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CVS Not Wasting Time Getting To Know Hartford

Hartford Courant

By Kenneth R. Gosselin

With Hartford on edge about the future of Aetna here, CVS Health Corp. chief executive Larry Merlo traveled to the
city in January for high-profile meetings with the governor and the city�s mayor.

But instead of ugly details about a corporation abandoning Connecticut, Merlo brought welcome news that Aetna
Inc.�s headquarters would not move to New York City. It was a striking contrast to the departure of General Electric
for Boston and Aetna CEO Mark Bertolini�s push to move corporate Aetna offices to New York � where state officials
were largely shut out of the process.

In fact, behind the scenes, CVS merger teams had been talking with state officials for weeks before, learning about
insurance regulation and the Hartford community. The discussions helped lay the groundwork that kept Aetna�s
headquarters in the city where it was founded in 1853.

�Merging firms are often noncommittal about location plans in the future, but CVS has been very committed to Aetna�s
presence in Hartford,� David Souder, associate dean for graduate programs at University of Connecticut School of
Business, said.

Souder, who has published papers on merger and acquisition strategy, said the decision makes sense given what the
combination is trying to accomplish.
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�Aetna and CVS are not in the same business, but rather complementary businesses and retaining the accumulated
knowledge in each firm will be crucial both for continuing business as usual and for developing new innovations that
motivated the merger,� Souder said.

CVS�s $69 billion acquisition of Aetna, if approved, has the potential to dramatically reshape the health care industry.
The deal could make pharmacies a fuller partner with physicians and their patients. Critical to the success of the
merger, announced Dec. 3, is creating new and expanded versions of CVS�s MinuteClinics, walk-in medical clinics
that operate in more than 1,000 pharmacies.

�They want to know how we approach the regulatory environment and what�s the relationship like between the
company and the state,� Catherine Smith, the state�s commissioner of economic and community development, said.

Woonsocket, R.I.-based CVS said contact with regulators is a �normal part� of the approval process, and the company
expects it to continue.
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�We have been meeting with regulators in a number of states, including Connecticut, to explain the important benefits
of the transaction for consumers and to outline how we see the combination both improving health outcomes and
lowering costs,� CVS said, in an email statement.

The acquisition is full of risk as CVS jumps into insurance for the first time. And integrating the two companies will
be different from anything Merlo has attempted in his 27-year career at CVS.

Smith said CVS is not only interested in insurance companies but the entire �ecosystem� that has grown up in Hartford
and the surrounding region that supports the industry. Those include research institutions such as Jackson Labs, Yale
and UConn, plus the law and actuarial firms that specialize in insurance, Smith said.

�From their early forays here, it has been about who is Hartford?� Smith said. �What is the community like? Getting to
know their own new employees through the integration process.�

Smith, said CVS also has an open mind when it comes to Aetna�s massive campus on Farmington Avenue.

�The company is so open and willing to think about what they can do with this campus,� Smith said. �We�ve been
throwing ideas at them about how there may be capacity here and maybe there are other parts of their organization that
might benefit from being in this location,� Smith said.

Smith adds: �We�re suggesting to them that they could build here, and not just retain what they have.�

Smith said those discussions have not gotten into the details of how � and what lines of businesses � might accomplish
that growth.

Companies involved in mergers and acquisitions affecting Connecticut business handle communication early on in
different ways, Smith said.

�It�s very dependent on the company and their approach to closing deals,� Smith said. �Some companies will just tell you,
�Just go lie down, wait until we call you.� �

For instance, Lockheed Martin�s $9 billion acquisition of Stratford-based Sikorsky Aircraft played out differently than
CVS-Aetna.

�It didn�t happen right away,� Smith said. �But several months after they closed, they came back to us and started serious
conversations that ultimately led to the expansion of the plant in Stratford.�

UConn�s Souder said he believes CVS will like what it sees in Hartford and the region, the more the company learns.

�There is great talent here, with many people who have expertise in health care,� Souder said. �Brookings� recent ranking
of Hartford as the No. 4 city in the U.S. for tech-skilled workers will prove especially valuable, since the new
technology will be essential to health care innovations.�

Part of the decision to keep Aetna in Hartford also is likely a practical one, with CVS wanting to hold onto the top
Aetna executives.

�If you start threatening to move facilities or close facilities down, people have options, especially your best talent so
sometimes people jump ship in that process, so I�m sure that�s part of their thinking.�

Smith said the decision to keep Aetna headquartered in Hartford sends a broader message.
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�That�s a really big and exciting positive for the state,� Smith said, �and a reversal of the trend of people saying, �Oh my
gosh, everyone needs to leave.� � Link to Original
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No Offer or Solicitation

This communication is for informational purposes only and not intended to and does not constitute an offer to
subscribe for, buy or sell, the solicitation of an offer to subscribe for, buy or sell or an invitation to subscribe for, buy
or sell any securities or the solicitation of any vote or approval in any jurisdiction pursuant to or in connection with the
proposed transaction or otherwise, nor shall there be any sale, issuance or transfer of securities in any jurisdiction in
contravention of applicable law. No offer of securities shall be made except by means of a prospectus meeting the
requirements of Section 10 of the Securities Act of 1933, as amended, and otherwise in accordance with applicable
law.

Additional Information and Where to Find It

In connection with the proposed transaction between CVS Health Corporation (�CVS Health�) and Aetna Inc. (�Aetna�),
on February 9, 2018, CVS Health filed with the Securities and Exchange Commission (the �SEC�) an amendment to the
registration statement on Form S-4 that was originally filed on January 4, 2018. The registration statement includes a
joint proxy statement of CVS Health and Aetna that also constitutes a prospectus of CVS Health. The registration
statement was declared effective by the SEC on February 9, 2018, and CVS Health and Aetna commenced mailing the
definitive joint proxy statement/prospectus to stockholders of CVS Health and shareholders of Aetna on or about
February 12, 2018. INVESTORS AND SECURITY HOLDERS OF CVS HEALTH AND AETNA ARE URGED TO
READ THE DEFINITIVE JOINT PROXY STATEMENT/PROSPECTUS AND OTHER DOCUMENTS FILED OR
THAT WILL BE FILED WITH THE SEC CAREFULLY AND IN THEIR ENTIRETY BECAUSE THEY
CONTAIN OR WILL CONTAIN IMPORTANT INFORMATION. Investors and security holders may obtain free
copies of the registration statement and the definitive joint proxy statement/prospectus and other documents filed with
the SEC by CVS Health or Aetna through the website maintained by the SEC at http://www.sec.gov. Copies of the
documents filed with the SEC by CVS Health are available free of charge within the Investors section of CVS Health�s
Web site at http://www.cvshealth.com/investors or by contacting CVS Health�s Investor Relations Department at
800-201-0938. Copies of the documents filed with the SEC by Aetna are available free of charge on Aetna�s internet
website at http://www.Aetna.com or by contacting Aetna�s Investor Relations Department at 860-273-0896.

Participants in the Solicitation

CVS Health, Aetna, their respective directors and certain of their respective executive officers may be considered
participants in the solicitation of proxies in connection with the proposed transaction. Information about the directors
and executive officers of CVS Health is set forth in its Annual Report on Form 10-K for the year ended December 31,
2017, which was filed with the SEC on February 14, 2018, its proxy statement for its 2017 annual meeting of
stockholders, which was filed with the SEC on March 31, 2017, and certain of its Current Reports on Form 8-K.
Information about the directors and executive officers of Aetna is set forth in its Annual Report on Form 10-K for the
year ended December 31, 2017, which was filed with the SEC on February 23, 2018, its proxy statement for its 2017
annual meeting of shareholders, which was filed with the SEC on April 7, 2017, and certain of its Current Reports on
Form 8-K. Other information regarding the participants in the proxy solicitations and a description of their direct and
indirect interests, by security holdings or otherwise, are contained in the definitive joint proxy statement/prospectus
filed with the SEC and other relevant materials to be filed with the SEC when they become available.

Cautionary Statement Regarding Forward-Looking Statements

The Private Securities Litigation Reform Act of 1995 (the �Reform Act�) provides a safe harbor for forward-looking
statements made by or on behalf of CVS Health or Aetna. This communication may contain forward-looking
statements within the meaning of the Reform Act. You can generally identify forward-looking statements by the use
of forward-looking terminology such as �anticipate,� �believe,� �can,� �continue,� �could,� �estimate,� �evaluate,� �expect,� �explore,�
�forecast,� �guidance,� �intend,� �likely,� �may,� �might,� �outlook,� �plan,� �potential,� �predict,� �probable,� �project,� �seek,� �should,� �view,�
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or �will,� or the negative thereof or other variations thereon or comparable terminology. These forward-looking
statements are only predictions and involve known and unknown risks and uncertainties, many of which are beyond
CVS Health�s and Aetna�s control.

Statements in this communication regarding CVS Health and Aetna that are forward-looking, including CVS Health�s
and Aetna�s projections as to the closing date for the pending acquisition of Aetna (the �transaction�), the extent of, and
the time necessary to obtain, the regulatory approvals required for the transaction, the anticipated benefits of the
transaction, the impact of the transaction on CVS Health�s and Aetna�s businesses, the expected terms and scope of the
expected financing for the transaction, the ownership percentages of CVS Health�s common stock of CVS Health
stockholders and Aetna shareholders at closing, the aggregate amount of indebtedness of CVS Health following the
closing of the transaction, CVS Health�s expectations regarding debt repayment and its debt to capital ratio following
the closing of the transaction, CVS Health�s and Aetna�s respective share repurchase programs and ability and intent to
declare future dividend payments, the number of prescriptions used by people served by the combined companies�
pharmacy benefit business, the synergies from the transaction, and CVS Health�s, Aetna�s and/or the combined
company�s future operating results, are based on CVS Health�s and Aetna�s managements� estimates, assumptions and
projections, and are subject to significant uncertainties and other factors, many of which are beyond their control. In
particular, projected financial information for the combined businesses of CVS Health and Aetna is based on
estimates, assumptions and
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projections and has not been prepared in conformance with the applicable accounting requirements of Regulation S-X
relating to pro forma financial information, and the required pro forma adjustments have not been applied and are not
reflected therein. None of this information should be considered in isolation from, or as a substitute for, the historical
financial statements of CVS Health and Aetna. Important risk factors related to the transaction could cause actual
future results and other future events to differ materially from those currently estimated by management, including,
but not limited to: the timing to consummate the proposed transaction; the risk that a regulatory approval that may be
required for the proposed transaction is delayed, is not obtained or is obtained subject to conditions that are not
anticipated; the risk that a condition to the closing of the proposed transaction may not be satisfied; the outcome of
litigation related to the transaction; the ability to achieve the synergies and value creation contemplated; CVS Health�s
ability to promptly and effectively integrate Aetna�s businesses; and the diversion of and attention of management of
both CVS Health and Aetna on transaction-related issues.

In addition, this communication may contain forward-looking statements regarding CVS Health�s or Aetna�s respective
businesses, financial condition and results of operations. These forward-looking statements also involve risks,
uncertainties and assumptions, some of which may not be presently known to CVS Health or Aetna or that they
currently believe to be immaterial also may cause CVS Health�s or Aetna�s actual results to differ materially from those
expressed in the forward-looking statements, adversely impact their respective businesses, CVS Health�s ability to
complete the transaction and/or CVS Health�s ability to realize the expected benefits from the transaction. Should any
risks and uncertainties develop into actual events, these developments could have a material adverse effect on the
transaction and/or CVS Health or Aetna, CVS Health�s ability to successfully complete the transaction and/or realize
the expected benefits from the transaction. Additional information concerning these risks, uncertainties and
assumptions can be found in CVS Health�s and Aetna�s respective filings with the SEC, including the risk factors
discussed in �Item 1.A. Risk Factors� in CVS Health�s and Aetna�s most recent Annual Reports on Form 10-K, as
updated by their Quarterly Reports on Form 10-Q and future filings with the SEC.

You are cautioned not to place undue reliance on CVS Health�s and Aetna�s forward-looking statements. These
forward-looking statements are and will be based upon management�s then-current views and assumptions regarding
future events and operating performance, and are applicable only as of the dates of such statements. Neither CVS
Health nor Aetna assumes any duty to update or revise forward-looking statements, whether as a result of new
information, future events or otherwise, as of any future date.
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$

 —

$

0.4

$

45.4

Accounts receivable, net

919.6

(472.2)

472.2

421.5

498.1
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Inventories

3,895.1

 —

 —

1,893.0

2,002.1

Other current assets

97.5

 —
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6.0

20.4

71.1

Total current assets

4,958.0

(472.2)

478.2

2,335.3

2,616.7

Property and equipment, net
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2,144.9

 —

2.7

1,019.3

1,122.9

Intangible assets

2,174.8

 —

 —
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1,328.7

846.1

Equity method investments

1,279.2

 —

1,209.9

 —

69.3

Other long-term assets
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13.6

(2,784.9)

2,789.8

4.3

4.4

Total assets

$

10,570.5

$

(3,257.1)

$

4,480.6
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$

4,687.6

$

4,659.4

Floor plan notes payable

$

2,278.0

$

 —

$

 —

$

1,221.5

$

1,056.5

Floor plan notes payable — non-trade
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1,325.7

 —

198.4

503.2

624.1

Accounts payable

680.0

 —

4.2
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163.5

512.3

Accrued expenses

529.7

(472.2)

1.1

163.9

836.9

Current portion of long-term debt

92.3
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 —

5.0

87.3

Liabilities held for sale

0.7

 —

 —

0.7
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 —

Total current liabilities

4,906.4

(472.2)

203.7

2,057.8

3,117.1

Long-term debt

2,059.6
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(148.0)

1,751.1

191.2

265.3

Deferred tax liabilities

530.8

 —

 —

529.8
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1.0

Other long-term liabilities

547.9

 —

 —

64.4

483.5

Total liabilities

8,044.7
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(620.2)

1,954.8

2,843.2

3,866.9

Total equity

2,525.8

(2,636.9)

2,525.8

1,844.4
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792.5

Total liabilities and equity

$

10,570.5

$

(3,257.1)

$

4,480.6

$

4,687.6

$

4,659.4
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CONDENSED CONSOLIDATING BALANCE SHEET

December 31, 2017

Penske
Total Automotive Guarantor Non-Guarantor
Company Eliminations Group Subsidiaries Subsidiaries

Cash and cash equivalents $ 45.7 $  — $  — $ 14.8 $ 30.9
Accounts receivable, net 954.9 (463.6) 463.6 523.8 431.1
Inventories 3,944.1  —  — 1,935.0 2,009.1
Other current assets 81.8  — 7.3 16.8 57.7
Total current assets 5,026.5 (463.6) 470.9 2,490.4 2,528.8
Property and equipment, net 2,108.6  — 3.3 1,032.9 1,072.4
Intangible assets 2,134.5  —  — 1,334.6 799.9
Equity method investments 1,256.6  — 1,186.9  — 69.7
Other long-term assets 14.4 (2,772.7) 2,777.8 4.6 4.7
Total assets $ 10,540.6 $ (3,236.3) $ 4,438.9 $ 4,862.5 $ 4,475.5
Floor plan notes payable $ 2,343.2 $  — $  — $ 1,272.4 $ 1,070.8
Floor plan notes payable —
non-trade 1,418.6  — 196.6 601.9 620.1
Accounts payable 641.6  — 3.9 194.4 443.3
Accrued expenses 523.5 (463.6) 1.0 165.2 820.9
Current portion of long-term
debt 72.8  —  — 5.5 67.3
Liabilities held for sale 0.7  —  — 0.7  —
Total current liabilities 5,000.4 (463.6) 201.5 2,240.1 3,022.4
Long-term debt 2,090.4 (150.2) 1,809.4 191.6 239.6
Deferred tax liabilities 481.5  —  — 480.1 1.4
Other long-term liabilities 540.3  —  — 64.7 475.6
Total liabilities 8,112.6 (613.8) 2,010.9 2,976.5 3,739.0
Total equity 2,428.0 (2,622.5) 2,428.0 1,886.0 736.5
Total liabilities and equity $ 10,540.6 $ (3,236.3) $ 4,438.9 $ 4,862.5 $ 4,475.5

27
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CONDENSED CONSOLIDATING STATEMENT OF INCOME

Three Months Ended June 30, 2018

Penske
Total Automotive Guarantor Non-Guarantor
Company Eliminations Group Subsidiaries Subsidiaries

Revenues $ 5,940.3 $  — $  — $ 3,071.8 $ 2,868.5
Cost of sales 5,050.5  —  — 2,582.3 2,468.2
Gross profit 889.8  —  — 489.5 400.3
Selling, general and administrative
expenses 675.4  — 6.6 359.7 309.1
Depreciation 25.7  — 0.4 13.7 11.6
Operating income 188.7  — (7.0) 116.1 79.6
Floor plan interest expense (19.9)  — (1.8) (12.3) (5.8)
Other interest expense (28.6)  — (18.9) (2.0) (7.7)
Equity in earnings of affiliates 36.0  — 35.0  — 1.0
Equity in earnings of subsidiaries  — (168.3) 168.3  —  —
Income from continuing operations
before income taxes 176.2 (168.3) 175.6 101.8 67.1
Income taxes (41.0) 39.4 (41.0) (27.4) (12.0)
Income from continuing operations 135.2 (128.9) 134.6 74.4 55.1
Income from discontinued
operations, net of tax  —  —  —  —  —
Net income 135.2 (128.9) 134.6 74.4 55.1
Other comprehensive (loss) income,
net of tax (72.8) 68.1 (72.8)  — (68.1)
Comprehensive income 62.4 (60.8) 61.8 74.4 (13.0)
Less: Comprehensive (loss) income
attributable to non-controlling
interests (0.5) 1.1 (1.1)  — (0.5)
Comprehensive income attributable
to Penske Automotive Group
common stockholders $ 62.9 $ (61.9) $ 62.9 $ 74.4 $ (12.5)
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CONDENSED CONSOLIDATING STATEMENT OF INCOME

Three Months Ended June 30, 2017

Penske
Total Automotive Guarantor Non-Guarantor
Company Eliminations Group Subsidiaries Subsidiaries

Revenues $ 5,383.4 $  — $  — $ 3,034.8 $ 2,348.6
Cost of sales 4,566.1  —  — 2,550.4 2,015.7
Gross profit 817.3  —  — 484.4 332.9
Selling, general and administrative
expenses 622.0  — 6.2 344.5 271.3
Depreciation 23.3  — 0.4 13.2 9.7
Operating income 172.0  — (6.6) 126.7 51.9
Floor plan interest expense (15.5)  — (1.1) (9.7) (4.7)
Other interest expense (26.4)  — (17.8) (2.2) (6.4)
Equity in earnings of affiliates 26.8  — 25.2  — 1.6
Equity in earnings of subsidiaries  — (156.6) 156.6  —  —
Income from continuing operations
before income taxes 156.9 (156.6) 156.3 114.8 42.4
Income taxes (50.2) 50.3 (50.2) (41.2) (9.1)
Income from continuing operations 106.7 (106.3) 106.1 73.6 33.3
Income from discontinued
operations, net of tax 0.2 (0.2) 0.2 0.2  —
Net income 106.9 (106.5) 106.3 73.8 33.3
Other comprehensive income, net of
tax 40.5 (37.6) 40.5  — 37.6
Comprehensive income 147.4 (144.1) 146.8 73.8 70.9
Less: Comprehensive income
attributable to non-controlling
interests 2.4 (1.6) 1.6  — 2.4
Comprehensive income attributable
to Penske Automotive Group
common stockholders $ 145.0 $ (142.5) $ 145.2 $ 73.8 $ 68.5
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CONDENSED CONSOLIDATING STATEMENT OF INCOME

Six Months Ended June 30, 2018

Penske
Total Automotive Guarantor Non-Guarantor
Company Eliminations Group Subsidiaries Subsidiaries

Revenues $ 11,687.2 $  — $  — $ 5,928.3 $ 5,758.9
Cost of sales 9,933.0  —  — 4,977.5 4,955.5
Gross profit 1,754.2  —  — 950.8 803.4
Selling, general and
administrative expenses 1,338.5  — 12.8 703.0 622.7
Depreciation 51.3  — 0.8 27.3 23.2
Operating income 364.4  — (13.6) 220.5 157.5
Floor plan interest expense (38.8)  — (3.4) (23.6) (11.8)
Other interest expense (58.4)  — (39.7) (3.9) (14.8)
Equity in earnings of affiliates 53.3  — 51.0  — 2.3
Equity in earnings of
subsidiaries  — (325.9) 325.9  —  —
Income from continuing
operations before income taxes 320.5 (325.9) 320.2 193.0 133.2
Income taxes (77.6) 79.2 (77.6) (52.4) (26.8)
Income from continuing
operations 242.9 (246.7) 242.6 140.6 106.4
Income from discontinued
operations, net of tax 0.1 (0.1) 0.1 0.1  —
Net income 243.0 (246.8) 242.7 140.7 106.4
Other comprehensive (loss)
income, net of tax (41.0) 36.6 (41.0)  — (36.6)
Comprehensive income 202.0 (210.2) 201.7 140.7 69.8
Less: Comprehensive (loss)
income attributable to
non-controlling interests (0.8) 1.1 (1.1)  — (0.8)
Comprehensive income
attributable to Penske
Automotive Group common
stockholders $ 202.8 $ (211.3) $ 202.8 $ 140.7 $ 70.6

30

Edgar Filing: AETNA INC /PA/ - Form 425

26



Table of Contents

CONDENSED CONSOLIDATING STATEMENT OF INCOME

Six Months Ended June 30, 2017

Penske
Total Automotive Guarantor Non-Guarantor
Company Eliminations Group Subsidiaries Subsidiaries

Revenues $ 10,464.5 $  — $  — $ 5,702.7 $ 4,761.8
Cost of sales 8,872.9  —  — 4,781.6 4,091.3
Gross profit 1,591.6  —  — 921.1 670.5
Selling, general and administrative
expenses 1,223.7  — 12.2 682.9 528.6
Depreciation 45.7  — 0.8 25.9 19.0
Operating income 322.2  — (13.0) 212.3 122.9
Floor plan interest expense (29.2)  — (2.1) (18.1) (9.0)
Other interest expense (51.4)  — (34.3) (4.3) (12.8)
Equity in earnings of affiliates 40.0  — 37.7  — 2.3
Equity in earnings of subsidiaries  — (292.3) 292.3  —  —
Income from continuing operations
before income taxes 281.6 (292.3) 280.6 189.9 103.4
Income taxes (91.3) 95.2 (91.3) (73.8) (21.4)
Income from continuing operations 190.3 (197.1) 189.3 116.1 82.0
Loss from discontinued operations,
net of tax (0.4) 0.4 (0.4) (0.4)  —
Net income 189.9 (196.7) 188.9 115.7 82.0
Other comprehensive income, net
of tax 66.6 (61.1) 66.6  — 61.1
Comprehensive income 256.5 (257.8) 255.5 115.7 143.1
Less: Comprehensive income
attributable to non-controlling
interests 3.2 (2.0) 2.0  — 3.2
Comprehensive income
attributable to Penske Automotive
Group common stockholders $ 253.3 $ (255.8) $ 253.5 $ 115.7 $ 139.9
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CONDENSED CONSOLIDATING STATEMENT OF CASH FLOWS

Six Months Ended June 30, 2018

Penske
Total Automotive Guarantor Non-Guarantor
Company Group Subsidiaries Subsidiaries

Net cash provided by (used in) continuing
operating activities $ 417.0 $ (24.5) $ 357.2 $ 84.3
Investing activities:
Purchase of equipment and improvements (118.8) (0.4) (68.4) (50.0)
Proceeds from sale of dealerships 58.4  — 55.9 2.5
Proceeds from sale-leaseback transactions 5.8  —  — 5.8
Acquisitions, net (168.6)  —  — (168.6)
Other (3.0) (1.9)  — (1.1)
Net cash (used in) provided by continuing
investing activities (226.2) (2.3) (12.5) (211.4)
Financing activities:
Net borrowings (repayments) of long-term debt 23.1 (73.0) (56.5) 152.6
Net (repayments) borrowings of floor plan notes
payable — non-trade (92.9) 1.8 (98.8) 4.1
Repurchases of common stock (55.8) (55.8)  —  —
Dividends (59.0) (59.0)  —  —
Other (6.1) (0.3) (5.8)  —
Distributions from (to) parent  — 213.1 (198.2) (14.9)
Net cash (used in) provided by continuing
financing activities (190.7) 26.8 (359.3) 141.8
Net cash provided by discontinued operations 0.2  — 0.2  —
Effect of exchange rate changes on cash and cash
equivalents (0.2)  —  — (0.2)
Net change in cash and cash equivalents 0.1  — (14.4) 14.5
Cash and cash equivalents, beginning of period 45.7  — 14.8 30.9
Cash and cash equivalents, end of period $ 45.8 $  — $ 0.4 $ 45.4
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CONDENSED CONSOLIDATING STATEMENT OF CASH FLOWS

Six Months Ended June 30, 2017

Penske
Total Automotive Guarantor Non-Guarantor
Company Group Subsidiaries Subsidiaries

Net cash provided by (used in) continuing
operating activities $ 320.5 $ (50.5) $ 252.6 $ 118.4
Investing activities:
Purchase of equipment and improvements (113.4) (1.4) (49.4) (62.6)
Proceeds from sale of dealerships 9.0  — 9.0  —
Acquisitions, net (431.9)  — (316.9) (115.0)
Other 6.0 6.0  —  —
Net cash (used in) provided by continuing
investing activities (530.3) 4.6 (357.3) (177.6)
Financing activities:
Net borrowings of long-term debt 137.9 83.0 10.8 44.1
Net borrowings of floor plan notes payable —
non-trade 131.3 29.6 80.2 21.5
Repurchases of common stock (8.5) (8.5)  —  —
Dividends (52.4) (52.4)  —  —
Other (5.8) (5.8)  —  —
Distributions from (to) parent  —  — 3.7 (3.7)
Net cash provided by continuing financing
activities 202.5 45.9 94.7 61.9
Net cash provided by discontinued operations 2.5  — 2.5  —
Effect of exchange rate changes on cash and cash
equivalents 1.5  —  — 1.5
Net change in cash and cash equivalents (3.3)  — (7.5) 4.2
Cash and cash equivalents, beginning of period 24.0  — 9.4 14.6
Cash and cash equivalents, end of period $ 20.7 $  — $ 1.9 $ 18.8
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Item 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations

This Management’s Discussion and Analysis of Financial Condition and Results of Operations contains
forward-looking statements that involve risks and uncertainties. Our actual results may differ materially from those
discussed in the forward-looking statements as a result of various factors, including those discussed in
“Forward-Looking Statements.” We have acquired and initiated a number of businesses during the periods presented
and addressed in this Management’s Discussion and Analysis of Financial Condition and Results of Operations. Our
financial statements include the results of operations of those businesses from the date acquired or when they
commenced operations.

Overview

We are a diversified international transportation services company that operates automotive and commercial truck
dealerships principally in the United States, Canada, and Western Europe, and distributes commercial vehicles, diesel
engines, gas engines, power systems and related parts and services principally in Australia and New Zealand. We
employ more than 26,000 people worldwide.

During the six months ended June 30, 2018, our business generated $11.7 billion in total revenue, which is comprised
of $10.8 billion from retail automotive dealerships, $631.2 million from retail commercial truck dealerships and
$304.5 million from commercial vehicle distribution and other operations.

Retail Automotive Dealership. We believe we are the second largest automotive retailer headquartered in the U.S. as
measured by the $19.8 billion in total retail automotive dealership revenue we generated in 2017. As of June 30, 2018,
we operated 341 retail automotive franchises, of which 151 franchises are located in the U.S. and 190 franchises are
located outside of the U.S. The franchises outside the U.S. are located primarily in the U.K. In the six months ended
June 30, 2018, we retailed and wholesaled more than 330,000 vehicles. We are diversified geographically, with 53%
of our total retail automotive dealership revenues in the six months ended June 30, 2018 generated in the U.S. and
Puerto Rico and 47% generated outside the U.S. We offer over 40 vehicle brands, with 70% of our retail automotive
dealership revenue in the six months ended June 30, 2018 generated from premium brands, such as Audi, BMW,
Mercedes-Benz and Porsche. Each of our franchised dealerships offers a wide selection of new and used vehicles for
sale. In addition to selling new and used vehicles, we generate higher-margin revenue at each of our dealerships
through maintenance and repair services and the sale and placement of third-party finance and insurance products,
third-party extended service and maintenance contracts and replacement and aftermarket automotive products. 

We operate fourteen stand-alone used vehicle dealerships in the U.S. and the U.K. We acquired CarSense in the U.S.
and CarShop in the U.K. in the first quarter of 2017 and acquired The Car People in the U.K. in January 2018. Our
CarSense operations in the U.S. consist of five locations operating in the Philadelphia and Pittsburgh, Pennsylvania
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market areas, including southern New Jersey. Our CarShop operations in the U.K. consist of five retail locations and a
vehicle preparation center operating principally throughout Southern England. The Car People operations in the U.K.
consist of four retail locations operating across Northern England, which complement CarShop’s Southern England
locations.

Retail automotive dealerships represented 92.0% of our total revenues and 89.9% of our total gross profit in the six
months ended June 30, 2018. 

Retail Commercial Truck Dealership. We operate a heavy and medium duty truck dealership group known as Premier
Truck Group (“PTG”) with locations in Texas, Oklahoma, Tennessee, Georgia, and Canada. As of June 30, 2018, PTG
operated twenty-one locations, including fifteen full-service dealerships and six collision centers, offering primarily
Freightliner and Western Star branded trucks. One of these locations was acquired in April 2018 in Canada. PTG also
offers a full range of used trucks available for sale as well as service and parts departments, providing a full range of
maintenance and repair services.

This business represented 5.4% of our total revenues and 5.6% of our total gross profit in the six months ended June
30, 2018.
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Commercial Vehicle Distribution. We are the exclusive importer and distributor of Western Star heavy-duty trucks (a
Daimler brand), MAN heavy and medium duty trucks and buses (a VW Group brand), and Dennis Eagle refuse
collection vehicles, together with associated parts, across Australia, New Zealand and portions of the Pacific. This
business, known as Penske Commercial Vehicles Australia (“PCV Australia”), distributes commercial vehicles and parts
to a network of more than 70 dealership locations, including eight company-owned retail commercial vehicle
dealerships.

We are also a leading distributor of diesel and gas engines and power systems, principally representing MTU, Detroit
Diesel, Allison Transmission and MTU Onsite Energy. This business, known as Penske Power Systems (“PPS”), offers
products across the on- and off-highway markets in Australia, New Zealand and portions of the Pacific and supports
full parts and aftersales service through a network of branches, field locations and dealers across the region. The
on-highway portion of this business complements our PCV Australia distribution business, including integrated
operations at retail locations selling PCV brands.

These businesses represented 2.6% of our total revenues and 4.5% of our total gross profit in the six months ended
June 30, 2018.

Penske Truck Leasing. We hold a 28.9% ownership interest in Penske Truck Leasing Co., L.P. (“PTL”), a leading
provider of transportation services and supply chain management. PTL is capable of meeting customers’ needs across
the supply chain with a broad product offering that includes full-service truck leasing, truck rental and contract
maintenance, along with logistic services such as dedicated contract carriage, distribution center management,
transportation management and lead logistics provider. On September 7, 2017, we acquired an additional 5.5%
ownership interest in PTL from subsidiaries of GE Capital Global Holdings, LLC (collectively, “GE Capital”). Prior to
this acquisition, we held a 23.4% ownership interest in PTL. PTL is currently owned 41.1% by Penske Corporation,
28.9% by us, and 30.0% by Mitsui & Co., Ltd. (“Mitsui”). GE Capital no longer owns any ownership interests in PTL.
We account for our investment in PTL under the equity method, and we therefore record our share of PTL’s earnings
on our statements of income under the caption “Equity in earnings of affiliates,” which also includes the results of our
other equity method investments.

Outlook

Retail Automotive Dealership. For the six months ended June 30, 2018, U.S. light vehicle sales increased 1.9%, as
compared to the same period last year, to 8.6 million units, with an increase of 10.0% in sales of trucks, crossovers
and sport utility vehicles and a decrease of 11.8% in sales of passenger cars. We believe the sales of trucks, crossovers
and sport utility vehicles will continue to outperform passenger car sales, largely due to consumer preference. We
believe the U.S. market for new light vehicle sales remains strong, but has plateaued and may be impacted in future
periods by the level of OEM incentives, increasing lease returns, generally low interest rates, strong credit availability,
low levels of unemployment, the age of vehicles on the road, vehicle innovation, and tax reform, although actual sales
may differ materially. We also expect to see strength across the used vehicle market throughout the remainder of
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2018, as the number of lease returns increases providing customers with an additional supply of affordable late model,
low mileage vehicles from which to choose. 

For the six months ended June 30, 2018, U.K. new vehicle registrations decreased 6.3%, as compared to the same
period last year, to 1.3 million registrations. We believe the year over year decline is largely due to a pull forward of
demand in March 2017 due to an increase in vehicle purchases in advance of the Vehicle Excise Duty Tax which went
into effect April 1, 2017, partially offset by increased demand in the second quarter of 2018 due to additional
manufacturer incentives. Premium/luxury unit sales, which account for approximately 86% of our U.K. new unit
sales, continue to outperform the overall market, declining 3.9% in the first six months of 2018. U.K. sales are being
negatively affected by the uncertainty of residual values and potentially higher taxes on diesel powered vehicles, as
the U.K. and Western European countries consider the ramifications of diesel engines on the environment. Sales of
diesel powered vehicles experienced a 30.2% decline, while non-diesel vehicles experienced a 12.4% increase in sales
during the six months ended June 30, 2018. The March 2019 planned exit from the European Union (“Brexit”) may be
causing and may continue to cause economic and political uncertainty, potentially impacting the economic
environment, which may lead to further declines in new vehicle registrations in future periods. Since no country has
previously left the
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European Union, the outcome of any future negotiations between the U.K. and the European Union is uncertain and
may affect the timing, terms of trade, and the level of new vehicle registrations in those markets.

Retail Commercial Truck Dealership. For the six months ended June 30, 2018, North American sales of Class 5-8
heavy and medium duty trucks, the principal vehicles for our PTG business, increased 15.7% from the same period
last year to 270,650 units. The Class 5-7 medium-duty truck market increased 5.5% to 129,062 units, and Class 8
heavy-duty trucks, the largest North American market, increased 26.8% to 141,588 units from the same period last
year. Generally strong economic conditions, improved freight metrics, and increased utilization are expected to
continue to positively impact the truck market with stronger Class 8 retail unit sales in North America expected
throughout the remainder of 2018 when compared to last year.

Commercial Vehicle Distribution. Our PCV Australia distribution business and the on-highway portion of our PPS
business each operate principally in the Australian and New Zealand heavy and medium-duty truck markets. For the
six months ended June 30, 2018, the Australian heavy-duty truck market reported sales of 6,820 units, representing an
increase of 32.9% from the same period last year. For the six months ended June 30, 2018, the New Zealand market
reported sales of 1,730 units, representing an increase of 9.8% from the same period last year. The brands we
represent in Australia hold a 6.9% market share in the Australian heavy-duty truck market, and a 3.9% market share in
New Zealand. The Australian heavy-duty commercial vehicle market has been experiencing increasing industry sales
recently largely due to improvements in overall market conditions.  We expect the heavy and medium-duty truck and
bus markets in Australia and New Zealand to continue to grow throughout the remainder of 2018, and also expect
continued new order growth and engine repowers from the off-highway engine distribution business, in consideration
of the improving market conditions in these countries.

Penske Truck Leasing. We expect PTL to benefit from continued strong demand for its full-service truck leasing,
truck rental and contract maintenance, and logistics services resulting from continued positive economic conditions in
the United States and customers’ desire to increase efficiency and lower costs by outsourcing non-core responsibilities
such as fleet ownership. As a global logistics services provider, we also expect PTL to experience increased demand
for its logistics supply chain solutions based primarily on optimizing the use of drivers, trucks, warehouses, and other
services within the supply chain. As a result of recent improvements in the truck market, we have seen freight growth
and improved conditions within PTL’s commercial truck rental business, an increase in the utilization rate of its fleet,
and stabilization of used truck prices. We anticipate these improvements will continue throughout the remainder of
2018.

As described in “Forward-Looking Statements,” there are a number of factors that could cause actual results to differ
materially from our expectations.

Operating Overview
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Automotive and commercial truck dealerships represent the majority of our results of operations. New and used
vehicle revenues typically include sales to retail customers, to fleet customers, and to leasing companies providing
consumer leasing. We generate finance and insurance revenues from sales of third-party extended service contracts,
sales of third-party insurance policies, commissions relating to the sale of finance and lease contracts to third parties,
and the sales of certain other products. Service and parts revenues include fees paid by customers for repair,
maintenance and collision services, and the sale of replacement parts and other aftermarket accessories, as well as
warranty repairs that are reimbursed directly by various OEMs.

Our gross profit tends to vary with the mix of revenues we derive from the sale of new vehicles, used vehicles, finance
and insurance products, and service and parts transactions. Our gross profit varies across product lines, with vehicle
sales usually resulting in lower gross profit margins and our other revenues resulting in higher gross profit margins.
Factors such as inventory and vehicle availability, customer demand, consumer confidence, unemployment, general
economic conditions, seasonality, weather, credit availability, fuel prices, and manufacturers’ advertising and
incentives also impact the mix of our revenues, and therefore influence our gross profit margin.

The results of our commercial vehicle distribution business in Australia and New Zealand are principally driven by the
number and types of products and vehicles ordered by our customers.
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Aggregate revenue and gross profit increased $556.9 million and $72.5 million, or 10.3% and 8.9%, respectively,
during the three months ended June 30, 2018 and increased $1,222.7 million and $162.6 million, or 11.7% and 10.2%,
respectively, during the six months ended June 30, 2018, compared to the same periods in 2017. The increases are
largely attributable to same-store increases in the new and used Retail Automotive and Retail Commercial Truck
segments, finance and insurance, and service and parts revenue and gross profit.  

As our various exchange rates fluctuate, our revenue and results of operations as reported in U.S. Dollars fluctuate.
For example, if the British Pound were to weaken against the U.S. Dollar, our U.K. results of operations would
translate into less U.S. Dollar reported results. Foreign currency average rate fluctuations increased revenue and gross
profit by $158.4 million and $20.8 million, respectively, for the three months ended June 30, 2018, and increased
revenue and gross profit by $455.5 million and $60.7 million, respectively, for the six months ended June 30, 2018.
Foreign currency average rate fluctuations increased earnings per share from continuing operations by approximately
$0.03 per share and $0.10 per share for the three and six months ended June 30, 2018, respectively. Excluding the
impact of foreign currency average rate fluctuations, revenue and gross profit increased 7.4% and 6.3%, respectively,
for the three months ended June 30, 2018, and increased 7.3% and 6.4%, respectively, for the six months ended June
30, 2018.

Our selling expenses consist of advertising and compensation for sales personnel, including commissions and related
bonuses. General and administrative expenses include compensation for administration, finance, legal and general
management personnel, rent, insurance, utilities and other expenses. As the majority of our selling expenses are
variable, and we believe a significant portion of our general and administrative expenses are subject to our control, we
believe our expenses can be adjusted over time to reflect economic trends.

Floor plan interest expense relates to financing incurred in connection with the acquisition of new and used vehicle
inventories that is secured by those vehicles. Other interest expense consists of interest charges on all of our
interest-bearing debt, other than interest relating to floor plan financing, and includes interest relating to our retail
commercial truck dealership and commercial vehicle distribution operations. The cost of our variable rate
indebtedness is based on the prime rate, defined London Interbank Offered Rate (“LIBOR”), the Bank of England Base
Rate, the Finance House Base Rate, the Euro Interbank Offered Rate, the Canadian Prime Rate, the Australian Bank
Bill Swap Rate, or the New Zealand Bank Bill Benchmark Rate.

Equity in earnings of affiliates represents our share of the earnings from our investments in joint ventures and other
non-consolidated investments, including PTL.

The future success of our business is dependent upon, among other things, general economic and industry conditions;
our ability to consummate and integrate acquisitions; the level of vehicle sales in the markets where we operate; our
ability to increase sales of higher margin products, especially service and parts sales; our ability to realize returns on
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our significant capital investment in new and upgraded dealership facilities; the success of our distribution of
commercial vehicles, engines, and power systems; and the return realized from our investments in various joint
ventures and other non-consolidated investments. See “Forward-Looking Statements” below.

Critical Accounting Policies and Estimates

The preparation of financial statements in accordance with accounting principles generally accepted in the United
States of America requires the application of accounting policies that often involve making estimates and employing
judgments. Such judgments influence the assets, liabilities, revenues and expenses recognized in our financial
statements. Management, on an ongoing basis, reviews these estimates and assumptions. Management may determine
that modifications in assumptions and estimates are required, which may result in a material change in our results of
operations or financial position.

The accounting policies and estimates that we believe to be most dependent upon the use of estimates and
assumptions are: revenue recognition, goodwill and other indefinite-lived intangible assets, investments,
self-insurance reserves, and income taxes. Refer to “Management’s Discussion and Analysis of Financial Condition and
Results of Operations” in our 2017 annual report on Form 10-K for additional detail and discussion of these critical
accounting
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policies and estimates. There have been no material changes in critical accounting policies and estimates as described
in our most recent annual report.

Refer to Part I, Item 1, Note 2 of the Notes to our Consolidated Condensed Financial Statements for disclosures
regarding estimates and judgments related to revenue recognition. Refer to “Income Taxes” within Part I, Item 1, Note 1
of the Notes to our Consolidated Condensed Financial Statements for disclosures regarding estimates and judgments
related to income taxes.

Results of Operations

The following tables present comparative financial data relating to our operating performance in the aggregate and on
a “same-store” basis. Dealership results are included in same-store comparisons when we have consolidated the acquired
entity during the entirety of both periods being compared. As an example, if a dealership were acquired on January 15,
2016, the results of the acquired entity would be included in annual same-store comparisons beginning with the year
ended December 31, 2018 and in quarterly same-store comparisons beginning with the quarter ended June 30, 2017.

The results for the six months ended June 30, 2018 include a net benefit totaling $1.0 million after tax, or $0.01 per
share, consisting of a $6.4 million net gain related to several retail automotive dealership actions including the sale of
five locations and the termination of several franchises, partially offset by valuation adjustments on certain properties
totaling $5.4 million.

Three Months Ended June 30, 2018 Compared to Three Months Ended June 30, 2017

Retail Automotive Dealership New Vehicle Data

(In millions, except unit and per unit amounts)

2018 vs. 2017
New Vehicle Data 2018 2017 Change % Change
New retail unit sales 61,071 63,919 (2,848) (4.5) %
Same-store new retail unit sales 60,324 60,272 52 0.1 %
New retail sales revenue $ 2,528.6 $ 2,401.7 $ 126.9 5.3 %
Same-store new retail sales revenue $ 2,518.9 $ 2,347.1 $ 171.8 7.3 %
New retail sales revenue per unit $ 41,404 $ 37,575 $ 3,829 10.2 %
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Same-store new retail sales revenue per unit $ 41,757 $ 38,942 $ 2,815 7.2 %
Gross profit — new $ 189.8 $ 190.3 $ (0.5) (0.3) %
Same-store gross profit — new $ 188.6 $ 186.5 $ 2.1 1.1 %
Average gross profit per new vehicle retailed $ 3,109 $ 2,977 $ 132 4.4 %
Same-store average gross profit per new vehicle
retailed $ 3,127 $ 3,095 $ 32 1.0 %
Gross margin % — new 7.5 % 7.9 % (0.4) % (5.1) %
Same-store gross margin % — new 7.5 % 7.9 % (0.4) % (5.1) %

Units

Retail unit sales of new vehicles decreased from 2017 to 2018 due to a 2,900 unit decrease from net dealership
divestitures, offset by a 52 unit, or 0.1%, increase in same-store new retail unit sales. Same-store units decreased 2.4%
in the U.S. primarily due to a decrease in premium brand sales, partially offset by an increase in domestic brand sales.
Same-store units increased 4.1% internationally due to an increase in the U.K. and Germany.

Revenues

New vehicle retail sales revenue increased from 2017 to 2018 due to  a $171.8 million, or 7.3%, increase in
same-store revenues, offset by a $44.9 million decrease from net dealership divestitures. Excluding $63.6 million of
favorable foreign currency fluctuations, same-store new retail revenue increased 4.6%. The same-store revenue
increase is due to a  $2,815 per unit increase in comparative average selling prices (including a $1,056 per unit
increase attributable to
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favorable foreign currency fluctuations), which increased revenue by $169.6 million, coupled with an increase in
same-store unit sales, which increased revenue by $2.2 million.

Gross Profit

Retail gross profit from new vehicle sales decreased from 2017 to 2018 due to a $2.6 million decrease from net
dealership divestitures, offset by a $2.1 million, or 1.1%, increase in same-store gross profit. Excluding $5.4 million
of favorable foreign currency fluctuations, same-store gross profit decreased 1.8%. The increase in same-store gross
profit is due to a  $32 per unit increase in the average gross profit per new vehicle retailed (including a $90 per unit
increase attributable to favorable foreign currency fluctuations), which increased gross profit by $1.9 million, coupled
with an increase in same-store new retail unit sales, which increased gross profit by $0.2 million.

Retail Automotive Dealership Used Vehicle Data

(In millions, except unit and per unit amounts)

2018 vs. 2017
Used Vehicle Data 2018 2017 Change % Change
Used retail unit sales 73,143 66,208 6,935 10.5 %
Same-store used retail unit sales 66,160 64,185 1,975 3.1 %
Used retail sales revenue $ 1,896.9 $ 1,640.1 $ 256.8 15.7 %
Same-store used retail sales revenue $ 1,790.5 $ 1,603.3 $ 187.2 11.7 %
Used retail sales revenue per unit $ 25,934 $ 24,772 $ 1,162 4.7 %
Same-store used retail sales revenue per unit $ 27,064 $ 24,980 $ 2,084 8.3 %
Gross profit — used $ 112.5 $ 93.8 $ 18.7 19.9 %
Same-store gross profit — used $ 104.1 $ 91.3 $ 12.8 14.0 %
Average gross profit per used vehicle retailed $ 1,538 $ 1,416 $ 122 8.6 %
Same-store average gross profit per used vehicle
retailed $ 1,574 $ 1,423 $ 151 10.6 %
Gross margin % — used 5.9 % 5.7 % 0.2 % 3.5 %
Same-store gross margin % — used 5.8 % 5.7 % 0.1 % 1.8 %

Units

Retail unit sales of used vehicles increased from 2017 to 2018 due to a 4,960 unit increase from net dealership
acquisitions, coupled with a 1,975 unit, or 3.1%, increase in same-store used retail unit sales. Used units increased
23.1% internationally and decreased 0.9% in the U.S. The decrease of 0.9% is due to the divestiture of franchised
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dealerships in the U.S. The increase internationally is primarily due to our acquisitions of stand-alone used vehicle
dealerships in the U.K. Same-store retail units for our U.S. and U.K stand-alone used vehicle dealerships increased
4.3% and 13.6%, respectively. Overall, same-store units increased 3.3% internationally and 2.9% in the U.S.

Revenues

Used vehicle retail sales revenue increased from 2017 to 2018 due to a $187.2 million, or 11.7%, increase in
same-store revenues, coupled with  a $69.6 million increase from net dealership acquisitions. Excluding $56.5 million
of favorable foreign currency fluctuations, same-store used retail revenue increased 8.2%. The same-store revenue
increase is primarily due to a  $2,084 per unit increase in comparative average selling prices (including an $856 per
unit increase attributable to favorable foreign currency fluctuations), which increased revenue by $133.8 million,
coupled with an increase in same-store used retail unit sales, which increased revenue by $53.4 million. Used retail
sales revenue per unit was negatively impacted by lower selling prices from our stand-alone used vehicle dealerships
in the U.S. and the U.K., which reduced used retail sales revenue per unit by $3,685. The average sales price per unit
for our stand-alone used vehicle dealerships is $15,304 compared to $29,619 at our franchised dealerships.

Gross Profit

Retail gross profit from used vehicle sales increased from 2017 to 2018 due to a $12.8 million, or 14.0%, increase in
same-store gross profit, coupled with a $5.9 million increase from net dealership acquisitions. Excluding $3.0 million
of
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favorable foreign currency fluctuations, same-store gross profit increased 10.7%. The increase in same-store gross
profit is due to a $151 per unit increase in average gross profit per used vehicle retailed (including a $45 per unit
increase attributable to favorable foreign currency fluctuations), which increased gross profit by $9.7 million, coupled
with an increase in same-store used retail unit sales, which increased gross profit by $3.1 million. The increase in used
average gross profit per unit was partially offset by the impact of lower average selling prices for our stand-alone used
vehicle dealerships, which reduced used average gross profit per unit by $124.

Retail Automotive Dealership Finance and Insurance Data

(In millions, except unit and per unit amounts)

2018 vs. 2017
Finance and Insurance Data 2018 2017 Change % Change
Total retail unit sales 134,214 130,127 4,087 3.1 %
Total same-store retail unit sales 126,484 124,457 2,027 1.6 %
Finance and insurance revenue $ 162.9 $ 147.2 $ 15.7 10.7 %
Same-store finance and insurance revenue $ 157.8 $ 143.9 $ 13.9 9.7 %
Finance and insurance revenue per unit $ 1,213 $ 1,131 $ 82 7.3 %
Same-store finance and insurance revenue per unit $ 1,247 $ 1,157 $ 90 7.8 %

Finance and insurance revenue increased from 2017 to 2018 due to a $13.9 million, or 9.7%, increase in same-store
revenues, coupled with a $1.8 million increase from net dealership acquisitions. Excluding $4.0 million of favorable
foreign currency fluctuations, same-store finance and insurance revenue increased 6.9%. The same-store revenue
increase is due a $90 per unit increase in finance and insurance revenue per unit (including a $31 per unit increase
attributable to favorable foreign currency fluctuations), which increased revenue by $11.3 million, coupled with  an
increase in same-store retail unit sales, which increased revenue by $2.6 million. Finance and insurance revenue per
unit was partially offset by the impact of lower per unit amounts from our stand-alone used vehicle dealerships, which
reduced average finance and insurance revenue per unit by $21. We believe the increase in same-store finance and
insurance revenue per unit, particularly in the U.S., is primarily due to our efforts to increase finance and insurance
revenue, which include additional training, adding resources to target underperforming locations, product penetration,
and changes to product portfolios.

Retail Automotive Dealership Service and Parts Data

(In millions)

2018 vs. 2017
Service and Parts Data 2018 2017 Change % Change
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Service and parts revenue $ 547.8 $ 520.3 $ 27.5 5.3 %
Same-store service and parts revenue $ 542.9 $ 512.2 $ 30.7 6.0 %
Gross profit — service and parts $ 328.2 $ 309.7 $ 18.5 6.0 %
Same-store service and parts gross profit $ 322.9 $ 303.9 $ 19.0 6.3 %
Gross margin % — service and parts 59.9 % 59.5 % 0.4 % 0.7 %
Same-store service and parts gross margin % 59.5 % 59.3 % 0.2 % 0.3 %

Revenues

Service and parts revenue increased from 2017 to 2018, with an increase of 19.3% internationally, offset by a decrease
of 0.9% in the U.S due to net dealership divestitures. The overall increase in service and parts revenue is due to a
$30.7 million, or 6.0%, increase in same-store revenues during the period, offset by a $3.2 million decrease from net
dealership divestitures. Excluding $11.7 million of favorable foreign currency fluctuations, same-store service and
parts revenue increased 3.7%. The increase in same-store revenue is due to a $30.8 million, or 8.9%, increase in
customer pay revenue, a $0.6 million, or 1.6%, increase in vehicle preparation and body shop revenue, offset by a $0.7
million, or 0.5%, decrease in warranty revenue.
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Gross Profit

Service and parts gross profit increased from 2017 to 2018 due to a $19.0 million, or 6.3%, increase in same-store
gross profit during the period, offset by a $0.5 million decrease from net dealership divestitures. Excluding $6.6
million of favorable foreign currency fluctuations, same-store gross profit increased 4.1%. The same-store gross profit
increase is due to the increase in same-store revenues, which increased gross profit by $18.2 million, coupled with a
 0.2% increase in gross margin, which increased gross profit by $0.8 million. The same-store gross profit increase is
due to a $15.0 million, or 9.1%, increase in customer pay gross profit, a $1.5 million, or 2.2%, increase in warranty
gross profit, and a $2.5 million, or 3.5%, increase in vehicle preparation and body shop gross profit.

Retail Commercial Truck Dealership Data

(In millions, except unit and per unit amounts)

2018 vs. 2017
New Commercial Truck Data 2018 2017 Change % Change
New retail unit sales 2,018 1,174 844 71.9 %
Same-store new retail unit sales 1,988 1,174 814 69.3 %
New retail sales revenue $ 210.7 $ 116.5 $ 94.2 80.9 %
Same-store new retail sales revenue $ 207.1 $ 116.5 $ 90.6 77.8 %
New retail sales revenue per unit $ 104,418 $ 99,225 $ 5,193 5.2 %
Same-store new retail sales revenue per unit $ 104,173 $ 99,225 $ 4,948 5.0 %
Gross profit — new $ 9.5 $ 5.0 $ 4.5 90.0 %
Same-store gross profit — new $ 9.2 $ 5.0 $ 4.2 84.0 %
Average gross profit per new truck retailed $ 4,680 $ 4,300 $ 380 8.8 %
Same-store average gross profit per new truck retailed $ 4,607 $ 4,300 $ 307 7.1 %
Gross margin % — new 4.5 % 4.3 % 0.2 % 4.7 %
Same-store gross margin % — new 4.4 % 4.3 % 0.1 % 2.3 %

Units

Retail unit sales of new trucks increased from 2017 to 2018 due to an 814 unit increase in same-store retail unit sales,
coupled with a 30 unit increase from net dealership acquisitions. Same-store new truck units increased 69.3% from
2017 to 2018,  largely due to the 22.5% increase in the North American Class 8 heavy-duty truck market during the
three months ended June 30, 2018.

Revenues
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New commercial truck retail sales revenue increased from 2017 to 2018 due to a $90.6 million increase in same-store
revenues, coupled with a $3.6 million increase from net dealership acquisitions. The same-store revenue increase is
due to an increase in same-store new retail unit sales, which increased revenue by $84.8 million, coupled with a
$4,948 per unit increase in comparative average selling prices, which increased revenue by $5.8 million.

Gross Profit

New commercial truck retail gross profit increased from 2017 to 2018 due to a $4.2 million increase in same-store
gross profit, coupled with a $0.3 million increase from net dealership acquisitions. The increase in same-store gross
profit is due to an increase in same-store new retail unit sales, which increased gross profit by $3.8 million, coupled
with a $307 per unit increase in average gross profit per new truck retailed, which increased gross profit by $0.4
million.
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2018 vs. 2017
Used Commercial Truck Data 2018 2017 Change % Change
Used retail unit sales 486 385 101 26.2 %
Same-store used retail unit sales 485 385 100 26.0 %
Used retail sales revenue $ 27.3 $ 23.2 $ 4.1 17.7 %
Same-store used retail sales revenue $ 27.2 $ 23.2 $ 4.0 17.2 %
Used retail sales revenue per unit $ 56,175 $ 60,139 $ (3,964) (6.6) %
Same-store used retail sales revenue per unit $ 56,165 $ 60,139 $ (3,974) (6.6) %
Gross profit — used $ 3.1 $ 2.5 $ 0.6 24.0 %
Same-store gross profit — used $ 3.1 $ 2.5 $ 0.6 24.0 %
Average gross profit per used truck retailed $ 6,469 $ 6,503 $ (34) (0.5) %
Same-store average gross profit per used truck retailed $ 6,445 $ 6,503 $ (58) (0.9) %
Gross margin % — used 11.4 % 10.8 % 0.6 % 5.6 %
Same-store gross margin % — used 11.4 % 10.8 % 0.6 % 5.6 %

Units

Retail unit sales of used trucks increased from 2017 to 2018 due to a 100 unit increase in same-store retail unit sales,
 coupled with an increase from net dealership acquisitions. The increase from 2017 to 2018 is primarily due to a more
stable used truck pricing environment due in part to the strong new truck environment driven by the strength of the
U.S. economy, higher utilization rates, and our ability to proactively manage our used truck inventory through the
purchase and sale of more desirable trucks.

Revenues

Used commercial truck retail sales revenue increased from 2017 to 2018 due to a $4.0 million increase in same-store
revenues, coupled with a $0.1 million increase from net dealership acquisitions. The same-store revenue increase is
due to the increase in same-store used retail unit sales, which increased revenue by $5.6 million, offset by a $3,974 per
unit decrease in comparative average selling prices, which decreased revenue by $1.6 million.

Gross Profit

Used commercial truck retail gross profit increased from 2017 to 2018 due to a $0.6 million increase in same-store
gross profit resulting from higher used retail unit sales.
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2018 vs. 2017
Service and Parts Data 2018 2017 Change % Change
Service and parts revenue $ 92.2 $ 83.3 $ 8.9 10.7 %
Same-store service and parts revenue $ 91.1 $ 83.3 $ 7.8 9.4 %
Gross profit — service and parts $ 35.9 $ 30.3 $ 5.6 18.5 %
Same-store service and parts gross profit $ 35.3 $ 30.3 $ 5.0 16.5 %
Gross margin % — service and parts 38.9 % 36.4 % 2.5 % 6.9 %
Same-store service and parts gross margin % 38.7 % 36.4 % 2.3 % 6.3 %

Revenues

Service and parts revenue increased from 2017 to 2018 due to a $7.8 million increase in same-store revenues, coupled
with a $1.1 million increase from net dealership acquisitions. Customer pay work represents approximately 85% of
PTG’s service and parts revenue, largely due to the significant amount of retail sales of parts and accessories. The
increase in same-store revenue is due to a $5.8 million, or 8.1%, increase in customer pay revenue, a $2.1 million, or
22.5%, increase in warranty revenue, offset by a $0.1 million, or 3.6%, decrease in body shop revenue. 

Gross Profit

Service and parts gross profit increased from 2017 to 2018 due to a $5.0 million increase in same-store gross profit,
coupled with a $0.6 million increase from net dealership acquisitions. The same-store gross profit increase is due to
the
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increase in same-store revenues, which increased gross profit by $3.0 million, coupled with a 2.3% increase in gross
margin, which increased gross profit by $2.0 million. The same-store gross profit increase is due to a $3.7 million, or
16.2%, increase in customer pay gross profit, and a $1.3 million, or 29.4%, increase in warranty gross profit.

Commercial Vehicle Distribution Data

(In millions, except unit amounts)

2018 vs. 2017
Penske Commercial Vehicles Australia Data 2018 2017 Change % Change
Vehicle and parts unit sales 408 353 55 15.6 %
Sales revenue $ 61.7 $ 57.8 $ 3.9 6.7 %
Gross profit $ 13.0 $ 11.2 $ 1.8 16.1 %

The increase in units and revenue for PCV Australia is primarily due to an improved truck and bus market in Australia
and improved bus market in New Zealand in 2018 compared to 2017. The increase in gross profit from 2017 to 2018
is due to an overall improvement in market conditions, an increase in parts sales due to stronger demand, and a higher
gross profit per unit.

2018 vs. 2017
Penske Power Systems Data 2018 2017 Change % Change
Sales revenue $ 83.3 $ 55.2 $ 28.1 50.9 %
Gross profit $ 26.3 $ 20.0 $ 6.3 31.5 %

The increase in revenue and gross profit of PPS from 2017 to 2018 is primarily attributable to continued new order
growth when compared to the same period last year, timing of completion of projects and delivery of products, and
improving economic conditions which have led to an increase in mining repowers, military and marine market sales,
and engine and parts sales. Increased efforts to integrate PCV Australia operations with PPS locations now selling
PCV Australia brands also contributed to increased revenues and gross profit.
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Selling, General and Administrative Data

(In millions)

2018 vs. 2017
Selling, General and Administrative Data 2018 2017 Change % Change
Personnel expense $ 392.9 $ 361.9 $ 31.0 8.6 % 
Advertising expense $ 30.2 $ 30.1 $ 0.1 0.3 % 
Rent & related expense $ 84.8 $ 79.2 $ 5.6 7.1 % 
Other expense $ 167.5 $ 150.8 $ 16.7 11.1 % 
Total SG&A expenses $ 675.4 $ 622.0 $ 53.4 8.6 % 
Same-store SG&A expenses $ 658.4 $ 608.1 $ 50.3 8.3 % 

Personnel expense as % of gross profit 44.2 % 44.3 % (0.1) % (0.2) % 
Advertising expense as % of gross profit 3.4 % 3.7 % (0.3) % (8.1) % 
Rent & related expense as % of gross profit 9.5 % 9.7 % (0.2) % (2.1) % 
Other expense as % of gross profit 18.8 % 18.4 % 0.4 % 2.2 % 
Total SG&A expenses as % of gross profit 75.9 % 76.1 % (0.2) % (0.3) % 
Same-store SG&A expenses as % of same-store gross profit 75.9 % 75.8 % 0.1 % 0.1 % 

Selling, general and administrative expenses (“SG&A”) increased from 2017 to 2018 due to a $50.3 million, or 8.3%,
increase in same-store SG&A, coupled with a $3.1 million increase from net acquisitions. Excluding the $15.6 million
increase related to foreign currency fluctuations, same-store SG&A increased 5.7%. The increase in SG&A is
primarily due to an increase in variable personnel expenses as a result of the 8.9% increase in gross profit compared to
the prior year. SG&A as a percentage of gross profit was 75.9%, a decrease of 20 basis points compared to 76.1% in
the prior year. SG&A expenses as a percentage of total revenue was 11.4% and 11.6% in the three months ended June
30, 2018 and 2017, respectively.

Depreciation

(In millions)

2018 vs. 2017
2018 2017 Change % Change

Depreciation $ 25.7 $ 23.3 $ 2.4 10.3 %  

Depreciation increased from 2017 to 2018 due to a $2.5 million, or 11.1%, increase in same-store depreciation, offset
by a $0.1 million decrease from net dealership divestitures. The overall same-store increase is primarily related to our
ongoing facility improvements and expansion programs.
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Floor Plan Interest Expense

(In millions)

2018 vs. 2017
2018 2017 Change % Change

Floor plan interest expense $ 19.9 $ 15.5 $ 4.4 28.4 %  

Floor plan interest expense increased from 2017 to 2018 due to a $4.5 million, or 29.6%, increase in same-store floor
plan interest expense, offset by a $0.1 million decrease from net dealership divestitures. The overall increase is
primarily due to increases in amounts outstanding under floor plan arrangements, due in part to increased levels of
vehicle inventory, and increases in applicable rates.
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Other Interest Expense

(In millions)

2018 vs. 2017
2018 2017 Change % Change

Other interest expense $ 28.6 $ 26.4 $ 2.2 8.3 %  

Other interest expense increased from 2017 to 2018 primarily due to the issuance of our $300.0 million 3.75% senior
subordinated notes in August 2017, increases in applicable rates, and increased borrowings under our Australia capital
loan agreement. This increase was partially offset by a decrease in outstanding revolver borrowings under the U.S. and
U.K. credit agreements.

Equity in Earnings of Affiliates

(In millions)

2018 vs. 2017
2018 2017 Change % Change

Equity in earnings of affiliates $ 36.0 $ 26.8 $ 9.2 34.3 %  

Equity in earnings of affiliates increased from 2017 to 2018 due to an increase in our ownership percentage in PTL
from 23.4% to 28.9% in September 2017, coupled with an 11.0% increase in PTL earnings. Equity in earnings of
affiliates from PTL increased by $10.1 million from 2017 to 2018. This increase was partially offset by a decrease in
earnings from our retail automotive joint ventures and a decrease in earnings due to certain non-automotive
investments that were sold in 2017.

Income Taxes

(In millions)

2018 vs. 2017
2018 2017 Change % Change

Income taxes $ 41.0 $ 50.2 $ (9.2) (18.3) %  
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Income taxes decreased from 2017 to 2018 primarily due to a reduction in our effective tax rate as a result of the
enactment of the U.S. Tax Cuts and Jobs Act (the “Act”), which permanently reduced the corporate income tax rate from
35% to 21% effective in 2018. Our effective tax rate was 23.3% during the three months ended June 30, 2018
compared to 32.0% during the three months ended June 30, 2017. The decrease in income taxes was partially offset by
a $19.3 million increase in our pretax income compared to the prior year.
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Six Months Ended June 30, 2018 Compared to Six Months Ended June 30, 2017

Retail Automotive Dealership New Vehicle Data

(In millions, except unit and per unit amounts)

2018 vs. 2017
New Vehicle Data 2018 2017 Change % Change
New retail unit sales 120,333 126,107 (5,774) (4.6) %
Same-store new retail unit sales 117,211 118,173 (962) (0.8) %
New retail sales revenue $ 4,975.4 $ 4,709.1 $ 266.3 5.7 %
Same-store new retail sales revenue $ 4,851.3 $ 4,532.7 $ 318.6 7.0 %
New retail sales revenue per unit $ 41,347 $ 37,342 $ 4,005 10.7 %
Same-store new retail sales revenue per unit $ 41,389 $ 38,356 $ 3,033 7.9 %
Gross profit — new $ 373.0 $ 367.4 $ 5.6 1.5 %
Same-store gross profit — new $ 358.3 $ 353.5 $ 4.8 1.4 %
Average gross profit per new vehicle retailed $ 3,100 $ 2,913 $ 187 6.4 %
Same-store average gross profit per new vehicle
retailed $ 3,057 $ 2,992 $ 65 2.2 %
Gross margin % — new 7.5 %  7.8 %  (0.3) %  (3.8) %
Same-store gross margin % — new 7.4 %  7.8 %  (0.4) %  (5.1) %

Units

Retail unit sales of new vehicles decreased from 2017 to 2018 due to a 4,812 unit decrease from net dealership
divestitures, coupled with a 962 unit, or 0.8%, decrease in same-store new retail unit sales. New units decreased 4.9%
internationally, coupled with a decrease of 4.3% in the U.S. Same-store units decreased 1.0% in the U.S. primarily due
to a decrease in premium brand sales, offset by an increase in domestic and volume foreign brand sales. Same-store
units decreased 0.5% internationally primarily due to a decline in unit sales in the U.K. as a result of the decline in the
U.K. new vehicle market, partially offset by an increase in unit sales in Germany and Italy.

Revenues

New vehicle retail sales revenue increased from 2017 to 2018 due to a $318.6 million, or 7.0%, increase in same-store
revenues, offset by a $52.3 million decrease from net dealership divestitures. Excluding $189.5 million of favorable
foreign currency fluctuations, same-store new retail revenue increased 2.8%. The same-store revenue increase is due
to a $3,033 per unit increase in comparative average selling prices (including a $1,616 per unit increase attributable to

Edgar Filing: AETNA INC /PA/ - Form 425

53



favorable foreign currency fluctuations), which increased revenue by $355.5 million, offset by a decrease in
same-store new retail unit sales, which decreased revenue by $36.9 million.

Gross Profit

Retail gross profit from new vehicle sales increased from 2017 to 2018 due to a $4.8 million, or 1.4%, increase in
same-store gross profit, coupled with a $0.8 million increase from net dealership acquisitions. Excluding $15.4 million
of favorable foreign currency fluctuations, same-store gross profit decreased 3.0%. The increase in same-store gross
profit is due to a  $65 per unit increase in the average gross profit per new vehicle retailed (including a $132 per unit
increase attributable to favorable foreign currency fluctuations), which increased gross profit by $7.6 million, offset
by a decrease in same-store new retail unit sales, which decreased gross profit by $2.8 million.
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Retail Automotive Dealership Used Vehicle Data

(In millions, except unit and per unit amounts)

2018 vs. 2017
Used Vehicle Data 2018 2017 Change % Change
Used retail unit sales 146,371 128,492 17,879 13.9 %
Same-store used retail unit sales 106,210 104,224 1,986 1.9 %
Used retail sales revenue $ 3,763.7 $ 3,181.1 $ 582.6 18.3 %
Same-store used retail sales revenue $ 3,106.4 $ 2,806.5 $ 299.9 10.7 %
Used retail sales revenue per unit $ 25,713 $ 24,757 $ 956 3.9 %
Same-store used retail sales revenue per unit $ 29,248 $ 26,928 $ 2,320 8.6 %
Gross profit — used $ 222.2 $ 187.9 $ 34.3 18.3 %
Same-store gross profit — used $ 173.3 $ 157.2 $ 16.1 10.2 %
Average gross profit per used vehicle retailed $ 1,518 $ 1,463 $ 55 3.8 %
Same-store average gross profit per used vehicle
retailed $ 1,631 $ 1,508 $ 123 8.2 %
Gross margin % — used 5.9 %  5.9 %   — %  — %
Same-store gross margin % — used 5.6 %  5.6 %   — %  — %

Units

Retail unit sales of used vehicles increased from 2017 to 2018 due to a 15,893 unit increase from net dealership
acquisitions, coupled with a 1,986 unit, or 1.9%, increase in same-store used retail unit sales. Used units increased
30.0% internationally and decreased 0.4% in the U.S. The decrease of 0.4% is due to the divestiture of franchised
dealerships in the U.S. The increase internationally is primarily due to our acquisitions of stand-alone used vehicle
dealerships in the U.K. Same-store units increased 2.4% internationally and 1.5% in the U.S.

Revenues

Used vehicle retail sales revenue increased from 2017 to 2018 due to a $299.9 million, or 10.7%, increase in
same-store revenues, coupled with a $282.7 million increase from net dealership acquisitions. Excluding $142.3
million of favorable foreign currency fluctuations, same-store used retail revenue increased 5.6%. The same-store
revenue increase is primarily due to a $2,320 per unit increase in comparative average selling prices (including a
$1,340 per unit increase attributable to favorable foreign currency fluctuations), which increased revenue by $241.8
million, coupled with an increase in same-store used retail unit sales, which increased revenue by $58.1 million. Used
retail sales revenue per unit was negatively impacted by lower selling prices from our stand-alone used vehicle
dealerships in the U.S. and the U.K., which reduced used retail sales revenue per unit by $3,655. The average sales
price per unit for our stand-alone used vehicle dealerships is $15,105 compared to $29,368 at our franchised
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dealerships.

Gross Profit

Retail gross profit from used vehicle sales increased from 2017 to 2018 due to an $18.2 million increase from net
dealership acquisitions, coupled with a $16.1 million, or 10.2%, increase in same-store gross profit. Excluding $7.4
million of favorable foreign currency fluctuations, same-store gross profit increased 5.5%. The increase in same-store
gross profit is due to a $123 per unit increase in average gross profit per used vehicle retailed (including a $69 per unit
increase attributable to favorable foreign currency fluctuations), which increased gross profit by $12.8 million,
coupled with an increase in same-store used retail unit sales, which increased gross profit by $3.3 million. The
increase in used average gross profit per unit was partially offset by the impact of lower average selling prices for our
stand-alone used vehicle dealerships, which reduced used average gross profit per unit by $121.
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Retail Automotive Dealership Finance and Insurance Data

(In millions, except unit and per unit amounts)

2018 vs. 2017
Finance and Insurance Data 2018 2017 Change % Change
Total retail unit sales 266,704 254,599 12,105 4.8 %
Total same-store retail unit sales 223,421 222,397 1,024 0.5 %
Finance and insurance revenue $ 323.7 $ 284.6 $ 39.1 13.7 %
Same-store finance and insurance revenue $ 276.4 $ 253.1 $ 23.3 9.2 %
Finance and insurance revenue per unit $ 1,213 $ 1,118 $ 95 8.5 %
Same-store finance and insurance revenue per unit $ 1,237 $ 1,138 $ 99 8.7 %

Finance and insurance revenue increased from 2017 to 2018 due to a $23.3 million, or 9.2%, increase in same-store
revenues, coupled with a $15.8 million increase from net dealership acquisitions. Excluding $10.1 million of favorable
foreign currency fluctuations, same-store finance and insurance revenue increased 5.2%. The same-store revenue
increase is due to a $99 per unit increase in comparative average selling prices (including a $45 per unit increase
attributable to favorable foreign currency fluctuations), which increased revenue by $22.0 million, coupled with the
increase in same-store retail unit sales, which increased revenue by $1.3 million. Finance and insurance revenue per
unit was partially offset by the impact of lower per unit amounts from our stand-alone used vehicle dealerships, which
reduced average finance and insurance revenue per unit by $21. We believe the increase in same-store finance and
insurance revenue per unit, particularly in the U.S., is primarily due to our efforts to increase finance and insurance
revenue, which include additional training, adding resources to target underperforming locations, product penetration,
and changes to product portfolios.

Retail Automotive Dealership Service and Parts Data

(In millions)

2018 vs. 2017
Service and Parts Data 2018 2017 Change % Change
Service and parts revenue $ 1,091.3 $ 1,019.2 $ 72.1 7.1 %
Same-store service and parts revenue $ 1,049.7 $ 981.0 $ 68.7 7.0 %
Gross profit — service and parts $ 646.3 $ 603.4 $ 42.9 7.1 %
Same-store service and parts gross profit $ 611.2 $ 575.4 $ 35.8 6.2 %
Gross margin % — service and parts 59.2 %  59.2 %   — %  — %
Same-store service and parts gross margin % 58.2 %  58.7 %  (0.5) % (0.9) %

Revenues
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Service and parts revenue increased from 2017 to 2018, with an increase of 20.3% internationally and 1.1% in the
U.S. The overall increase in service and parts revenue is due to a $68.7 million, or 7.0%, increase in same-store
revenues, coupled with a $3.4 million increase from net dealership acquisitions during the period. Excluding $32.9
million of favorable foreign currency fluctuations, same-store service and parts revenue increased 3.6%. The increase
in same-store revenue is due to a $61.2 million, or 9.3%, increase in customer pay revenue, a $4.9 million, or 2.0%,
increase in warranty revenue, and a $2.6 million, or 3.4%, increase in vehicle preparation and body shop revenue.

Gross Profit

Service and parts gross profit increased from 2017 to 2018 due to a $35.8 million, or 6.2%, increase in same-store
gross profit, coupled with a $7.1 million increase from net dealership acquisitions during the period. Excluding $17.9
million of favorable foreign currency fluctuations, same-store gross profit increased 3.1%. The same-store gross profit
increase is due to an increase in same-store revenues, which increased gross profit by $40.0 million, offset by a 0.5%
decrease in gross margin, which decreased gross profit by $4.2 million. The same-store gross profit increase is due to
a $27.3 million, or 8.8%, increase in customer pay gross profit, a $5.4 million, or 4.2%, increase in warranty gross
profit, and a $3.1 million, or 2.3%, increase in vehicle preparation and body shop gross profit.
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Retail Commercial Truck Dealership Data

(In millions, except unit and per unit amounts)

2018 vs. 2017
New Commercial Truck Data 2018 2017 Change % Change
New retail unit sales 3,672 2,300 1,372 59.7 %
Same-store new retail unit sales 3,642 2,300 1,342 58.3 %
New retail sales revenue $ 381.1 $ 227.2 $ 153.9 67.7 %
Same-store new retail sales revenue $ 377.5 $ 227.2 $ 150.3 66.2 %
New retail sales revenue per unit $ 103,797 $ 98,758 $ 5,039 5.1 %
Same-store new retail sales revenue per unit $ 103,659 $ 98,758 $ 4,901 5.0 %
Gross profit — new $ 16.2 $ 9.5 $ 6.7 70.5 %
Same-store gross profit — new $ 15.9 $ 9.5 $ 6.4 67.4 %
Average gross profit per new truck retailed $ 4,405 $ 4,144 $ 261 6.3 %
Same-store average gross profit per new truck retailed $ 4,363 $ 4,144 $ 219 5.3 %
Gross margin % — new 4.3 % 4.2 % 0.1 % 2.4 %
Same-store gross margin % — new 4.2 % 4.2 %  — %  — %

Units

Retail unit sales of new trucks increased from 2017 to 2018 primarily due to a 1,342 unit increase in same-store retail
unit sales, coupled with a 30 unit increase from net dealership acquisitions. Same-store new truck units increased
58.3% from 2017 to 2018, largely due to the 26.8% increase in the North American Class 8 heavy-duty truck market
during the six months ended June 30, 2018.

Revenues

New commercial truck retail sales revenue increased from 2017 to 2018 due to a $150.3 million increase in same-store
revenues, coupled with a $3.6 million increase from net dealership acquisitions. The same-store revenue increase is
due to the increase in same-store new retail unit sales, which increased revenue by $139.1 million, coupled with a
$4,901 per unit increase in comparative average selling prices, which increased revenue by $11.2 million. 
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Gross Profit

New commercial truck retail gross profit increased from 2017 to 2018 due to a $6.4 million increase in same-store
gross profit, coupled with a $0.3 million increase from net dealership acquisitions. The increase in same-store gross
profit is due to the increase in same-store new retail unit sales, which increased gross profit by $5.9 million, coupled
with a $219 per unit increase in average gross profit per new truck retailed, which increased gross profit by $0.5
million.
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2018 vs. 2017
Used Commercial Truck Data 2018 2017 Change % Change
Used retail unit sales 937 766 171 22.3 %
Same-store used retail unit sales 936 766 170 22.2 %
Used retail sales revenue $ 53.8 $ 42.2 $ 11.6 27.5 %
Same-store used retail sales revenue $ 53.7 $ 42.2 $ 11.5 27.3 %
Used retail sales revenue per unit $ 57,394 $ 55,019 $ 2,375 4.3 %
Same-store used retail sales revenue per unit $ 57,390 $ 55,019 $ 2,371 4.3 %
Gross profit — used $ 5.8 $ 3.5 $ 2.3 65.7 %
Same-store gross profit — used $ 5.8 $ 3.5 $ 2.3 65.7 %
Average gross profit per used truck retailed $ 6,161 $ 4,556 $ 1,605 35.2 %
Same-store average gross profit per used truck retailed $ 6,148 $ 4,556 $ 1,592 34.9 %
Gross margin % — used 10.8 % 8.3 % 2.5 % 30.1 %
Same-store gross margin % — used 10.8 % 8.3 % 2.5 % 30.1 %

Units

Retail unit sales of used trucks increased from 2017 to 2018 due to a 170 unit increase in same-store retail unit sales,
coupled with an increase from net dealership acquisitions. The increase from 2017 to 2018 is primarily due to a more
stable used truck pricing environment due in part to the strong new truck environment driven by the strength of the
U.S. economy, higher utilization rates, and our ability to proactively manage our used truck inventory through the
purchase and sale of more desirable trucks.

Revenues

Used commercial truck retail sales revenue increased from 2017 to 2018 due to an $11.5 million increase in
same-store revenues, coupled with a $0.1 million increase from net dealership acquisitions. The same-store revenue
increase is due to the increase in same-store used retail unit sales, which increased revenue by $9.7 million, coupled
with a $2,371 per unit increase in comparative average selling prices, which increased revenue by $1.8 million.

Gross Profit

Used commercial truck retail gross profit increased from 2017 to 2018 due to a $2.3 million increase in same-store
gross profit. The increase in same-store gross profit is due to a $1,592 per unit increase in average gross profit per
used truck retailed, which increased gross profit by $1.2 million, coupled with the increase in same-store used retail
unit sales, which increased gross profit by $1.1 million.
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2018 vs. 2017
Service and Parts Data 2018 2017 Change % Change
Service and parts revenue $ 182.6 $ 161.3 $ 21.3 13.2 %
Same-store service and parts revenue $ 180.9 $ 161.3 $ 19.6 12.2 %
Gross profit — service and parts $ 69.9 $ 59.1 $ 10.8 18.3 %
Same-store service and parts gross profit $ 69.1 $ 59.1 $ 10.0 16.9 %
Gross margin % — service and parts 38.3 % 36.6 % 1.7 % 4.6 %
Same-store service and parts gross margin % 38.2 % 36.6 % 1.6 % 4.4 %

Revenues

Service and parts revenue increased from 2017 to 2018 due to a $19.6 million increase in same-store revenues,
coupled with a $1.7 million increase from net dealership acquisitions. Customer pay work represents approximately
85.4% of PTG’s service and parts revenue, largely due to the significant amount of retail sales of parts and
accessories. The increase in same-store revenue is due to a $16.6 million, or 12.1%, increase in customer pay revenue,
a $3.1 million, or 16.5%, increase in warranty revenue, offset by a $0.1 million, or 1.8%, decrease in body shop
revenue. 
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Gross Profit

Service and parts gross profit increased from 2017 to 2018 due to a $10.0 million increase in same-store gross profit,
coupled with a $0.8 million increase from net dealership acquisitions. The same-store gross profit increase is due to
the increase in same-store revenues, which increased gross profit by $7.5 million, coupled with a 1.6% increase in
gross margin, which increased gross profit by $2.5 million. The same-store gross profit increase is due to a $7.6
million, or 17.2%, increase in customer pay gross profit, a $1.9 million, or 21.8%, increase in warranty gross profit,
and a $0.5 million, or 7.9%, increase in body shop gross profit. 

Commercial Vehicle Distribution Data

(In millions, except unit amounts)

2018 vs. 2017
Penske Commercial Vehicles Australia Data 2018 2017 Change % Change
Vehicle and parts unit sales 779 665 114 17.1 %
Sales revenue $ 119.2 $ 120.9 $ (1.7) (1.4) %
Gross profit $ 27.0 $ 22.0 $ 5.0 22.7 %

The increase in units for PCV Australia is primarily due to an improved truck and bus market in Australia and
improved bus sales in New Zealand in 2018 compared to 2017. The decline in revenue from 2017 to 2018 is primarily
attributable to increased efforts to integrate PCV Australia retail operations into PPS locations now selling PCV
Australia brands. The increase in gross profit from 2017 to 2018 is due to an overall improvement in market
conditions, an increase in parts sales due to stronger demand, and a higher gross profit per unit.

2018 vs. 2017
Penske Power Systems Data 2018 2017 Change % Change
Sales revenue $ 183.5 $ 104.2 $ 79.3 76.1 %
Gross profit $ 51.7 $ 38.5 $ 13.2 34.3 %

The increase in revenue and gross profit of PPS from 2017 to 2018 is primarily attributable to continued new order
growth when compared to the same period last year, timing of completion of projects and delivery of products, and
improving economic conditions which have led to an increase in mining repowers, military and marine market sales,
and engine and parts sales. Increased efforts to integrate PCV Australia operations with PPS locations now selling
PCV Australia brands also contributed to increased revenues and gross profit.

Edgar Filing: AETNA INC /PA/ - Form 425

63



Selling, General and Administrative Data

(In millions)

2018 vs. 2017
Selling, General and Administrative Data 2018 2017 Change % Change
Personnel expense $ 780.0 $ 707.2 $ 72.8 10.3 %
Advertising expense $ 59.2 $ 58.1 $ 1.1 1.9 %
Rent & related expense $ 168.8 $ 155.2 $ 13.6 8.8 %
Other expense $ 330.5 $ 303.2 $ 27.3 9.0 %
Total SG&A expenses $ 1,338.5 $ 1,223.7 $ 114.8 9.4 %
Same store SG&A expenses $ 1,228.3 $ 1,144.8 $ 83.5 7.3 %

Personnel expense as % of gross profit 44.5 %  44.4 %  0.1 %  0.2 %
Advertising expense as % of gross profit 3.4 %  3.7 %  (0.3) %  (8.1) %
Rent & related expense as % of gross profit 9.6 %  9.7 %  (0.1) %  (1.0) %
Other expense as % of gross profit 18.8 %  19.1 %  (0.3) %  (1.6) %
Total SG&A expenses as % of gross profit 76.3 %  76.9 %  (0.6) %  (0.8) %
Same store SG&A expenses as % of same store gross
profit 76.7 %  77.0 %  (0.3) %  (0.4) %

Selling, general and administrative expenses (“SG&A”) increased from 2017 to 2018 due to an $83.5 million, or 7.3%,
increase in same-store SG&A, coupled with a $31.3 million increase from net acquisitions. Excluding the $42.5
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million reduction related to foreign currency fluctuations, same-store SG&A increased 3.6%. The increase in SG&A
is primarily due to an increase in variable personnel expenses as a result of the 10.2% increase in gross profit
compared to the prior year. SG&A as a percentage of gross profit was 76.3%, a decrease of 60 basis points compared
to 76.9% in the prior year. SG&A expenses as a percentage of total revenue was 11.5% and 11.7% in the six months
ended June 30, 2018 and 2017, respectively.

Depreciation

(In millions)

2018 vs. 2017
2018 2017 Change % Change

Depreciation $ 51.3 $ 45.7 $ 5.6 12.3 %

Depreciation increased from 2017 to 2018 due to a $5.2 million, or 12.0%, increase in same-store depreciation,
coupled with a $0.4 million increase from net acquisitions. The overall same-store increase is primarily related to our
ongoing facility improvements and expansion programs.

Floor Plan Interest Expense

(In millions)

2018 vs. 2017
2018 2017 Change % Change

Floor plan interest expense $ 38.8 $ 29.2 $ 9.6 32.9 %

Floor plan interest expense increased from 2017 to 2018 due to an $8.9 million, or 32.0%, increase in same-store floor
plan interest expense, coupled with a $0.7 million increase from net dealership acquisitions. The overall increase is
primarily due to increases in amounts outstanding under floor plan arrangements, due in part to increased levels of
vehicle inventory, and increases in applicable rates.

Other Interest Expense

(In millions)

Edgar Filing: AETNA INC /PA/ - Form 425

65



2018 vs. 2017
2018 2017 Change % Change

Other interest expense $ 58.4 $ 51.4 $ 7.0 13.6 %  

Other interest expense increased from 2017 to 2018 primarily due to the issuance of our $300.0 million 3.75% senior
subordinated notes in August 2017, increases in applicable rates, and increased borrowings under our Australia capital
loan agreement. This increase was partially offset by a decrease in outstanding revolver borrowings under the U.S. and
U.K. credit agreements.

Equity in Earnings of Affiliates

(In millions)

2018 vs. 2017
2018 2017 Change % Change

Equity in earnings of affiliates $ 53.3 $ 40.0 $ 13.3 33.3 %  

Equity in earnings of affiliates increased from 2017 to 2018 primarily due to an increase in our ownership percentage
in PTL from 23.4% to 28.9% in September 2017, coupled with an 8.6% increase in PTL earnings. Equity in earnings
of affiliates from PTL increased by $14.2 million from 2017 to 2018.  This increase was partially offset by a decrease
in earnings from our retail automotive joint ventures and a decrease in earnings due to certain non-automotive
investments that were sold in 2017.
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Income Taxes

(In millions)

2018 vs. 2017
2018 2017 Change % Change

Income taxes $ 77.6 $ 91.3 $ (13.7) (15.0) %  

Income taxes decreased from 2017 to 2018 primarily due to a reduction in our effective tax rate as a result of the
enactment of the U.S. Tax Cuts and Jobs Act (the “Act”), which permanently reduced the corporate income tax rate from
35% to 21% effective in 2018. Our effective tax rate was 24.2% during the six months ended June 30, 2018 compared
to 32.4% during the six months ended June 30, 2017. The decrease in income taxes was partially offset by a $38.9
million increase in our pre-tax income compared to the prior year.

Liquidity and Capital Resources

Our cash requirements are primarily for working capital, inventory financing, the acquisition of new businesses, the
improvement and expansion of existing facilities, the purchase or construction of new facilities, debt service and
repayments, dividends and potential repurchases of our outstanding securities under the program discussed below.
Historically, these cash requirements have been met through cash flow from operations, borrowings under our credit
agreements and floor plan arrangements, the issuance of debt securities, sale-leaseback transactions, mortgages, and
dividends and distributions from joint venture investments.

We have historically expanded our operations through organic growth and the acquisition of dealerships and other
businesses. We believe that cash flow from operations, dividends and distributions from our joint venture investments,
and our existing capital resources, including the liquidity provided by our credit agreements and floor plan financing
arrangements, will be sufficient to fund our existing operations and current commitments for at least the next twelve
months. In the event we pursue significant acquisitions or other expansion opportunities, pursue significant
repurchases of our outstanding securities, or refinance or repay existing debt, we may need to raise additional capital
either through the public or private issuance of equity or debt securities or through additional borrowings, which
sources of funds may not necessarily be available on terms acceptable to us, if at all. In addition, our liquidity could be
negatively impacted in the event we fail to comply with the covenants under our various financing and operating
agreements or in the event our floor plan financing is withdrawn.

As of June 30, 2018, we had working capital of $51.6 million, including $45.8 million of cash available to fund our
operations and capital commitments. In addition, we had $601.0 million, £102.0 million ($134.7 million), and AU
$43.1 million ($31.9 million) available for borrowing under our U.S. credit agreement, U.K. credit agreement, and
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Securities Repurchases

From time to time, our Board of Directors has authorized securities repurchase programs pursuant to which we may,
as market conditions warrant, purchase our outstanding common stock or debt on the open market, in privately
negotiated transactions, via a tender offer, or through a pre-arranged trading plan. We have historically funded any
such repurchases using cash flow from operations, borrowings under our U.S. credit agreement, and borrowings under
our U.S. floor plan arrangements. The decision to make repurchases will be based on factors such as the market price
of the relevant security versus our view of its intrinsic value, the potential impact of such repurchases on our capital
structure, and our consideration of any alternative uses of our capital, such as for acquisitions and strategic
investments in our current businesses, in addition to any then-existing limits imposed by our finance agreements and
securities trading policy. As of June 30, 2018, we had $150.0 million in repurchase authorization under the securities
repurchase program. Refer to the disclosures provided in Part I, Item 1, Note 10 of the Notes to our Consolidated
Condensed Financial Statements for a summary of shares repurchased during the six months ended June 30, 2018.
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Dividends

We paid the following cash dividends on our common stock in 2017 and 2018:

Per Share Dividends

2017

First Quarter $ 0.30
Second Quarter 0.31
Third Quarter 0.32
Fourth Quarter 0.33

2018

First Quarter $ 0.34
Second Quarter 0.35

We also announced a cash dividend of $0.36 per share payable on September 5, 2018 to shareholders of record on
August 10, 2018. Future quarterly or other cash dividends will depend upon a variety of factors considered relevant by
our Board of Directors, which may include our earnings, capital requirements, restrictions relating to any then-existing
indebtedness, financial condition and other factors.

Vehicle Financing

Refer to the disclosures provided in Part I, Item 1, Note 6 of the Notes to our Consolidated Condensed Financial
Statements for a detailed description of financing for the vehicles we purchase, including discussion of our floor plan
and other revolving arrangements.

Long-Term Debt Obligations
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As of June 30, 2018, we had the following long-term debt obligations outstanding:

June 30,
(In millions) 2018
U.S. credit agreement — revolving credit line $ 99.0
U.K. credit agreement — revolving credit line 76.6
U.K. credit agreement — overdraft line of credit  —
3.75% senior subordinated notes due 2020 297.2
5.75% senior subordinated notes due 2022 546.4
5.375% senior subordinated notes due 2024 297.4
5.50% senior subordinated notes due 2026 494.7
Australia capital loan agreement 36.3
Australia working capital loan agreement 5.1
Mortgage facilities 245.8
Other 53.4
Total long-term debt $ 2,151.9

As of June 30, 2018, we were in compliance with all covenants under our credit agreements and we believe we will
remain in compliance with such covenants for the next twelve months. Refer to the disclosures provided in
Part I, Item 1, Note 8 of the Notes to our Consolidated Condensed Financial Statements for a detailed description of
our long-term debt obligations.
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Short-Term Borrowings

We have four principal sources of short-term borrowings: the revolving portion of the U.S. credit agreement, the
revolving portion of the U.K. credit agreement, our Australian working capital loan agreement and the floor plan
agreements that we utilize to finance our vehicle inventories. We are also able to access availability under the floor
plan agreements to fund our cash needs, including payments made relating to our higher interest rate revolving credit
agreements.

During the six months ended June 30, 2018, outstanding revolving commitments varied between $99.0 million and
$315.0 million under the U.S. credit agreement, between £35.0 million and £140.0 million ($46.2 million and
$184.9 million) under the U.K. credit agreement’s revolving credit line (excluding the overdraft facility), and between
AU $0.0 million and AU $17.6 million ($0.0 million and $13.0 million) under the Australia working capital loan
agreement. The amounts outstanding under our floor plan agreements varied based on the timing of the receipt and
expenditure of cash in our operations, driven principally by the levels of our vehicle inventories.

PTL Dividends

We currently hold a 28.9% ownership interest in Penske Truck Leasing. In September 2017, we increased our
ownership interest in PTL from 23.4% to 28.9% as a result of our acquisition of an additional 5.5% ownership
interest, as discussed previously. We receive pro rata cash distributions relating to this investment, typically in April,
May, August and November of each year. During the six months ended June 30, 2018 and 2017, we received $25.4
million and $17.5 million, respectively, of pro rata cash distributions relating to this investment. We currently expect
to continue to receive future distributions from PTL quarterly, subject to its financial performance.

Operating Leases

As of June 30, 2018, we were in compliance with all covenants under these leases, and we believe we will remain in
compliance with such covenants for the next twelve months. Refer to the disclosures provided in Part I, Item 1, Note 9
of the Notes to our Consolidated Condensed Financial Statements for a description of our operating leases.

Sale/Leaseback Arrangements
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We have in the past and may in the future enter into sale-leaseback transactions to finance certain property
acquisitions and capital expenditures, pursuant to which we sell property and/or leasehold improvements to third
parties and agree to lease those assets back for a certain period of time. Such sales generate proceeds that vary from
period to period.

Off-Balance Sheet Arrangements

Refer to the disclosures provided in Part I, Item 1, Note 9 of the Notes to our Consolidated Condensed Financial
Statements for a description of our off-balance sheet arrangements, which include lease obligations and a repurchase
commitment related to our floor plan credit agreement with Mercedes Benz Financial Services Australia.

Cash Flows

Cash and cash equivalents increased by $0.1 million and decreased $3.3 million during the six months ended June 30,
2018 and 2017, respectively. The major components of these changes are discussed below.

Cash Flows from Continuing Operating Activities

Cash provided by continuing operating activities was $417.0 million and $320.5 million during the six months ended
June 30, 2018 and 2017, respectively. Cash flows from continuing operating activities includes net income, as
adjusted for non-cash items and the effects of changes in working capital.
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We finance substantially all of the commercial vehicles we purchase for distribution, new vehicles for retail sale, and a
portion of our used vehicle inventories for retail sale, under floor plan and other revolving arrangements with various
lenders, including the captive finance companies associated with automotive manufacturers. We retain the right to
select which, if any, financing source to utilize in connection with the procurement of vehicle inventories. Many
vehicle manufacturers provide vehicle financing for the dealers representing their brands; however, it is not a
requirement that we utilize this financing. Historically, our floor plan finance source has been based on aggregate
pricing considerations.

In accordance with generally accepted accounting principles relating to the statement of cash flows, we report all cash
flows arising in connection with floor plan notes payable with the manufacturer of a particular new vehicle as an
operating activity in our statement of cash flows, and all cash flows arising in connection with floor plan notes
payable to a party other than the manufacturer of a particular new vehicle, all floor plan notes payable relating to
pre-owned vehicles, and all floor plan notes payable related to our commercial vehicles in Australia and New Zealand,
as a financing activity in our statement of cash flows. Currently, the majority of our non-trade vehicle financing is
with other manufacturer captive lenders. To date, we have not experienced any material limitation with respect to the
amount or availability of financing from any institution providing us vehicle financing.

We believe that changes in aggregate floor plan liabilities are typically linked to changes in vehicle inventory, and
therefore, are an integral part of understanding changes in our working capital and operating cash flow. As a result, we
prepare the following reconciliation to highlight our operating cash flows with all changes in vehicle floor plan being
classified as an operating activity for informational purposes:

Six Months Ended
June 30,

(In millions) 2018 2017
Net cash from continuing operating activities as reported $ 417.0 $ 320.5
Floor plan notes payable — non-trade as reported (92.9) 131.3
Net cash from continuing operating activities including all floor plan notes payable $ 324.1 $ 451.8

Cash Flows from Continuing Investing Activities

Cash used in continuing investing activities was $226.2 million and $530.3 million during the six months ended June
30, 2018 and 2017, respectively. Cash flows from continuing investing activities consist primarily of cash used for
capital expenditures, proceeds from the sale of dealerships, and net expenditures for acquisitions and other
investments. Capital expenditures were $118.8 million and $113.4 million during the six months ended June 30, 2018
and 2017, respectively. Capital expenditures relate primarily to improvements to our existing dealership facilities, the
construction of new facilities, the acquisition of the property or buildings associated with existing leased facilities, and
the acquisition of land for future development. We currently expect to finance our retail automotive segment and retail
commercial truck segment capital expenditures with operating cash flows or borrowings under our U.S. or U.K. credit
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agreements.  Proceeds from the sale of dealerships were $58.4 million and $9.0 million during the six months ended
June 30, 2018 and 2017, respectively. Cash used in acquisitions and other investments, net of cash acquired, was
$168.6 million and $431.9 million during the six months ended June 30, 2018 and 2017, respectively, and included
cash used to repay sellers’ floor plan liabilities in such business acquisitions of $25.8 million and $99.0 million,
respectively.

Cash Flows from Continuing Financing Activities

Cash used in continuing financing activities was $190.7 million and cash provided by continuing financing activities
was $202.5 million during the six months ended June 30, 2018 and 2017, respectively. Cash flows from continuing
financing activities include net borrowings or repayments of long-term debt, net borrowings or repayments of floor
plan notes payable non-trade, repurchases of common stock, and dividends.

We had net borrowings of long-term debt of $23.1 million and $137.9 million during the six months ended June 30,
2018 and 2017, respectively. We had net repayments of floor plan notes payable non-trade of $92.9 million and net
borrowings of $131.3 million during the six months ended June 30, 2018 and 2017, respectively. We repurchased
common stock for a total of $55.8 million and $8.5 million during the six months ended June 30, 2018 and 2017,  
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respectively. We also paid cash dividends to our stockholders of $59.0 million and $52.4 million during the six
months ended June 30, 2018 and 2017, respectively.

Cash Flows from Discontinued Operations

Cash flows relating to discontinued operations are not currently considered, nor are they expected to be, material to
our liquidity or our capital resources. Management does not believe that there are any material past, present or
upcoming cash transactions relating to discontinued operations.

Related Party Transactions

Stockholders Agreement

Several of our directors and officers are affiliated with Penske Corporation or related entities. Roger S. Penske, our
Chair of the Board and Chief Executive Officer, is also Chair of the Board and Chief Executive Officer of Penske
Corporation, and through entities affiliated with Penske Corporation, our largest stockholder owning approximately
42% of our outstanding common stock. Mitsui & Co., Ltd. and Mitsui & Co. (USA), Inc. (collectively, “Mitsui”) own
approximately 16% of our outstanding common stock. Mitsui, Penske Corporation and certain other affiliates of
Penske Corporation are parties to a stockholders agreement pursuant to which the Penske affiliated companies agreed
to vote their shares for up to two directors who are representatives of Mitsui. In turn, Mitsui agreed to vote their shares
for up to fourteen directors voted for by the Penske affiliated companies. This agreement terminates in March 2030,
upon the mutual consent of the parties, or when either party no longer owns any of our common stock.

Other Related Party Interests and Transactions

Robert Kurnick, Jr., our President and a director, is also the Vice Chair and a director of Penske Corporation. Bud
Denker, our Executive Vice President, Human Resources, is also the President of Penske Corporation. Roger S.
Penske, Jr., one of our directors, is the son of our chair and is also a director of Penske Corporation. Kanji Sasaki, one
of our directors and officers, is also an employee of Mitsui & Co.

We sometimes pay to and/or receive fees from Penske Corporation, its subsidiaries, and its affiliates, for services
rendered in the ordinary course of business or to reimburse payments made to third parties on each other’s behalf.
These transactions are reviewed periodically by our Audit Committee and reflect the provider’s cost or an amount
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mutually agreed upon by both parties.

We own a 28.9% interest in PTL. PTL is owned 41.1% by Penske Corporation, 28.9% by us, and 30.0% by Mitsui.
We have also entered into other joint ventures with certain related parties as more fully discussed below.
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Joint Venture Relationships

We are party to a number of joint ventures pursuant to which we own and operate automotive dealerships together
with other investors. We may provide these dealerships with working capital and other debt financing at costs that are
based on our incremental borrowing rate. As of June 30, 2018, our retail automotive joint venture relationships
included:

Location Dealerships
Ownership
Interest

Fairfield, Connecticut Audi, Mercedes-Benz, Sprinter, Porsche 80.00 % (A)
Greenwich,
Connecticut Mercedes-Benz 80.00 % (A)

Northern Italy
BMW, MINI, Maserati, Porsche, Audi, Land Rover, Volvo,
Mercedes-Benz, smart 84.00 % (A)

Aachen, Germany Audi, Maserati, SEAT, Skoda, Volkswagen 75.35
% (A)
(C)

Frankfurt, Germany Lexus, Toyota, Volkswagen 50.00 % (B)
Barcelona, Spain BMW, MINI 50.00 % (B)
Tokyo, Japan BMW, MINI, Rolls-Royce, Ferrari, ALPINA 49.00 % (B)

(A) Entity is consolidated in our financial statements.
(B) Entity is accounted for using the equity method of accounting.
(C) In February 2018, we acquired an additional 7.4% ownership interest in this joint venture and now own 75.4%.

We previously owned 68%.

Additionally, we are party to non-automotive joint ventures representing our investments in PTL (28.9%) and Penske
Commercial Leasing Australia (28%) that are accounted for under the equity method.

Cyclicality

Unit sales of motor vehicles, particularly new vehicles, have been cyclical historically, fluctuating with general
economic cycles. During economic downturns, the automotive and truck retailing industry tends to experience periods
of decline and recession similar to those experienced by the general economy. We believe that the industry is
influenced by general economic conditions and particularly by consumer confidence, the level of personal
discretionary spending, fuel prices, interest rates, and credit availability.
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Seasonality

Dealership. Our business is modestly seasonal overall. Our U.S. operations generally experience higher volumes of
vehicle sales in the second and third quarters of each year due in part to consumer buying trends and the introduction
of new vehicle models. Also, vehicle demand, and to a lesser extent demand for service and parts, is generally lower
during the winter months than in other seasons, particularly in regions of the U.S. where dealerships may be subject to
severe winters. Our U.K. operations generally experience higher volumes of vehicle sales in the first and third quarters
of each year, due primarily to vehicle registration practices in the U.K.

Commercial Vehicle Distribution. Our commercial vehicle distribution business generally experiences higher sales
volumes during the second quarter of the year, which is primarily attributable to commercial vehicle customers
completing annual capital expenditures before their fiscal year-end, which is typically June 30 in Australia.

Effects of Inflation

We believe that inflation rates over the last few years have not had a significant impact on revenues or profitability.
We do not expect inflation to have any near-term material effects on the sale of our products and services; however,
we cannot be sure there will be no such effect in the future. We finance substantially all of our inventory through
various revolving floor plan arrangements with interest rates that vary based on various benchmarks. Such rates have
historically increased during periods of increasing inflation.
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Forward-Looking Statements

Certain statements and information set forth herein, as well as other written or oral statements made from time to time
by us or by our authorized officers on our behalf, constitute “forward-looking statements” within the meaning of the
Federal Private Securities Litigation Reform Act of 1995. Words such as “anticipate,” “believe,” “estimate,” “expect,” “intend,”
“may,” “goal,” “plan,” “seek,” “project,” “continue,” “will,” “would,” and variations of such words and similar expressions are intended
to identify such forward-looking statements. We intend for our forward-looking statements to be covered by the safe
harbor provisions for forward-looking statements contained in the Private Securities Litigation Reform Act of 1995,
and we set forth this statement in order to comply with such safe harbor provisions. You should note that our
forward-looking statements speak only as of the date of this report or when made and we undertake no duty or
obligation to update or revise our forward-looking statements, whether as a result of new information, future events,
or otherwise. Forward-looking statements include, without limitation, statements with respect to:

· our future financial and operating performance;

· future acquisitions and dispositions;

· future potential capital expenditures and securities repurchases;

· our ability to realize cost savings and synergies;

· our ability to respond to economic cycles;

· trends in the automotive retail industry and commercial vehicles industries and in the general economy in the
various countries in which we operate;

· our ability to access the remaining availability under our credit agreements;

· our liquidity;

· performance of joint ventures, including PTL;

· future foreign exchange rates;

· the outcome of various legal proceedings;
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· results of self-insurance plans;

· trends affecting our future financial condition or results of operations; and

· our business strategy.

Forward-looking statements involve known and unknown risks and uncertainties and are not assurances of future
performance. Actual results may differ materially from anticipated results due to a variety of factors, including the
factors identified in our 2017 annual report on Form 10-K filed February 22, 2018. Important factors that could cause
actual results to differ materially from our expectations include the following:

· our business and the automotive retail and commercial vehicles industries in general are susceptible to adverse
economic conditions, including changes in interest rates, foreign exchange rates, customer demand, customer
confidence, fuel prices, unemployment rates and credit availability;

· the political and economic outcome of Brexit in the U.K.;
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· Increased tariffs, import product restrictions, and foreign trade risks that may impair our ability to sell foreign
vehicles profitably, including any eventual tariffs resulting from the recent threats from the Trump Administration to
add 25% tariffs on foreign vehicles or parts and the results of a determination whether the importation of foreign
vehicles or parts adversely impacts national security (see Part II, Item 1A, Risk Factors);

· the number of new and used vehicles sold in our markets;

· the effect on our businesses of the trend of electrification of vehicle engines, new mobility technologies such as
shared vehicle services, such as Uber and Lyft, and the eventual availability of driverless vehicles;

· vehicle manufacturers exercise significant control over our operations, and we depend on them and the continuation
of our franchise and distribution agreements in order to operate our business;

· we depend on the success, popularity and availability of the brands we sell, and adverse conditions affecting one or
more vehicle manufacturers, including the adverse impact on the vehicle and parts supply chain due to natural
disasters or other disruptions that interrupt the supply of vehicles and parts to us (including any disruptions resulting
from the new fuel economy testing and Co2 emissions legislation in the United Kingdom and Europe discussed in
Part II, Item 1A, Risk Factors), may negatively impact our revenues and profitability;

· we are subject to the risk that a substantial number of our new or used inventory may be unavailable due to recall or
other reasons;

· the success of our commercial vehicle distribution operations and engine and power systems distribution operations
depends upon continued availability of the vehicles, engines, power systems, and other parts we distribute, demand
for those vehicles, engines, power systems, and parts and general economic conditions in those markets;

· a restructuring of any significant vehicle manufacturer or supplier;

· our operations may be affected by severe weather, such as the recent hurricanes in Puerto Rico, Florida and Texas,
or other periodic business interruptions;

· we have substantial risk of loss not covered by insurance;

· we may not be able to satisfy our capital requirements for acquisitions, facility renovation projects, financing the
purchase of our inventory, or refinancing of our debt when it becomes due;

· our level of indebtedness may limit our ability to obtain financing generally and may require that a significant
portion of our cash flow be used for debt service;
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· non-compliance with the financial ratios and other covenants under our credit agreements and operating leases;

· higher interest rates may significantly increase our variable rate interest costs and, because many customers finance
their vehicle purchases, decrease vehicle sales;

· our operations outside of the U.S. subject our profitability to fluctuations relating to changes in foreign currency
values, which have most recently occurred as a result of the June 2016 U.K. referendum for Brexit;

· with respect to PTL, changes in the financial health of its customers, labor strikes or work stoppages by its
employees, a reduction in PTL’s asset utilization rates, continued availability from truck manufacturers and suppliers
of vehicles and parts for its fleet, changes in values of used trucks which affects PTL’s profitability on truck sales,
compliance costs in regards to its trucking fleet and truck drivers, its ability to retain qualified drivers and
technicians, conditions in the capital markets to assure PTL’s continued availability of capital to purchase
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trucks, the effect of changes in lease accounting rules on PTL customers’ purchase/lease decisions, and industry
competition, each of which could impact distributions to us;

· we are dependent on continued security and availability of our information technology systems and we may be
subject to fines, penalties, and other costs under applicable privacy laws if we do not maintain our confidential
customer and employee information properly;

· if we lose key personnel, especially our Chief Executive Officer, or are unable to attract additional qualified
personnel;

· new or enhanced regulations relating to automobile dealerships including those that may be issued by the Consumer
Finance Protection Bureau in the U.S. or the Financial Conduct Authority in the U.K. restricting automotive
financing;

· changes in tax, financial or regulatory rules or requirements;

· we could be subject to legal and administrative proceedings which, if the outcomes are adverse to us, could have a
material adverse effect on our business;

· if state dealer laws in the U.S. are repealed or weakened, our automotive dealerships may be subject to increased
competition and may be more susceptible to termination, non-renewal or renegotiation of their franchise agreements;

· some of our directors and officers may have conflicts of interest with respect to certain related party transactions
and other business interests; and

· shares of our common stock eligible for future sale may cause the market price of our common stock to drop
significantly, even if our business is doing well.

We urge you to carefully consider these risk factors in evaluating all forward-looking statements regarding our
business. Readers of this report are cautioned not to place undue reliance on the forward-looking statements contained
in this report. All forward-looking statements attributable to us are qualified in their entirety by this cautionary
statement. Except to the extent required by the federal securities laws and the Securities and Exchange Commission’s
rules and regulations, we have no intention or obligation to update publicly any forward-looking statements whether
as a result of new information, future events or otherwise.

Item 3. Quantitative and Qualitative Disclosures About Market Risk
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Interest Rates. We are exposed to market risk from changes in the interest rates on a significant portion of our
outstanding debt. Outstanding revolving balances under our credit agreements bear interest at variable rates based on a
margin over defined LIBOR, the Bank of England Base Rate, or the Australian Bank Bill Swap Rate.  Based on the
amount outstanding under these facilities as of June 30, 2018, a 100 basis point change in interest rates would result in
an approximate $1.8 million change to our annual other interest expense. Similarly, amounts outstanding under floor
plan financing arrangements bear interest at a variable rate based on a margin over the prime rate, defined LIBOR, the
Finance House Base Rate, the Euro Interbank Offered Rate, the Canadian Prime Rate, the Australian Bank Bill Swap
Rate, or the New Zealand Bank Bill Benchmark Rate.

Based on an average of the aggregate amounts outstanding under our floor plan financing arrangements subject to
variable interest payments during the trailing twelve months ended June 30, 2018, a 100 basis point change in interest
rates would result in an approximate $35.6 million change to our annual floor plan interest expense.
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We evaluate our exposure to interest rate fluctuations and follow established policies and procedures to implement
strategies designed to manage the amount of variable rate indebtedness outstanding at any point in time in an effort to
mitigate the effect of interest rate fluctuations on our earnings and cash flows. These policies include:

· the maintenance of our overall debt portfolio with targeted fixed and variable rate components;

· the use of authorized derivative instruments;

· the prohibition of using derivatives for trading or other speculative purposes; and

· the prohibition of highly leveraged derivatives or derivatives which we are unable to reliably value, or for which we
are unable to obtain a market quotation.

Interest rate fluctuations affect the fair market value of our fixed rate debt, mortgages, and certain seller financed
promissory notes, but with respect to such fixed rate debt instruments, do not impact our earnings or cash flows.

Foreign Currency Exchange Rates. As of June 30, 2018, we had consolidated operations in the U.K., Germany, Italy,
Canada, Australia and New Zealand. In each of these markets, the local currency is the functional currency. In the
event we change our intent with respect to the investment in any of our international operations, we would expect to
implement strategies designed to manage those risks in an effort to mitigate the effect of foreign currency fluctuations
on our earnings and cash flows. A ten percent change in average exchange rates versus the U.S. Dollar would have
resulted in an approximate $548.0 million change to our revenues for the six months ended June 30, 2018. 

We purchase certain of our new vehicles, parts and other products from non-U.S. manufacturers. Although we
purchase the majority of our inventories in the local functional currency, our business is subject to certain risks,
including, but not limited to, differing economic conditions, changes in political climate, differing tax structures,
changes in tax and tariff rates, other regulations and restrictions and foreign exchange rate volatility which may
influence such manufacturers’ ability to provide their products at competitive prices in the local jurisdictions. Our
future results could be materially and adversely impacted by changes in these or other factors.

Item 4. Controls and Procedures

Under the supervision and with the participation of our management, including the principal executive and financial
officers, we conducted an evaluation of the effectiveness of our disclosure controls and procedures (as such term is
defined in Rules 13a-15(e) and 15d-15(e) under the Securities Exchange Act of 1934, as amended (the “Exchange
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Act”)), as of the end of the period covered by this report. Our disclosure controls and procedures are designed to ensure
that information required to be disclosed by us in the reports we file under the Exchange Act is recorded, processed,
summarized and reported within the time periods specified in the SEC’s rules and forms, and that such information is
accumulated and communicated to management, including our principal executive and financial officers, to allow
timely discussions regarding required disclosure.

Based upon this evaluation, our principal executive and financial officers concluded that our disclosure controls and
procedures were effective as of the end of the period covered by this report. In addition, we maintain internal controls
designed to provide us with the information required for accounting and financial reporting purposes. There were no
changes in our internal control over financial reporting that occurred during the most recent quarter that materially
affected, or are reasonably likely to materially affect, our internal control over financial reporting.
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PART II — OTHER INFORMATION

Item 1. Legal Proceedings

We are involved in litigation which may relate to claims brought by governmental authorities, customers, vendors, or
employees, including class action claims and purported class action claims. We are not a party to any legal
proceedings, including class action lawsuits, that individually or in the aggregate, are reasonably expected to have a
material adverse effect on us. However, the results of these matters cannot be predicted with certainty, and an
unfavorable resolution of one or more of these matters could have a material adverse effect.

Item 1A. Risk Factors

In addition to the information set forth in this Form 10-Q, you should carefully consider the risk factors discussed in
Part I, Item 1A of our Annual Report on Form 10-K for the year ended December 31, 2017, which could materially
affect our business, financial condition, or future results. The following updates the risk factors included in our 2017
Form 10-K:

Tariff and trade risk. Increased tariffs, import product restrictions, and foreign trade risks may impair our ability to sell
foreign vehicles profitably. In May 2018, the Trump Administration threatened to add 25% tariffs on foreign vehicles
or parts and instructed the U.S. Commerce Department to begin an inquiry to determine if the importation of foreign
vehicles or parts adversely impacts U.S. national security. Should the Commerce Department determine that foreign
vehicles do pose such a threat, the Trump Administration may impose 25% tariffs on foreign vehicles and parts. There
is substantial uncertainty regarding the outcome of the determination as well as whether “foreign” vehicles include those
made by non U.S. based manufacturers in the U.S or parts made outside the U.S. but included in U.S. assembled
vehicles, the retaliatory response of foreign governments, and many other factors. Should tariffs increase, we expect
the price of many new vehicles we sell to increase which may adversely affect our new vehicle sales and related
finance and insurance sales.  

Restructuring, bankruptcy or other adverse conditions affecting a significant automotive manufacturer or supplier. Our
success depends on the overall success of the automotive industry generally, and in particular on the success of the
brands of vehicles that each of our dealerships sell. Significant adverse events that interrupt vehicle or parts supply to
our dealerships would likely have a significant and adverse impact on the industry as a whole, including us,
particularly if the events impact any of the manufacturers whose franchises generate a significant percentage of our
revenue.
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Beginning in September 2018, all vehicles sold in the United Kingdom (our second largest market) and Europe must
comply with new fuel economy testing and Co2 emissions legislation known as “Worldwide Harmonised Light Vehicle
Testing Procedure” (WLTP). WLTP introduces more realistic testing conditions akin to real world driving conditions
and requires more extensive vehicle testing. Compliance with the new rules has proven to be challenging for certain
manufacturers due to the number of test derivatives and a shortage of test-beds and engineers. Should any of the
brands we represent significantly in the United Kingdom, or elsewhere in Europe, experience a shortfall of product
availability due to failure to meet these requirements, we may be significantly and adversely affected.
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Item 2. Unregistered Sales of Equity Securities and Use of Proceeds

During the three months ended March 31, 2018, we repurchased 1,133,016 shares of our outstanding common stock
from Mitsui for approximately $50.0 million, or an average of $44.13 per share, under our securities repurchase
program approved by our Board of Directors. While we did not repurchase any common stock under this program
during the second quarter of 2018, we repurchased 119,608 shares of our outstanding common stock for
approximately $5.8 million, or an average of $48.61 per share, from employees in connection with a net share
settlement feature of employee equity awards. As of June 30, 2018, our remaining authorization under our securities
repurchase program was $150.0 million.

Period

Total Number of
Shares
Purchased (1)

Average
Price Paid
per Share

Total Number of Shares
Purchased as Part of
Publicly Announced Plans
or Programs

Approximate Dollar Value of
Shares that May Yet be
Purchased Under the Plans or
Program (in millions)

April 1 to
April 30,
2018  — $  —  — $ 150.0
May 1 to
May 31,
2018  — $  —  — $ 150.0
June 1 to
June 30,
2018 119,608 $ 48.61  — $ 150.0

119,608  —

(1) Consists of shares acquired from employees in connection with a net share settlement feature of employee equity
awards
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Item 6. Exhibits

EXHIBIT INDEX

Exhibit
No. Description

10.1 Penske Automotive Group 401(k) Savings and Retirement Plan Amendment Number 2018-1 dated June
7, 2018, effective July 1, 2018.

10.2 Penske Automotive Group 401(k) Savings and Retirement Plan Amendment to Permit In-Plan Roth
Transfers dated June 7, 2018, effective July 1, 2018.

12 Computation of Ratio of Earnings to Fixed Charges.

31.1 Rule 13(a)-14(a)/15(d)-14(a) Certification.

31.2 Rule 13(a)-14(a)/15(d)-14(a) Certification.

32 Section 1350 Certification.

101.INS XBRL Instance Document.

101.SCH XBRL Taxonomy Extension Schema.

101.CAL XBRL Taxonomy Extension Calculation Linkbase.

101.DEF XBRL Taxonomy Extension Definition Linkbase.

101.LAB XBRL Taxonomy Extension Label Linkbase.

101.PRE XBRL Taxonomy Extension Presentation Linkbase.
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SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be
signed on its behalf by the undersigned thereunto duly authorized.

PENSKE AUTOMOTIVE
GROUP, INC.

By: /s/ Roger S. Penske 
Roger S. Penske

Date: July 27, 2018 Chief Executive Officer

By: /s/ J.D. Carlson 
J.D. Carlson

Date: July 27, 2018 Chief Financial Officer
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