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Foreclosures still flood market

MICHAEL SHEW | STAFF WRITER

New-home sales for Greater Sacramento in the thind
quarter were the lowest in the decade that The Grepory
Group has tracked them.

There were 1,34 homes sold in the six-county region
July through Sepitember, the Folsom-based analvst said,
about 100 fewer than the previous low set during the first
quarter of the year.

Gregory Group founder Greg Paguin said sales aren’t
plunging, but they are bouncing along the boftom as a
steady stream of foreclosed homes flood the market.
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New-home sales creep even lower
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Franchises left region at
almost triple the national rate

BUYING TIME |
West Sac wants fo share
tp ewees | Up Frant 3 '

NELLY JOHME0M | STRET WRITER

utodealers are hurtingall over
the United States, but Greater
Sacramento's new-car fran-
chises have disappeared at a rate
two-and-a-half times greater than

SBA program belps businesses
gt back on track | Smafl Biz 21

the national average
JouoTaBLE = The number of new-car franchis-
es operating in the Sacramento re
‘This is what | do gion shrunk by 13.3 percent from
December 2004 to August 2008, com-
instead of gﬂ““ pared to 5 percent for the national
a mrm' average, acconding to Urban Sci-
ence Applications Inc,, a Detroit-
based retail consulting firm.
Patty McPeak The local decline also was faster
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Car parts are loaded an a trailer at Winter Volvo Lincoln Mercury on Florin Road, which closed in August after 60 years.

than in other major California mar-
kets and ina sampling of other cit-
ies, mostly in the western United
States, based on a review of 15
markets conducted by Urban Sci-
ence at the requestof the Business

Journal. The Urban Science data
was based on franchizes rather
than dealerships; a single dealer-

Since March, the four-county re-
gion has lost at least a half-dozen
dealerships, some with multiple

ship location might sellmore than  franchises. Some were bought out
one auto brand, and each brand
would count as a franchise. CARS |PAGE 44

tax credits were extended.

After failing nine times, the re-
newable energy system installation
tax credits passed last week when
they were slipped into the £700 bil-
lion economic stimulus bill. The
solar power industry, which was

2016, the elimination of the $2,000
capfor residential solar energy sys-

Solar power projects begin to rise as tax credit sunset is delayed

bright spot in an otherwise stormy
ECOnOmy.

tems and the addition of tax cred- Solar industry executives predict
its for utilities that build theirown  the changes will bring job growth
renewable power systems. a5 many as 440,000 jobs nation-

The fast-growing industry —
with about 300 employees in the

wide, according toa Navigant Con-
sulting Inc. survey —and an influx

bracing for the end of a one-year four-county region and another of institutional investment for solar
tax credit, now looks forward toa 1,000 slated for a solar-panel man-
stable 30 percent tax credit through  ufacturer at MeClellan Park — Isa SOLAR | PAGE 4B
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through manufacturer-backed consolida-
tions, Others simply couldn’t make it inan
cconomy where consumers have closed
thedr wallets in response to fear, the hous-
ing bust and a credit erisis, and where deal-
ers themselves struggle for financing to
replenish their inventory.

Similar factors have brought pain to
the retail auto industry here and around
the nation, but those factors — hard-to-
find eredit, rising gas prices and declin-
ing home values — have hit Sacramento
harder, industry sources said. New-car
dealers here chased the explosive popula-
tion growth and boom of new homes that
began in the late 1990s, But the housing
bust obliterated homeowners® sense of
wealth. They can no longer pull equity
out of their homes to buy a new vehicle,
and many can’t get financing.

Shifts within the structure of the au-
to industry also are contributing to the
shrinking number of franchises in Sac-
ramento and bevond, Manufacturers
are consolidating dealerships in an ef-
fort fo keep the remaining sellers profit-
able. Some dealers are vanishing as part
of an evolution to fewer, higher-volume
operations.

At least some observers contend new-
car dealers overbullt In the Sacramento
region, and they predict mone will fail.

TOO RARE TO TRACK

California has lost more than 70 new-car
stores this vear. The California New Car
Dealers Association knows that is much
more than in 2007, but it doesn’t know by
exactly how much: Up until this vear, the
trade group didn't track the numbser,

“It wasn't a significant trend that wefelt
we had to pay particular attention to,” said
Brian Maas, the assoclation's director of
government affairs. Dealers are suffering
from Eureka to San Diego, he said.

The National Automobile Dealers As-
sociation expects the nation will losa 500
to 600 dealerships this year. But closings
accelerated in September when credit be-
came hard to find, and if they continue
at that pace, the total for the year could
reach 700, said Paul Taylor, the group's
chief economist.

That's a big spike firom net losses of 430
in 2007 and 205 in 2006. But the country lost
a comparable amount in the recession of
the early "a0s — 700 net In 1991 alone, Tay-
lor said.

The number of franchised dealerships
has been declining almost every vear since
1849, he said. “Many more cars are sold
by the current 20,770 dealerships as were
sold by 47,000 dealerships in the 1949 time
frame,” he wrote in an e-mall.

Although the industry has shed compa-
rable mumbersof dealerships before, auto
marketing researcher Art Spinella said
the industry didn'f lose as many individual

Scenes like this

one at Winter Volvo
Lincoln Morury, which
cloead in August, are
commaon throughouwt
Sacramanto.
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CARS | With the housing market drop, many consumers can't rationalize new car purchase

sales per yvear in the recession of the ear-
"0s.

Iy

“This is the first time we've seen it this
bad,” said Spinella, president of CNW
Marketing Research Inc. in Bandon, Ore.
“I don't see this turning around for any af
them — not in the next year or two,”

Grant Thornion LLP Corporate Advi-
sary and Restructuring Services reported
last week that it expects LS. automakers to
s8] 2 million fewer vehicles this year than
in 2007, dropping to 13,8 million units. A de-
cline of 2 million vehicles could translate
to a loss of more than 100,000 jobs, Grant
Thornton projected. At that smaller sales
rate, about 2,800 stores would need to close.
The company projects 2008 sales to slide
further, to between 13.4 milllon and 13.7
million vehicles,

Sales for anto manufacturers shrank in
September, including Toyota Motor Sales
USA Inc., down 2.5 percent; Ford Motor
Co., down 34,6 percent; and American Hon-
da Motor Co, Inc., ofT 3.8 percent.

"It used to be Toyota was bulletproot,”
Spinella said.

There were fewer customers to match
the reduced sales. Spinella said that show-
room traffic dropped 38 percent in the first
half of September and 50 percent in the
second half.

BIGGER BOOM, BIGGER BUST

Greater Sacramento has lost a higher
proportion of new-car [ranchises than
much of the state and nation because all
the broader economic problems — ris-
ing gas prices, credit crisis and declining
home values — were amplified by the re-
glon's surge in population and accompa-
nying supercharged housing boom.

“The housing market cratered here
first,” said Maas, from the California car
dealers’ group.

Greater Sacramento in August hit its
highest unemployment rate in a dozen
years. Although the capital region has di-
versified to some degree, it is still highly
dependent on government jobs.

“Onar state povernment is struggling,™
Maas said. It isn’t hiring as much or
boosting salaries much, and the state sus-
pended many temporary workers during
the budget crisis.

Like their fellow Californians, Sacra-
mentans felt wealthy from enormous
gains in their home values and used
home equity to buy new cars.

“People don't feel as wealthy (now),"”
Maas said.

They may Mind 1t more difficult to ratio-
nalize the purchase of anew car. They also
may not qualify for home-equity loans.

California has the highest rate in the
nation of using home equity to pay for
big-ticket items such as cars, Spinella
sald. Historically, 30 percent of car pur-
chases in the Golden State relied on home
equity, he said. That's dropped to 20 per-
cent in the past year, but it's still four

California car franchises hit the brakes

Parcant change in auto dealer franchises from
December 2004 to August 2008 for solected
mefro areas
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times the national average.

Elimination of the wealth effect also
could reverse a consumer trend started
in the mid-"90=s of buying for the latest
and greatest model instead of purchas-
ing because the old clunker is dead. From
World War 11T until the mid-"90s, 90 per-
cent of new vehicles were sold to people
who needed a replacement, Spinella said,
That has since shrunk to 12 percent.

Dale Vaira, who closed his Winter Vol-
vo Lincoln Mercury dealership on Flo-
rin Road in August after 60-plus years
in business, thinks consumers have per-
manently changed their thinking when
it comes to car buying.

“The mind-set (of) customers have
changed,” Vaira said. “The mind-set be-
fore was if gas went up it was coming
back down.”

Now they fgure gas prices will stay
high, he said.

They've switched to small or subcom-
pact cars at the expense of larger SUVs
and trucks, Maas noted.

They'll be more cautions and will buy
to replace instead of upgrade, said Vaira,
whoaccepted a buyout from manufactur-
ers Volvo and Ford.

OVEREXTENDED?

The way car dealers make their money
has changed over time, leaving them par-
ticularly vulnerable to a shift in growth
patterns, In Greater Sacramento, their
expansion to keep up with the population
growth in the late 1990s increased their
vilnerability.

The Detroit Big 3 of Ford, General Mo-
tors and Chrysler are consolidating deal-
erships in some metro markets that had
too many dealers to be profitable, Manu-
facturers have discovered that they can
“over-dealer” a market, said Edward

Lapham, Automotive News executive
editor.

Katina Rapton, general manager of Mel
Rapton Honda in Sacramento, contends
that the Sacramento region has too many
dealerships, in her brand and in others.

There are four Honda dealerships with-
in 20 minutes of sach other, plus more a
few more miles out. Another Honda deal-

ership is planned
for Folsom.

“That's too
many,” she said.

The industry
operating mod-
el is based on
the premise that
parts, service and
body work should
cover all the costs
of the dealership,
with sales being
the gravy.

“That almost
never happens,”
Rapton said. *We
are not making
money on the cars
we sell.”

Her new-car
department lost
money in Septem-
ber, she sald, but
her overall deal-
ership made mon-
ey because of its
strong service
department.

The arrival of
internet sales
has only hurt the
new-car business,
she said. Competi-
tion drives down
prices, which con-
sumers might like
in the short term,
but thinner mar-
gins cut into ser-
vices that consum-
£rs enjoy.

Some of what
new-car dealers
are up against is
bevond their con-
trol. If a strong,
well-capitalized
auto group, such
as that operated
by the local Mai-
ta family, needs to
shutter some fran-
chises, then the ar-
24 has too many
dealers, Rapton

Hanging on

A handful of factors play
key roles in whaother
new-car deabers will
survive the tough
econgmy or {all victim,
industry sources said.
The brand and the
amount of competition
for that brand aro big
factors, said Brian
Maas, director of
government affairs

for California Mew Car
Doalors Association.
Another is ovarhesd —
owning land is usually
cheaper than renting.
New-car dealers with
visible, accessible sies
haveo an advantage, said
Mitch Phillips of Urban
Science Applications
Inc.. a Detroit-based
retail consulting

firm. Phillips advises
automakers on where to
place dealerships and
how to improve their
sales notworks. Ho has
vigited and studiod tho
Sacramento market for
dealership lncations:
Clustering near other
dealerships in anauto
row or mall is holpful,
Evenwhere a dealor is
locatad within the auto
raw of auto mall can
help or hurt, Phillips
said.

Doalers akso will benofit
ifthey have good
sarvice and affoctive
advertising and know
wha their cusiomers
really want, he said.

All markets are
ditferent. though, and
have to bo examined
individually, There is
“nio one-size-fits-all
answer,” Phillips sabd,

said. Maita recently closed its Hyundai
store in Sacramento and its Ford Mer-
cury dealership in Auburn, but has not
responded to Business Journal inguiries
about those closings,

“You don’t have to be a had dealer to go
out of business,” she said.

A big obstacle for new-car dealers now
i5 their own ability to get credit. They
have to borrow money to buy vehicles
and immediately pay it back upon sell-
ing each car. But the dealer may not re-
ceive payment from the customer's hank
for up to two weeks, Rapton said. If deal-
ers can't borrow money during that gap,
some won't be able to make payroll or
keep the lights on.

Mel Rapton Honda is constructing a
new, larger building down Fulton Ave-
nue at Capital City Freeway. Rapton has
confidence in her operation, but she ac-
knowledged it is a scary time to expand.
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