin amenties that
producea high level of customer satisfaction.

As | said earlier, we tried our best to av@dapter 11NowasChrysler moves through the
processwe need tao our best tdorm a new company that wikkvolvefrom theprocessas

viable as posbie. We recognize that the U.S. government and the American taxpayers have a
stake in our success, aweg are committed to building a new American automotive company
that is financially sound and competitive both from a product and dealer perspEuisweas

our goal when we presented our viability plan in February asaitr goal in the Chapter 11
process.

How Identified Dealers a Data-Driven, Objective Methodology

To achieve the necessary realignment, we are ashmgughtful,rigorous and objecte process
designed tdvave the least negative impact while still creatimgwa dealer footprint scaled to be
viable and profitabléor thelongterm The methodology was consistently applied to every

dealer in the company’s U.S. operatiohise decisios made to eithezontinueor discontinue

dealer contracts were basedamobust process that looked at all market types, Metro, Secondary
and Rural. This analysis reviewsthnyfactors thaareunique for each market and dealer. The
primary focus of tts intiative, as it has been underofect Genesis, was to create a more viable
network footprint that enhanced sales per dealer Whitging all three brands together within
each retail outlet.

These factors included:
e Total sales potential for eachdimidual market
e Each dealer'sacord of meeting minimum sales responsibility

e A scorecard thadach dealer receives monthly, and includes metricsales market
share, new vehiclghipmentssales satisfaction indegervice satisfaction index
warrantyrepairexpense, and other comparative measures

e Facility that meets corporate standards



e Location in regard to optimum retail growth area

e Exclusiverepresentation within larger markets
A team of people within odocal business centers around the courdmyell as headquarter
staffreviewed every market and dealer situation as a group many times. From this analysis the
2,392 dealers who would best carry the new company forwareidentified.

Although Chryslersubmitted a plan to reduce total dealer cdiyn25 percent, those dealers

represent only 14 percent of our sales volume. Half of these dealershfpwegthan 100

vehicles a year, or less than nine vehicles per month on average (that compares with 125 vehicles
sold per month on average at Toyd&alerships). About 44 percent of thsecontinuediealers

who reported revenues were profitgldarningd84 million last year, while the remaining 56

percent were unprofitable, losing a total of $136 million.

Chrysler 789Discontinued Dealers &a Glance
o 25% of totaldealer network
e 14% of sales volume
e 50% sell 100 orfewernewvehiclesper year
e 84% sell more used than new vehicles

e 44 % are dealers dualled with a competing franchise

In many instances, we’re moving a franchise as part of our ofRrogict Genesis consolidation
that brings all three of our brands under one roof. So, witBdge dealés contract is not
assumedthat franchisen some cases will wind up in a neaf@rysler/Jeep store. In that case
the businesshouldgrow, become wre profitable and have a beneficial impact on the
community. Of our remaining 2,392 dealerd,f&rcent will carry all three of our brands
compared to B percent prior to implementation of this plainenew Chrysler GroupLC

dealer network will be in lier retail locations with more modern facilities that are convenient
and better positioned to serve customers. With the opportunity for increased sales per outlet,
dealers should experience an enhanced franchise value resulting in more willingmesss to
facilities, people and their local communities.



Chrysler Customers Will Still Have Convenient Access to Improved Dealer Network

Of the 78iscontinuediealers, 284 are within 10 miles of a sadime dealer that is being
retained. Based on regiation data, our customers reside an average of 6.67 miles from the
nearest Chrysler, Jeep or Dodge dealer now; this distance will increase to 7.09 miles after the
consolidationWith regard to rural dealers, the distance increases from 10 to 11 Ewdgswith

the consolidation, our dealers averagare more conveniently located to customers than
Toyota or Honda dealers are to their customers.

Customer Convenience Comparison
Average distance in miles a customer must drive to reach a dealership

Oold New
Chrysler || Chrysler Change Toyota Honda Chevy Ford
Metro 4.45 4.82 0.37 5.01 5.11 4.10 4.23
Secondary 6.08 6.44 0.36 7.38 7.58 5.69 5.76
Rural 9.72 10.70 0.98 19.27 24.27 8.04 8.69
Total 6.28 6.80 0.52 9.11 10.31 5.58 5.81

Urban Science2008

It's vital to Chrysler’s futurehat we take care of our customers’ needs during this process. We
have a comprehensive communications plan to be launched by the new company that will
include a letter to all owners, explaining odragice with Fiat and emergence aglarant new
company. These letteadsowill assure customers that all warranty claims will continue to be
honored angrovide a tolfree hot line number to a call center to answer their quesiibose
owners who areustomers of terminated dealers will receive another letter a few days after the

terminations are official, providing information on other dealers in their area as well as a service
offer.

Timing of the Dealer Consolidation

The time frame fodiscontinuirg dealers was driven by tl@&hapter 1Jprocess and the need for
speed in order to preserve maximum vdtreChrysler.Prior to May 1, Chrysler had planned to
avoid bankruptcy. Only after filing didle begin the necessary procedsictuallyidentifying
which dealers could go forward with the new company. Timing was mandated Ggdpeer 11
proceeding, including the requirement to completestnategicalliance with Fiat by June 15t
was important to Chrysler and Fiat that a new and stronger deaderkevould be in place by
the closing dateOn May 14 we notified the dealers of our decisions, and later filed the list of
discontinued dealers with the court.



In his approval of the gamotion, Judge Gonzalennfirmed “while in Chapter 11Chrysle is
a wasting assgt— meaning thatvhile we’re not building cars, our assets deteriorating and
customers are losing confidence.

It is in the best interest of Chrysler and discontinued dealersyte quockly through this
processThe number of dayshotice provided taiscontinueddealers was similar to the 30 days
provided under the Chrysler voluntary termination procasd,it provided for a quick process in
everyone’s best interegiinancial commitments from both the UghdCanadian governmén
require our allianewith Fiat becompletedby June 15. This deadlimeterminedh number of
other deadlines, including the June 9 termination date for rejected déakrsermination date
Is needed to ensure that our new dealership structure viathtdg in place at or about the time
the new company is formeudth Fiat— something understandably important to Fiat.

The success of our new enterprise depends in large part on this new dealer body, and we must
focus our limited resources orighSimilarly, we do not want customers to have any confusion
about who is and who is not a dealer for the new company. The termination dhsedotinue
dealers was chosen, therefore, to meet the demandsafkditorsand partners, to bring our

new dealenetwork online as quickly as pdste, and to strongly signalistomers that the new
dealer body will meet their needs.

What Chrysler Is Doing to Provide Relief forDiscontinued Dealers

We have worked hard tassure as soft a landing as possible fod#sersvhose contracts have
not been assumeWe quicklyput together a program with GMAC to provide wholesale
financing so the inventory could be redistributed to the dealers going fordraatdr this

program, a dealer would receive theoice price Iasholdback and other fed¢ise dealer was
already paidless a $350 dollar fee for inspecti@eaningand transportation of each vehicle.
Since the inventory is owned by a dealer, their approval is required for Chrysler to assist in the
redistribution pocessEvery dealer was asked to sign an "Inventory Assistance
Acknowledgement Form" indicating that he or she understood the peowhsanted our
assistancelhere were 2,000 vehicles in stocét discontinued dealers on May 14, and working
togetherwe've alreadysold or redistribute@9 percent of allzehiclesin discontinued dealer
inventory.



Inventory Status of Discontinued Dealers

5/1409 Dealer
Inventory Sold/Redistributed Balance
# % # %
Total 42,006 37,488 89% 4,518 11%

(memo)

Deales

Accepting 20,226 19,679 97% 547 3%
Assistance

As of 6/1/09

Everydealeron thediscontineedlist was contacted by a representative from his or her business
center by close of business May 22. Each dealer was advised of and received a letter that
outlined the process that Chrysler developed for assisting in the disposition of vehicles, parts
inventory, special tools and signag&hile our objective is to hawertually all units sold or
redistributed by June 9, we will continue to work with a dedter ¢hat date in the redistribution
of inventory and in the processing of incentive and warranty cldirago the dealer.

The potential job logsassociated witdiscontinuedleales are far less than some of the public
speculation you have seen. Basedour data, we estimate a total of 29,982=anployed at the
dealerships that we proposediiscontinue However, it is important to note that 44 percent of
these dealers are dleal with our competitors, arate expected toontinue selling those othe
makes. In those duab dealerships Chrysler brands represent only 12 percent of their total sales
volume. In additionit’s important to note th&4 percent of these dealers sell more used vehicles
than new, and many of these dealers will continuangedindservicingpreowned vehicles.
Therefore, it is a safe bet that a substantial number of these employees will not lose their jobs.
For those that do, Wwe expanding outurrentonlinejob postinghiring process to help place
dealership employees wiose their positions'he job loss is painful and tragic, but is much
better than the alternative of all dealers closing as a result of liquidation.

Shared Sacrifice Required to Save Chrysler

There’s no question th@hapter 11has been a painful prose8Vhile anumber ofelected

officials, commentators, and other observers of the industryddxacated bankruptcy for the
company, it was not Chryslsrfirst choice However at this pointwe arecommittedto do our

best to create mewcompanythat wil succeed in the long terridVe recognize thatou and your
constituents have a stake in our success, and that's why we are committed to take the tough but
necessary actions to build a new Chrysler that is fully able to compete and win. To do that we
mustprovide the American public fuelfficient vehicles with strong consumer appeal and a

strong hightquality and viable dealer network: One without the other will fail.
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Does my heart go out to the dealers wihib not be part of the new companiBsolutely.But
we’ve had to make many hard choitexreate a viable business and preserve jobs for tens of
thousands of peopl®&lany of our stakeholders have made unprecedented sacrifidbsit
perspective, theacrifices othe dealer networlre irline andappropriate considerinthat
27,000Chryslerjobswereeliminated the UAW acceptedvage and benefit cuthat place them
on a par with workers at transplant operationanysuppliershave experiencegricing

reductiors in addition to significant job lossessulting from reduced volumesndmanyare
retirees losin@ significant portion ofheir pensions.

Given the auto industry depressi@hryslerhad no choice but to se@hapter 1Iprotection.
Facing that reality, we usedf@oughtful,fair process, rad we aredoing everything possibke
soften theampactto everyone affected.

Realignmentf our dealer networlwill help createa vibrant new company, with a stronger and
leaner organization and a key partner in Fiat. Moving forward with 75 percent déaler
network is far better than the alternative of liquidation, wi@tinyslerwill face if the sale of
assets is ndtnalized and the alliance with Fiat complet&thder liquidationtens of thousands
would be out of work, andll 3,181 of our U.S. ealerships would lose their agreements to sell
and service Chrysler vehicles, which would have a far more devastating eféacres of
communities and on oumational econom

We're extremely excited aboatr prospects going forward. Our alliance wiiat will provide
significant strategic advantages, including access to high qualityeffieeéént small and

compact vehicles, as well as platforms, powertrain technologies and components that will be
produced at Chrysler manufacturing sites. TogetheiChryslerGroupand Fiat will bring a

range of exciting, new fusadfficient compact vehicles to North American consumers, helping
stimulate growth in this segmeiite new Chrysler Groupi®evampediealer network will help
ensure that remaining dealersdehe new company will be strongandmore profitable

providing a solid base of jolasmd capable of growth going forward.

Chrysler's Special Bond wth the American Public

Throughout its 84year historyChryslerhas had and will continue to have a@gkrelationship
with the American public. The “new” Chrysler Group LLC will continue to provide innovative,
high-quality, vehicles and service to the American consumer, and also will be fully capable of
competing in the global market. It will be an ekaittime for the entire “new” Chrysler family.

Werecognize that we havespecial bond wittAmericaand with American taxpayers, ané've
committed to deliver on their investment by buildingable conpany and building high quality
productswith strorg consumer appealVe take to heart our responsibility to produce vehicles

that serve society and contribute to getting our country and our national economy back on track.
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As we have testified before, several actions will help stimulate automotive sedgseturning

to a functioning finance environment for our custas@@rd dealers will help spur sales. Second,
programs that will increase demand such as the Drive America Forward Act sponsored by
Senators Stabenow and Brownback would be helpful. Tées fhodernization program will
stimulate sales while improving fuel economy.

A strongnewChrysler can play a key role in rebuilding the American manufacturing-base:
manufacturing must thrive if we want the economy to grow in the long term. Soutpdyr

country’s health and security depends on our ability as a nation to make things that people want
to buy.

Given the fragile state of the economy, a failure of Chrysler would be a severe setback for the
efforts to restore confidence and revive growilnealthy U.S-based automotive industry is the
backbone of the nation’s economygreating wealthEvery direct job at an automaker creates
nearly 10 more jobs at suppliers and supporting industries. The auto industry has been a great
engine for producingoodpaying, middleclass jobs.

We are very grateful to loyal Chrysler customers who have supported us throughout this process
and assure them Chrysler Group is well prepared to produce and support quality vehicles under
the Jeep®, Dodge and Chrysler taas well as parts under the Mopar® brand. We also
recognize the sacrifices, unstinting loyalty and enduring belief in Chrysler of many stakeholders,
including Cerberus and Daimler, the UAW and CAW leadership, employees, dealers and
suppliers who made tical contributions to the viability of Chrysler Group, Chrysler Financial

and their efforts with GMAC to provide financing, and the energy and conamiof the U.S.
Treasury, the President’s Auto Task Force, Members of Congress and representativaatat the
and community level and Canadian Federal and Ontario Provincial governments in lzelping t
move Chrysler Group forwardlVithout the extraordinary efforts of all these constituents, the
alliance and the creation of a new Chrysler would not have luessibfe.

All of us at Chrysletake enormous pride in the contributions thatcompany has mad our
industry and country. Walso are deepligonored by the trust that customeositinue to place in
us, and we look forward to continuing to earn theistt for many more years.

Thank you very much.
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