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Introduction

CharmanStupak ranking member Waldeand Members othis 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 wagit wrenching,but it was & absolutelynecessary part of our effort &gsure

the longtermviability of the newChryslerGroup The goal othesale ofour assets to a new
companywasto position Chrysler to move forward as a strong, financially sound automotive
compaury serving our customers withbeoader and more competitive lineup of environmentally
friendly, fuetefficient, highquality vehiclesand an equally high level of customer service through
an efficient dealer network

Court Approves Dealer Optimization Plan, and Chrysler - Fiat Alliance Finalized

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 mosgffatult business action | have personally ever had to t&ké.the
optimization of Chrysler'slealer restructuring plamasnecessary to save the companyanorder
filed June9, 2009,U.S. Bankuptcy Court Judge Gonzalemthorized the discontinuatieof dealer
agreements as part of our optimization plan

The rejection of the Rejected Agreements, as set forth herein,

(1) constitutes an exercise of sound business judgment by the Debtors, made in good faith
andfor legitimate commercial reasons;

(2) is appropriate and necessary under the circumstadessribed in the Motion, the
evidentiary record, the Grady Declaration, the Debtors' Designatmasthe Reply; and

(3) is warranted and permissible under sections 105 and 365 8fihleuptcy Codand
Bankruptcy Rule 6006.

Also on June 9, The Supreme Court lifted its stay on Chrysler LLC’s transaction with Fiat S.p.A.,
enabling the previously announced global strategic alliance to pro@adgleased to report that
today, the alliance agreeméas been finalized, and a vibrant new automotive company has been
formed.

There are two main elements that we can control as an automaker:dwstpr@nd our dealer
network.It's a welkdocumenteapinion of the Administratioandmany members dfongres that
over the year€hrysler has namnoved fast enough to makeetoughchanges necessary to become
a formidable competitoiThe changes currently underway at Chryalemeeded fothe company

to producecompetitiveproducts andield a healthydealerbody. If we invest in better products
while maintaining a disadvantaged dealer hawbitherChryslermor our customersiill benefit



Why Optimizing Our Dealer Network Is Necessary

At Chrysler, we areealigningour dealer networko ensureghatthe newdealer body will be strong

and competitiven the future We enteredChapter 11 proceedinggecause the automobile industry

is in a depression, brought about by the economic slowdown and the freezing up of credit markets.
Chrysler was unable to survivetimat environmenibecause our products and our dealer network

were not competitiveThenewChryslerformed as a result of ti@éhapter 1Jprocesseeds to be

able to surviveand compete in the face of increasing global competition lik#tertheChrysler

that went into it.

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

Dealer Profitability and Annual Unit Sales Comparisons 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 and Chrysler 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 depressn, U.S. light vehicle sales feth tL3.2 million vehicles in 2008nd are

projected to be only 10 million to 10.5 million vehicles in 2089 part of the viability plan

submittedto the administration on Feb7, Chrysler revised its Seasonally Adjusiéechual Rate
(SAAR) forecast covering the next four yetoseflect the reality of a declining automotive

industry. The plaprojected commencing in 2009, a SAAR level of 10.1 million unéisd for

years 2009 through 2012, an average SAAR levehtyf10.8 million units.

There’s not enough business for the number of de@lengsler hatoday, given that we have less

than twethirds of our former sales volumé&he Chrysler dealer network faces the additional
disadvantage of a legacy of dealers thdtsdy one or two of the company’s three brands

Chrysler, Jeep and Dodge- which haveled to redundancies and inefficiencies in product
development and marketing costs. Poor performing dealers within the dealer network also cost the
company in terms dbst sales and low customer satisfaction.



The “overdealering” problem has been wahkonicled over the past several yeassen before the
drastic downturn in salek1 the May 282009, Detroit Free Presgournalist Sarah Webster recalled
writing aboutthe problem two years ago:
“When | was working on the series in 2007, a Chrysler dealer in the Boston area wanted me
to visit his Dodge store so he could show me what a dump it was and how badly it was hurting
Chrysler's imageThis dealer wanted to upgradis rundown 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 reayuickly to discount cars and truckssometimes
taking a loss- just so they could close the sale and move a vehicle off their lot.
Cutting the price obviously hurt the dealers and the automakers. But the dealers had no
choice. If they didn't, anoth@&earby dealership selling the same models most certainly
would”

David Cole, chairman of the Center for Automotive Research, was quoted in the 2egiri'g
Detroit Businesss saying the current dealership network is too large.

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

AutoNation, Inc, one ofChrysler’s largest dealer grasipy volume will stop selling new Chrysler,
Jeep and Dodge vehiclessatven Chrysler dealerships as a result of our consolidation plan.
Nevertheless, Mike JacksoBhairman an@hief Executive Officer of AutoNatigrreleased this
statement:

“We believe Chrysler's caolidation plan is a difficult but positive step forward for Chrysler
and the automotive retail industry. Dealer consolidation is a necessary measure in today's
automotive industrand 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 network date back to 1992, when w@®hadealers,
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
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Chrysler has consistently communicated the need for a consolidation of dealersietworkOur

most recent restructuring effpRroject Genesiss aimed at bringing all three brands under one

roof to go along with our plan to produce fewer products that oveéBlapesis was launched in

2008 with an extensive communication plan including a series of meetings across the United States
with our dealers and presentations at the National Auto Deésdsxiation annual conferende.

each market, we identified the optimal number of dealers and locations and began working
collaboratively to build a healthy and profitable network.

Some have suggested that because an auto manufacturer like Chrystersétishe dealerships,

and these dealerships are independent businesses, they are not a cost to Chrysler. This is simply not
true. For Chryslerexcess dealerships are costly in several wayrst is the problem of

maintaining several dealership dn&ls.Maintaining multiple distribution networks is inefficient

and costlyProduct complexity is increaségcause of the need to provide products in the same
segment to different networks. For example, Chrysler currently supplies dealers with two simila
minivans, Chrysler Town & Country and Dodge Grand Caravan; two similesizellsporutilities,
Chrysler Aspen and Dodge Durango; two similar-sice SUVs, Dodge Nitro and J&fhiberty;

and two similar sedans, the Chrysler Sebring and Dodge AveBaged on six major vehicle

launches between 2005 and 2008, Chrysler incurred approximately $1.4 billion in incremental costs
to develop thesmultiple pairs of'sister vehicles

Second, as a result of overdealeritige marketingnd advertisingnessageare split between
multiple products, diminishing the reach and frequency of each campaigexamplein 2008we
spent about 0 million on each of twanarketing andhdvertising campaigns to launch owo
redesigned minivaninstead of spending half asich to support a single launch to attain virtually
the same sales volume.

Going forwardthe new Chrysler Group LL@ill reduce the number of overlapping produdt&e

are moving from 2 nameplates covering 13 product segments if7 2&&ndar year totarget of

20 nameplates covering 17 segments by 2013 calendar year. Fewer nameplates with better product
and customer market coverage widllpimprove the overall return on our product capital
investmentThis means that dealers need to haVéhree ofour 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 Discontinued 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 performinglealers 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 either. Poor performing dealerships cannot afford
to keep facilities uggo-date or hire and train the best people, resultingpor customer experience

and lower saledn fact,in 2008 the 789 discontinuedealersachieved sales anly 73 percent of

the minimum sales responsibility, representing 55,000 lost unit sales and $1.5 billion in lost revenue
in 2008.

A financially grong, competitive dealershghouldgenerate profitef more thars1 milliona year.
Profitable dealers can afford to invest iniliies, in people, in trainingnd in amenities that
produce a high level of customer satisfaction.

As | said earlier, wéried our best to avoi@hapter 11Now, the newChryslerGroupneeds to do

its bestto becomeasviable as possibl&Ve recognize that the U.S. government and the American
taxpayers have a stake in our successyandre committed to building a new Aroam

automotive company that is financially sound and competitive both from a product and dealer
perspectiveThis was our goal when we presented our viability plan in February esagaur goal

in the Chapter 11 process.

How Identified Dealers a Data-Driven, Objective Methodology

To achieve the necessary realignmemyuseda thoughtfulyigorous and objectivprocess

designed to have the least negative impact while still creatiegvalealer footprint scaled to be
viable and profitable for thiengterm. The methodology was consistently applied to every dealer
in the company’s U.S. operatioie decisions made to eithmyntinueor discontinuedealer
contracts were based amobust procesthat looked at all market typesetro,secondary andural.

This analysis revieweghanyfactors thaareunique for each market and dealer. The primary focus
of this intiative, as it has been undemfect Genesis, was to create a more viable network footprint
that enhanced sales per dealer whilaging al three brands together within each retail outlet.

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

e A scorecard thadach dealer receives monthly, and includes mewicsales market share,
new vehicleshipmentssales satisfaction indegervice satisfaction indewarranty repair
expense, 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 coyryvell as headquarterstaff
reviewed every market and dealer situation as a group many times. From this ahalys&92
dealers who would besarry the new company forwawereidentified.



Although Chryslersubmitted a plan to reduce total dealer count by 25 percent, those dealers
represent only 14 percent of our sales volume. Half of these dealershfps/eethan 100 vehicles

a year, oréss than nine vehicles per month on average (that compares with 125 vehicles sold per
month on average at Toyota dealerships). About 44 percent disttentinuediealers who

reported revenues were profitabéarnings84 million last year, while the reiméng 56 percent

were unprofitable, losing a total of $136 million.

Chrysler 789Discontinued Dealers &a Glance
e 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 % ae dealers dualled with a competing franchise

In many instances, we’re moving a franchise as part of our overall Project Genesis consolidation
that brings all three of our brands under one roof. So, witdge dealés contract is not
assumedgthat frarchise n some cases will wind up in a neaf®@irysler/Jeep store. In that catde
businesshouldgrow, become more profitable and have a beneficial impact on the community. Of
our remaining 2,392 dealers} Bercent will carry all three of our brandswgearedwith 62 percent

prior to implementation of this plamhenew Chrysler GrouLC dealer network will be in better
retail locations with more modern facilities that are convenient and better positioned to serve
customers. With the opportunity for reased sales per outlet, dealers should experience an
enhanced franchise value resulting in more willingnegsviest infacilities, people and their local
communities.



Chrysler Customers Will Still Have Convenient Access to Improved Dealer Network

Of the 789discontinuediealers, 284 are within 10 miles of a sdime dealer that is being retained.
Based on registration data, our trunsers reside an average of 6riBes from the nearest Chrysler,
Jeep or Dodge dealer now;ghdistance will increase 6.80miles after the consolidatioldVith

regard to rural dealerthe distance increases from 9.72 to 10ril@s.Even with the consolidation,

our dealer®n averagare more conveniently located to customers than Toyota or Honda dealers
are to their catomers.

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 Science 2008

It's vital to Chrysler’s futurehat we take care of our customers’ needs during this process. We have
a comprebnsive communications plan to be launched by the new company thatcwidle a letter

to all ownersexplaining our alliance with Fiat and emergence @brant new company. These
lettersalsowill assure customers that all warranty claims will contitaulee honored and provide a
toll-free hot line number to a call center to answer their questions. Those owners who are customers
of terminated dealers will receive another letter a few days after the terminations are official,
providing information on othredealers in their area as well as a service offer.

Timing of the Dealer Consolidation

The time frame fodiscontinuingdealers was driven by tl&hapter 1Jprocess and the need for

speed in order to preserve maximum vdtreChrysler.Prior to May 1, Clysler had planned to

avoid bankruptcy. Only after filing dieke begin the necessary procedsctuallyidentifying which
dealers could go forward with the new company. Timing was mandated Gdpeer 11

proceeding, including the requirement to conglatrstrategicalliance with Fiat by June 15t

was important to Chrysler and Fiat that a new and stronger dealer network would be in place by the
closing dateOn May 14 we notified the dealers of our decisions, and later filed the list of
discontinud dealers with the court.

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



It wasin the best interest of Chrysler and discontinued dealers\te quackly through this process.
The number of dayshotice provided taliscontinueddealers was similar to the 30 days provided
under the Chrysler voluntary termination processl it povided for a quick process in everyone’s
best interest-inancial commitments from both the UghdCanadian governmegitequire our
alliancewith Fiat becompletedby June 15. This deadlimetermineda number of other deadlines,
including the June 9 tmination date for rejected dealeffiat termination date is needed to ensure
that our new dealership structure will be firmly in place at or about the time the new company is
formed with Fiat- something understandably important to Fiat.

The success ajur new enterprise depends in large part on this new dealer body, and we must focus
our limited resources onith Similarly, we do not want customers to have any confusion about who

is and who is not a dealer for the new company. The termination daisdontinuedlealers was
chosen, therefore, to meet the demands otmditorsand partners, to bring our new dealer

network online as quickly as pdsie and to strongly signaustomers 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 for the deslherse contracts have

not been assumeWe quicklyput together a program with GMAC to provide wholesale financing
soall remainng inventorywould be redistributed to the dealers going forw&idder this program,

a dealer would receive thvoice price lesfioldback and other fe¢lse dealer was already paid,

less a $350 dollar fee for inspectiafeaningand transportation okeh vehicleSince the

inventory is owned by a dealer, their approval is required for Chrysler to assist in the redistribution
process. Every dealer was asked to sign an "Inventory Assistance Acknowledgement Form"
indicating that he or she understood thecessandwanted our assistance. There were 42,000
vehicles in stock at discontinued dealers on May 14, and working toge#ee, alreadysold or
redistributechearly100percent of allzehiclesin discontinued dealer inventory.



Inventory Status of Discontinued Dealersas of June 9, 2009

5/1409 Dealer
Inventory Sold/Redistributed Balance
# % # %
Total 42,006 41,786 9% 220 1%
(memo)
Dealers
Accepting 12,347 12,347 100% 0 NA
Assistance

Everydealer on thdiscontinuedist was contactelly 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 toolsand signageOur objective was to have 100% of the inventory sold to customers or
committed to a “go forward” dealer by June 9. We accomplishedrtisll dealers who agreed to
accept Chrysler’s assistance in the redistributto®jrispection anghipment of inventorywill

beginon Junel2, and wewill continue to work with dealens the processing afutstanding

incentive and warranty claims

The potential job logsassociated witdiscontinuedleales are far less than some of the public
speculathn you have seen. Based on our data, we estimate a total of ge¢f8@areemployed at
the dealerships that we proposedligcontinue However, it is important to note that 44 percent of
these dealers are dleadl with our competitorandare expectedtcontinue selling those other
makes. In those duab dealershiphrysler 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 ofdéke dealers will continue selling aservicingpreowned vehicles.
Therefore, it is a safe bet that a substantial number of these employees will not lose their jobs. For
thosewho do, were expanding oucurrentonlinejob postinghiring process to helplace dealership
employees who lose their positiofi$ie 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&hapterll has been a painful proce¥ghile anumber ofelected officials
commentatorand other observers of the industry hadgocated bankruptcy for the company, it

was not Chryslés first choice However at this poinfwe arecommittedto do our best teareate a

new companyhat will succeed in the long termMle 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 competel win. To do thatve must provide the
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American public fuekfficient vehicles with strong consumer appeal and a stioglrquality and
viable dealer networlone without the other will fail.

Does my heart go out to the dealers wihib not be part othe new companyARbsolutely. But
we’ve had to make many hard choitexreate a viable business and preserve jobs for tens of
thousands of peopl&lany of ourotherstakeholders have made unprecedented sacrificésat
perspective, theacrifices othe dealer networkre inrline andappropriate consideringat27,000
Chryslerjobswereeliminatedthe UAW acceptedvage and benefit cutbat place them on a par
with workers at transplant operationsanysuppliershave experiencegricing reductiosin
addition to significant job lossessulting from reduced volumemndmanyretireesarelosinga
significant portion otheir pensions.

Given the auto industry depressi@hryslerhad no choice but to se€hapter 1lprotection.
Facing that reality, wased ahoughtful,fair procesdo assess our dealer netwaakd we areloing
everything possibleo soften theampactfor everyone affected.

Realignmentf our dealer networlwill help createa vibrant new company, with a stronger and

leaner organizatimand a key partner in Fiat. Moving forward with 75 percent of our dealer network
is far better than the alternative of liquidation, whigryslerwill face if the sale of assets is not
finalized and the alliance with Fiat completéthder liquidationtens of thousands would be out of
work, andall 3,181 of our U.S. dealerships would lose their agreements to sell and service Chrysler
vehicles, which would have a far more devastating effestores of communities and on our

national economy.

We're extrenely excited aboubur prospects going forward. Our alliance with Fiat wilbvide
significant strategic advantages, including access to high qualityeffieéént small and compact
vehicles, as well as platforms, powertrain technologies and compadnaimglt be produced at
Chrysler manufacturing sites. Togethte ChryslerGroupand Fiat will bring a range of exciting,

new fuetefficient compact vehicles to North American consumers, helping stimulate growth in this
segmentThe new Chrysler Groupi®vampediealer network will help ensure that remaining

dealers and the new company will be stronged more profitable, providing a solid base of jobs

and capable of growth going forward.

Chrysler's Special Bond with the American Public

Throughout it84-year historyChryslerhas had and will continue to have a special relationship
with the American public. The “new” Chrysler Group LLC will continue toyide innovative,
high-quality vehicles andexvice to the American consunmend also will be fullycapable of
competing in the global market.istan exciting time for the entire “new” Chrysler family.

Werecognize that we havespecial bond wittAmericaand with American taxpayers, ané've
committed to deliver on their investment by building able conpany and building higlguality
productswith strong consumer appe#lie 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 befey several actions will help stimulate automotive sales. Fatsirningto

a functioning finance environment for our custosreerd dealers will help spur sales. Second,
programs that will increase demand such adihthat the house just passed, ThenSumer’s
Assistance to Recycle and Save Act, wduddrery helpful. We appreciate Congresswoman

Sutton’s leadership sponsoring this legislation as well as Chairman Stupak’s efforts in getting the
bill through the houseélhis fleet modernization programlixstimulate sales while improving fuel
economy.

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

country’s health andecurity 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 growth. A healthy-baSed autontive 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 producingvell-paying, middleclassjobs.

We are very grateful to loyal Chrysler customers who have supported us throughout this process
and assure them Chrysler Group is vpeépared to produce and suppsrtlity vehicles under the
Jeep Dodge and Chrysler brands as well as parts undevitipar® 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
critical contributions to theiability of Chrysler Group, Chrysler Financial and their efforts with
GMAC to provide financing, and the energy and cotnmantof the U.S. Treasury, the President’s
Auto Task Force, Members of Congress and representatives at the state and community level a
Canadian Federal and Ontario Provincial governments in helpmgv¢e Chrysler Group forward.
Without the extraordinary efforts of all these constituents, the alliance and the creation of a new
Chrysler would not have been possible.

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

Thank you very much.
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