
SUNOCO INC
Form 10-Q
May 08, 2012
Table of Contents

UNITED STATES

SECURITIES AND EXCHANGE COMMISSION
WASHINGTON, D.C. 20549

FORM 10-Q

(Mark One)

x QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE
ACT OF 1934

For the quarterly period ended March 31, 2012

OR

¨ TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE
ACT OF 1934

For the transition period from              to 

Commission file number 1-6841

SUNOCO, INC.
(Exact name of registrant as specified in its charter)
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Pennsylvania 23-1743282
(State or other jurisdiction of

incorporation or organization)

(I.R.S. Employer

Identification No.)

1818 Market Street, Suite 1500,

Philadelphia, PA 19103
(Address of principal executive offices) (Zip Code)

Registrant�s telephone number, including area code: (215) 977-3000

(Former name, former address and former fiscal year, if changed since last report): Not Applicable

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities Exchange Act
of 1934 during the preceding 12 months (or for such shorter period that the registrant was required to file such reports), and (2) has been subject
to such filing requirements for the past 90 days.    YES  x    NO  ¨

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if any, every Interactive Data
File required to be submitted and posted pursuant to Rule 405 of Regulation S-T during the preceding 12 months (or for such shorter period that
the registrant was required to submit and post such files).    YES  x    NO  ¨

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer or a smaller reporting
company. See the definitions of �large accelerated filer,� �accelerated filer,� and �smaller reporting company� in Rule 12b-2 of the Exchange Act.

Large accelerated filer x Accelerated filer ¨

Non-accelerated filer ¨  (do not check if a smaller reporting company) Smaller reporting company ¨
Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act).    YES  ¨    NO  x

At March 31, 2012, there were 105,896,034 shares of Common Stock, $1 par value outstanding.
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PART I. FINANCIAL INFORMATION

Item 1. Financial Statements (Unaudited)
SUNOCO, INC. AND SUBSIDIARIES

CONDENSED CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME (LOSS)

(Millions of Dollars and Shares, Except Per-Share Amounts)

For the Three Months Ended
March 31,

2012 2011*
(UNAUDITED)

Revenues
Sales and other operating revenue (including consumer excise taxes) $ 12,198 $ 9,978
Interest income 3 4
Gain on divestment of Toledo refinery (Note 3) 104 15
Other income, net 16 9

12,321 10,006

Costs and Expenses
Cost of products sold and operating expenses 10,896 9,228
Consumer excise taxes 579 547
Selling, general and administrative expenses 128 124
Depreciation, depletion and amortization 61 92
Payroll, property and other taxes 32 30
Provision for asset write-downs and other matters (Note 3) 109 6
Interest cost and debt expense 49 43
Interest capitalized (2) (2) 

11,852 10,068

Income (loss) from continuing operations before income tax expense 469 (62) 
Income tax expense (Note 4) 170 9

Income (loss) from continuing operations 299 (71) 
Income (loss) from discontinued operations, net of income taxes (Note 2) 2 (9) 

Net income (loss) 301 (80) 
Less: Income from continuing operations attributable to noncontrolling interests 52 29

Income (loss) from discontinued operations attributable to noncontrolling interests 1 (8) 

Net income (loss) attributable to Sunoco, Inc. shareholders $ 248 $ (101) 

Earnings (loss) attributable to Sunoco, Inc. shareholders per share of common stock:
Basic:
Income (loss) from continuing operations $ 2.32 $ (0.83) 
Income (loss) from discontinued operations 0.01 (0.01) 
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Net income (loss) $ 2.33 $ (0.84) 

Diluted:
Income (loss) from continuing operations $ 2.31 $ (0.83) 
Income (loss) from discontinued operations 0.01 (0.01) 

Net income (loss) $ 2.32 $ (0.84) 

Weighted-average number of shares outstanding (Note 5):
Basic 106.6 120.9
Diluted 107.1 120.9
Cash dividends paid per share of common stock $ 0.20 $ 0.15

Comprehensive income (loss):
Comprehensive income (loss) $ 343 $ (73) 
Less: Comprehensive income attributable to noncontrolling interests 51 21

Comprehensive income (loss) attributable to Sunoco, Inc. shareholders $ 292 $ (94) 

* Reclassified to conform to 2012 presentation (Note 2)
(See Accompanying Notes)

1
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SUNOCO, INC. AND SUBSIDIARIES

CONDENSED CONSOLIDATED BALANCE SHEETS

(Millions of Dollars)

At March 31,
2012

At December 31,
2011

(UNAUDITED)
Assets
Cash and cash equivalents $ 1,985 $ 2,064
Accounts and notes receivable, net 2,849 3,071
Participation payment receivable from divestment of Toledo refinery (Note 3) 104 �  
Inventories (Note 6) 387 587
Deferred income taxes 257 286

Total current assets 5,582 6,008

Note receivable from sale of Toledo refinery (Note 3) �  182
Investments and long-term receivables 118 158
Properties, plants and equipment, cost 5,180 7,010
Less: Accumulated depreciation, depletion and amortization 1,686 2,045

Properties, plants and equipment, net 3,494 4,965
Deferred income taxes 60 68
Deferred charges and other assets 547 601

Total assets $ 9,801 $ 11,982

Liabilities and Equity
Accounts payable $ 3,869 $ 4,098
Accrued liabilities (Note 7) 546 741
Short-term borrowings �  103
Current portion of long-term debt �  282
Taxes payable 250 146

Total current liabilities 4,665 5,370

Long-term debt 2,572 3,159
Retirement benefit liabilities (Note 8) 253 542
Deferred income taxes 253 544
Other deferred credits and liabilities (Note 7) 562 567
Commitments and contingent liabilities (Note 7)

Total liabilities 8,305 10,182

Equity (Note 10)
Sunoco, Inc. shareholders� equity 720 893
Noncontrolling interests 776 907

Total equity 1,496 1,800

Total liabilities and equity $ 9,801 $ 11,982
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(See Accompanying Notes)
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SUNOCO, INC. AND SUBSIDIARIES

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

(Millions of Dollars)

For the Three Months Ended
March 31,

2012 2011
(UNAUDITED)

Cash Flows
from
Operating
Activities:
Net income
(loss) $ 301 $ (80) 
Adjustments
to reconcile
net income
(loss) to net
cash
provided by
(used in)
operating
activities:
Gain on
divestment
of Toledo
Refinery (104) (15) 
Provision for
asset
write-downs
and other
matters 109 6
Depreciation,
depletion and
amortization 64 112
Deferred
income tax
expense
(benefit) 45 (133) 
Payments
less than (in
excess of)
expense for
retirement
plans (197) 3
Changes in
working
capital
pertaining to
operating
activities:
Accounts and
notes
receivable 152 (200) 
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Inventories (18) (743) 
Accounts
payable and
accrued
liabilities (184) 559
Income taxes
payable 117 149
Other (26) (26) 

Net cash
provided by
(used in)
operating
activities 259 (368) 

Cash Flows
from
Investing
Activities:
Capital
expenditures (94) (150) 
Acquisitions �  (36) 
Proceeds
from
divestments:
Toledo
refinery and
related
inventory 182 546
Other
divestments 11 6
Other 13 (6) 

Net cash
provided by
investing
activities 112 360

Cash Flows
from
Financing
Activities:
Net
repayments
of short-term
borrowings (103) �  
Net proceeds
from
issuance of
long-term
debt

176 70
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Aggregated Option Exercises in 2003 and Year-End Option Values

The following table sets forth information concerning the number and value of options held by our named executive officers on December 31, 2003 and 2003 option exercises.

Number of Securities
Underlying Unexercised Value of Unexercised In the

Options at Fiscal Money Options at Fiscal
Number of Shares Year End(#) Year End($)

Received upon Value
Name Exercise(#) Realized($) Exercisable Unexercisable Exercisable Unexercisable

Roger S. Penske � � 441,667 18,333 9,340,350 244,300
Samuel X. DiFeo � � 301,667 18,333 5,821,150 244,300
James R. Davidson 90,333 1,265,173 � 20,667 � 389,167
Robert H. Kurnick, Jr. � � 14,167 10,833 257,175 139,400
Paul F. Walters � � 12,500 7,500 239,925 104,900

(1) The closing price of our common stock on December 31, 2003 was $31.30
Employment Contracts

We entered into a letter agreement with Samuel DiFeo in August 1999. Pursuant to this agreement, Mr. DiFeo agreed to serve as our President through December 31, 1999, subject to our right to extend his service as President through December 31, 2000, at a salary of at least $0.5 million per year. If Mr. DiFeo�s employment is terminated as a result of death, Mr. DiFeo�s estate is entitled to receive, among other things, a cash payment of $0.8 million. In addition, we agreed to retain Mr. DiFeo as a consultant after the letter agreement expires. The consulting agreement is to continue for a period of 48 months and may be extended for an additional year at our option. It provides for compensation of $0.4 million per year, plus use of an automobile, reimbursement of expenses and other health benefits. The agreement prohibits Mr. DiFeo from seeking or obtaining employment in the automotive industry while the consulting agreement is in effect.

We are not a party to employment contracts with the remaining named executive officers.

REPORT OF THE COMPENSATION AND MANAGEMENT

DEVELOPMENT COMMITTEE ON EXECUTIVE COMPENSATION

Our Compensation and Management Development Committee�s responsibilities include establishing our policies regarding the compensation of our executive officers and other key employees. The Compensation and Management Development Committee approves all elements of compensation for our executive officers and is responsible for the administration of our incentive plans.

Executive Compensation. Our compensation program consists of base salary, annual incentive payments, equity-based awards and employee health and other benefits, such as the use of a company vehicle. The goal of our compensation program is to motivate and reward our executive officers and other key employees to improve long-term stockholder value and to attract and retain the highest quality executive and key employee talent available. Our executive compensation program is designed to align executive compensation practices with increasing the value of our common stock and to foster adherence to, and promotion of, our business mission, values, strategic goals and annual objectives.

Our Compensation and Management Development Committee reviews and counsels with management relative to the appropriate compensation for management given their role in the corporate structure. It reviews salary levels as well as salary increases for the current year in order to maintain internal compensation consistency and external compensation competitiveness. It reviews and recommends incentive payments to be made in connection with the previous year�s performance considering the executive�s scope of responsibilities, level of experience, individual performance and attainment of pre-established goals, as well as our business plan and general economic factors. In making its decisions the Committee receives input from our Chief Executive Officer and President to assure congruity with our long-term performance goals.

13
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Base Salary and Bonus. The salary levels for our officers are determined by level of job responsibility and experience, job performance and attainment of pre-established goals. Bonus payouts to our executive officers and other key employees are influenced by the attainment of corporate earnings goals.

Equity Incentives. Our Compensation and Management Development Committee believes strongly that the interests of senior management must be closely aligned with those of our stockholders. Prior to 2003, we granted management equity compensation in the form of stock options. Having considered much of the recent commentary concerning the use of stock options, beginning in 2003, we only issued equity compensation to our senior management team in the form of restricted stock. We believe that long-term incentives in the form of restricted stock or similar equity-based compensation more closely align the incentives for management with the interests of our stockholders.

We grant restricted stock on a discretionary basis within a guideline range that takes into account the position responsibilities of executive officers and key employees whose contributions and skills are important to our long-term success. The restricted stock granted to date has had a three year annual and ratable vesting period. During 2003, the Committee granted 329,195 shares of restricted stock to our executive officers or key employees, some of which has reverted back to us as employees have departed from the Company.

Management Incentive Plan. Section 162(m) of the Internal Revenue Code of 1986, as amended, generally imposes a $1,000,000 per taxable year ceiling on tax-deductible remuneration paid to any one of the five most highly compensated executive officers of a publicly-held corporation, unless the remuneration is treated as performance based or is otherwise exempt from the provisions of Section 162(m). In 2003, the Committee adopted the United Auto Group Management Incentive Plan, designed to provide for the payment of performance-based compensation that is qualified within the meaning of Section 162(m) of the Internal Revenue Code and that we may deduct for tax purposes. Section 162(m) requires that certain material terms of a compensation plan, including participant eligibility, the business criteria on which performance goals are based and maximum award amounts, be approved by a company�s stockholders in order for compensation paid thereunder to be tax deductible. Accordingly, we are submitting the Management Incentive Plan for the requisite approval by our stockholders at the annual meeting. If approval is obtained, we expect to award performance compensation to certain members of our management team in the future.

While the Compensation and Management Development Committee intends to maximize the tax-efficiency of its compensation programs generally, it retains the flexibility in its membership and in the manner in which it awards compensation to act in the best interests of the Company and its stockholders, including awarding compensation which may not be deductible by reason of Section 162(m).

Chief Executive Officer. For 2003, our Compensation and Management Development Committee awarded Mr. Penske a bonus of $1.0 million. The bonus was based on our strong financial performance as well as operational performance such as achievements in customer satisfaction. In 2003, we substantially increased our gross revenues and net income from 2002 levels. We successfully accomplished our targeted level of acquisitions and made significant strides toward integrating those operations into our business. We also continued to be the industry leader in same-store sales.

In determining the compensation of Mr. Penske, the Committee also monitors the compensation of the Company�s peers. While the Committee believes that the Company�s successes noted above are in large part due to the contributions of Mr. Penske, it has noted that Mr Penske�s compensation is generally on par or less than those of our peer companies� chief executive officers. Mr. Penske does not participate in the approval of his own compensation.

The Compensation & Management Development
Committee of the Board of Directors

H. Brian Thompson (Chairman)
William J. Lovejoy

14
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SECURITY OWNERSHIP OF CERTAIN

BENEFICIAL OWNERS AND MANAGEMENT

The following table sets forth information with respect to the beneficial ownership of our voting common stock as of April 1, 2004 by (1) each person known to us to own more than five percent of our voting common stock, (2) each of our directors, (3) our Chief Executive Officer and four other most highly compensated executive officers and (4) all of our directors and executive officers as a group.

Beneficial ownership is determined in accordance with the rules of the Securities & Exchange Commission and includes voting and investment power with respect to shares. Applicable percentage of ownership is based on 46,146,495 shares of common stock outstanding. Unless otherwise indicated, each person identified in the table below has sole voting and dispositive power with respect to the common stock beneficially owned by that person.

Shares Beneficially
Owned(1)

Beneficial Owner Number Percent

Penske Corporation(2)(3)(4) 18,681,026 40.5%
2555 Telegraph Road
Bloomfield Hills, MI 48302-0954

Penske Capital Partners, L.L.C.(3)(4) 7,657,282 16.6%
One Harmon Plaza, Ninth Floor
Secaucus, NJ 07094

Mitsui(5) 7,221,349 15.6%
2-1, Ohtemachi 1-chome, Chiyoda-ku
Tokyo, Japan

John Barr 3,500 *
Samuel X. DiFeo(6) 287,367 *
Michael R. Eisenson 1,000 *
James A. Hislop(7) 7,864,719 17.0%
Hiroshi Ishikawa(8) 7,221,349 15.6%
William J. Lovejoy 0 *
Eustace W. Mita 409,954 *
Lucio A. Noto 6,832 *
Roger S. Penske(9) 19,345,755 41.5%
Richard J. Peters 69,975 *
Ronald G. Steinhart 9,250 *
H. Brian Thompson 12,847 *
Laurence Vaughan (10) 26,667 *
Motokazu Yoshida(8) 7,221,349 15.6%
James R. Davidson(11) 10,687 *
Robert H. Kurnick, Jr.(12) 44,479 *
Paul F. Walters(13) 32,966 *
All directors and executive officers as a group (17 persons) 27,386,561 58.5%

* Less than 1%

(1) Pursuant to the regulations of the Commission, shares are deemed to be �beneficially owned� by a person if such person directly or indirectly has or shares the power
to vote or dispose of such shares. Each person is deemed to be the beneficial owner of securities which may be acquired within sixty days through the exercise of
options, warrants, and rights, if any, and such securities are deemed to be outstanding for the purpose of computing the percentage of the class beneficially owned by
such person.
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However, any such shares are not deemed to be outstanding for the purpose of computing the percentage of the class beneficially owned by any other person, except
as noted.

(2) Penske Corporation is the direct beneficial owner of 10,694,021 shares of common stock, which it has shared power to vote and dispose together with a wholly
owned subsidiary, and the beneficial owner of up to 7,478,386 shares which are held by IMCGI. This number will be reduced in connection with each distribution of
shares to Penske Corporation by the number of shares representing any carried interest attributable to the managing member pursuant to the operating agreement of
IMCGI. Penske Corporation also has shared voting power over 508,619 shares under voting agreements.

(3) Penske Capital, IMCGI, IMCGII, and Penske Corporation each disclaim beneficial ownership of the shares owned by the others that may be deemed to exist
pursuant to the existing stockholders agreement.

(4) Penske Capital has voting power with respect to 7,657,282 shares of common stock, consisting of 7,592,792 shares of common stock held by International Motor
Cars Group I, L.L.C. (�IMCGI�) and 64,490 shares of common stock held by International Motor Cars Group II, L.L.C. (�IMCGII�). Penske Capital is the managing
member of each of IMCGI and IMCGII. The managing members of Penske Capital are Roger Penske and James A. Hislop. Penske Capital is obligated to cause
IMCGI and IMCGII to make special distributions to each of their members in connection with the sale of those securities by the members. The non-managing
member of IMCGI is Penske Corporation.

(5) Represents the 1,444,070 shares held by Mitsui & Co., (U.S.A.), Inc. and 5,777,279 shares held by Mitsui & Co., Ltd.

(6) Includes options to purchase 173,667 shares of common stock that are exercisable within 60 days of the Record Date.

(7) Includes the 7,657,282 shares deemed to be beneficially owned by Penske Capital. Mr. Hislop is a managing member of Penske Capital. Mr. Hislop disclaims
beneficial ownership of the shares beneficially owned by Penske Capital.

(8) Represents the shares held by Mitsui. See note (5). Mitsui has sole voting and dispositive power with respect to the common stock. Messrs. Ishikawa and Yoshida
each disclaims beneficial ownership of the shares held by Mitsui.

(9) Includes the 7,657,282 shares deemed to be beneficially owned by Penske Capital, for which shares Mr. Penske may be deemed to have shared voting power, an
additional 11,202,640 shares deemed to be beneficially owned by Penske Corporation, for which shares Mr. Penske may be deemed to have shared voting and
shared dispositive power, and options to purchase 453,333 shares that are exercisable within 60 days of the Record Date. Mr. Penske is a managing member of
Penske Capital and the Chairman and Chief Executive Officer of Penske Corporation. Mr. Penske disclaims beneficial ownership of the shares beneficially owned
by Penske Capital and Penske Corporation.

(10) Includes 13,667 shares issuable upon the exercise of options that are vested and exercisable within 60 days of the Record Date.

(11) Includes 3,667 shares issuable upon the exercise of options that are vested and exercisable within 60 days of the Record Date and 500 shares held by Mr. Davidson�s
wife. Mr. Davidson disclaims beneficial ownership of all shares held by his wife.

(12) Includes 20,833 shares issuable upon the exercise of options that are vested and exercisable within 60 days of the Record Date.

(13) Includes 17,500 shares issuable upon the exercise of options that are vested and exercisable within 60 days of the Record Date.
16

Edgar Filing: SUNOCO INC - Form 10-Q

Table of Contents 13



Table of Contents

SHARE INVESTMENT PERFORMANCE

The following graph compares the cumulative total stockholder returns on our common stock based on an investment of $100 on December 31, 1998 and the close of the market on December 31 of each year thereafter against (i) the Standard & Poor�s Index and (ii) an industry/peer group consisting of Asbury Automotive Group, Inc., AutoNation, Inc., Group 1 Automotive, Inc., Lithia Motors Inc. and Sonic Automotive Inc. The graph also assumes the reinvestment of all dividends.

COMPARISON OF 5 YEAR CUMULATIVE TOTAL RETURN

AMONG UNITED AUTO GROUP, INC., THE S & P 500 INDEX
AND A PEER GROUP

Cumulative Total Return

12/98 12/99 12/00 12/01 12/02 12/03

United Auto Group, Inc. 100.00 97.28 72.79 280.93 135.73 342.02

S&P 500 100.00 121.04 110.02 95.95 75.52 97.18

Peer Group 100.00 62.12 40.67 90.02 84.83 128.65

AUDIT COMMITTEE REPORT

The Audit Committee of the Board of Directors is responsible for providing independent, objective oversight of our accounting functions and internal controls. The Audit Committee acts under a written charter adopted and approved by the Board of Directors. Each of the members of the Audit Committee is independent, as defined by the New York Stock Exchange rules and applicable law.

The responsibilities of the Audit Committee include recommending to the Board of Directors an accounting firm to be engaged as our independent accountants. In accordance with the Audit Committee charter, the Audit Committee has the sole authority to retain and terminate our independent accountants. The Audit Committee is responsible for recommending to the Board of Directors that our financial statements be included in our Annual Report on Form 10-K. The Audit Committee took a number of steps in making this recommendation for 2003. First, the Audit Committee discussed with Deloitte & Touche those matters required to be discussed by Statement on Auditing Standards No. 61, including information regarding the scope and results of the audit. These communications and discussions are intended to assist the Audit Committee in overseeing the financial reporting and disclosure process.

17
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Second, the Audit Committee discussed with Deloitte & Touche their independence and received from Deloitte & Touche a letter concerning independence as required under applicable independence standards for auditors of public companies. This discussion and disclosure assisted the Audit Committee in evaluating such independence. Finally, the Audit Committee reviewed and discussed the annual audited and quarterly unaudited financial statements with our management and Deloitte & Touche in advance of public release of operating results, and filing of annual and quarterly reports with the Securities and Exchange Commission.

Based on the discussions with Deloitte & Touche concerning the audit, and their independence, and the financial statement review, and such other matters deemed relevant and appropriate by the Audit Committee, the Audit Committee recommended to the Board of Directors that our financial statements be included in our 2003 Annual Report on Form 10-K.

The Audit Committee of the Board of Directors

Michael R. Eisenson (Chairman)
John Barr
Ronald G. Steinhart

INDEPENDENT ACCOUNTANTS

Deloitte & Touche LLP, the member firms of Deloitte Touche Tohmutsu, and their respective affiliates (collectively, the �Deloitte Entities�) will audit our consolidated financial statements for 2004 and perform other services. We paid the Deloitte Entities the following fees for the enumerated services in 2003, all of which services were approved by our Audit Committee.

Audit Fees. The aggregate fees for professional services rendered by the Deloitte Entities in connection with their audit of our consolidated financial statements, reviews of the consolidated condensed financial statements included in our quarterly reports on Form 10-Q and other services normally provided in connection with statutory or regulatory engagements for 2003 and 2002, were approximately $840,000 and $997,000, respectively.

Audit Related Fees. The aggregate fees for professional services rendered by the Deloitte Entities in connection with their assurance services related to benefit plans and accounting research and consultation in 2003 and 2002 were approximately $44,000 and $35,000, respectively.

Tax Fees. The aggregate fees for professional services rendered by Deloitte & Touche in connection with tax compliance, planning and advice in 2003 and 2002 were approximately $341,000 and $850,000, respectively, of which approximately $110,000 related to tax compliance in both years.

All Other Fees. The aggregate fees for all other services rendered by Deloitte & Touche LLP in Fiscal 2003 and 2002 were approximately $50,000 and $315,000, respectively. These fees related primarily to a review of certain operational processes at our dealerships.

The Audit Committee has considered the nature of the above-listed services provided by Deloitte & Touche LLP and determined that they are compatible with their provision of independent audit services. The Audit Committee has discussed these services with Deloitte & Touche and management to determine that they are permitted under the Code of Professional Conduct of the American Institute of Certified Public Accountants and the auditor independence requirements of the Securities and Exchange Commission.

Pre-approval Policy. The Audit Committee has adopted a policy requiring pre-approval of audit and non-audit services provided by the independent auditors. The primary purpose of this policy is to ensure that we engage our public accountants to only provide audit and non-audit services that are compatible with maintaining independence. The Audit Committee is required to pre-approve all services performed for us by our independent auditors and the related fees for such services. The Audit Committee must also approve fees incurred for pre-approved services that are in excess of the approved amount prior to payment, except as provided below. The Company�s independent auditors are prohibited from performing any service prohibited by applicable law.
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Pre-approval of audit and non-audit services may be given at any time up to a year before commencement of the specified service. Engagement of the independent auditors and their fees for the annual audit must be approved by the entire Committee. The Chairman of the Audit Committee may independently approve services if the estimated fee for the service is less than 10% of the total estimated audit fee, or if the excess fees for pre-approved services are less than 20% of the approved fees for that service; provided, however, that no such pre-approval may be granted with respect to any service prohibited by applicable law or that otherwise appears reasonably likely to compromise the independent auditor�s independence. Any pre-approval granted pursuant to this delegation of authority will be reviewed with the Audit Committee at its next regularly scheduled meeting. Non-audit services for which the estimated fee is greater than 10% of the audit fee must be approved by the entire Committee before commencement of the service.

A representative of Deloitte & Touche LLP will be present at the annual meeting with the opportunity to make a statement and to answer questions.

RELATED PARTY TRANSACTIONS

Entities affiliated with Roger S. Penske, our Chairman of the Board and Chief Executive Officer, are parties to a stockholders agreement described below. Mr. Penske is also Chairman of the Board and Chief Executive Officer of Penske Corporation, and, through entities affiliated with Penske Corporation, our largest stockholder. The parties to the stockholders agreement are International Motor Cars Group, I., L.L.C. (�IMCGI�), International Motor Cars Group, II, L.L.C. (�IMCGII�), Mitsui & Co., Ltd., Mitsui & Co, (USA), Inc. (collectively, �Mitsui�), Penske Corporation and Penske Automotive Holdings Corp. We refer to IMCGI, IMCGII, Penske Corporation and Penske Automotive Holdings Corp. as the Penske affiliated companies.

In March 2004, we issued and sold 4,050,000 shares of our common stock to Mitsui in exchange for $119 million under the terms of a purchase agreement between us, Mitsui and the Penske affiliated companies. This purchase agreement also contains other agreements between the parties. The Penske affiliated companies and Mitsui have agreed to certain �standstill� provisions. Until termination of the stockholders agreement discussed below, among other things and with some exceptions, the parties have agreed not to acquire or seek to acquire any of our capital stock or assets, enter into or propose business combinations involving us, participate in a proxy contest with respect to us or initiate or propose any stockholder proposals with respect to us. Notwithstanding the prior sentence, the purchase agreement permits (1) any transaction approved by either a majority of disinterested members of the Board of Directors or a majority of the disinterested stockholders, (2) in the case of Mitsui, the acquisition of securities if, after giving effect to such acquisition, the beneficial ownership in us is less than or equal to 49%, (3) in the case of the Penske affiliated companies, the acquisition of securities if, after giving effect to such acquisition, the beneficial ownership in us is less than or equal to 65%, and (4) the acquisition of securities resulting from equity grants by the Board of Directors to individuals for compensatory purposes.

We have also agreed to grant Mitsui the right to an observer to our Board of Directors as long as they own at least 2.5% of our outstanding common stock, and the right to have an appointee designated as a senior vice president of the Company, as long as they own at least 10% of our outstanding common stock. We also agreed not to take any action that would restrict the ability of a stockholder to propose, nominate or vote for any person as a director of us, subject to certain limitations.

Simultaneously with this purchase, Mitsui and the Penske affiliated companies entered into a stockholders agreement. Under this stockholders agreement, the Penske affiliated companies agreed to vote their shares for one director who is a representative of Mitsui. In turn, Mitsui agreed to vote their shares for up to fourteen directors voted for by the Penske affiliated companies. In addition, the Penske affiliated companies agreed that if they transfer any of our shares of common stock, Mitsui would be entitled to �tag along� by transferring a pro rata amount of their shares upon similar terms and conditions, subject to certain limitations. This agreement terminates on its tenth anniversary, upon the mutual consent of the parties or when either party no longer owns any of our common stock.
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Registration Rights Agreements. In May 1999, we and IMCGI and IMCGII entered into a registration rights agreement and in December 2000, we and Penske Automotive Holdings Corp. entered into a registration rights agreement. Pursuant to these agreements, IMCGI and IMCGII and Penske Corporation each may require us on three occasions to register all or part of their common stock, subject to specified limitations. They are also entitled to request inclusion of all or any part of their common stock in any registration of securities by us on Forms S-1, S-2 and S-3 under the Securities Act.

In connection with the purchase of shares discussed above, in March 2004, we entered into a registration rights agreement with Mitsui. Under this agreement, Mitsui may require us on two occasions to register all or part of their common stock, subject to specified limitations. Mitsui also is entitled to request inclusion of all or any part of their common stock in any registration of securities by us on Forms S-1, S-2 and S-3 under the Securities Act. We have agreed to pay all expenses (subject to some limitations) incident to the registration and disposition of the securities registered pursuant to all of these registration rights agreements (other than underwriting discounts and commissions in respect thereof).

Prior Stockholders Agreement. In March 2004, we terminated a stockholders agreement between us, the Penske affiliated companies and Mitsui. The rights and obligations under this agreement have terminated. Pursuant to that now-terminated agreement, the parties agreed to vote their shares of common stock to elect Roger S. Penske, four additional persons nominated by some of the Penske affiliated companies, one person nominated by Mitsui and three independent persons as our directors. The Penske entities only nominated three members to the Board of Directors under this agreement (Richard J. Peters, James A. Hislop and Eustace W. Mita) even though they were entitled to four nominees. Motokazu Yoshida was the nominee to the Board of Directors by Mitsui. The parties also agreed to use their reasonable best efforts to have our compensation committee of the Board of Directors consist of Roger S. Penske, one additional designee of the Penske entities and two independent directors. The Penske entities did not designate a member of the compensation committee and Mr. Penske did not serve on the compensation committee.

Other Related Party Interests. James A. Hislop, one of our directors, is the President, Chief Executive Officer and a managing member of Penske Capital Partners (who is the managing member of IMCGI and IMCGII), a director of Penske Corporation and a managing director of Transportation Resource Partners, an organization affiliated with Roger S. Penske which undertakes investments in transportation related industries. Mr. Penske also is a managing member of Penske Capital Partners. Richard J. Peters, one of our directors, is a director of Penske Corporation and a managing director of Transportation Resource Partners. Eustace W. Mita is an investor in Transportation Resources Partners. Robert H. Kurnick, Jr., our Executive Vice President and General Counsel, is also the President and a director of the Penske Corporation and Paul F. Walters, our Executive Vice President � Human Resources serves in a similar human resources capacity for Penske Corporation.

CarsDirect.com. In May 2000, we, along with Penske Automotive Group, Inc. (PAG), an automobile dealership company controlled by Roger S. Penske, entered into an operating agreement with CarsDirect.com, Inc. whereby PAG and we supply vehicles to CarsDirect.com at pre-negotiated prices through PAG�s and our respective franchised vehicle dealers. During the term of the operating agreement, CarsDirect.com will offer the franchised vehicle dealers of PAG or the Company with the closest geographic proximity to the customer the first opportunity to supply the vehicle purchased through their website. As consideration for entering into the operating agreement, CarsDirect.com granted to PAG and us warrants to purchase 3,650,000 shares of Series D Preferred Stock of CarsDirect.com at a per share purchase price of $15.76, which vest and become exercisable annually based upon certain sales milestones under the operating agreement. We and PAG have agreed to allocate the warrants after they vest in proportion to our relative sales to CarsDirect.com under the operating agreement.

Other Transactions. From time to time, we pay and/or receive fees from Penske Corporation and its affiliates for services rendered in the normal course of business, including rents paid to Automotive Group Realty, LLC (�AGR�), as described below, payments to third parties made by Penske Corporation on behalf of us, for which we then reimburse Penske Corporation, payments relating to the use of aircraft from Penske Aviation Services, and payment of a racing sponsorship to Penske Racing. These transactions reflect the
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provider�s cost or an amount mutually agreed upon by both parties. We believe that the payments relating to these transactions are on terms at least as favorable as those that could be obtained from an unaffiliated third party negotiated on an arm�s length basis. Aggregate payments relating to such transactions amounted to $9.7 million in 2003, excluding the payments to AGR discussed below.

We are currently a tenant under a number of non-cancelable lease agreements with Samuel X. DiFeo and members of his family. Mr. DiFeo is our President and Chief Operating Officer and one of our directors. During 2003, we paid $5.5 million to Mr. DiFeo and his family under these lease agreements. We believe that the terms of these transactions are at least as favorable as those that could be obtained from an unaffiliated third party negotiated on an arm�s length basis.

We are currently a tenant under a number of non-cancelable lease agreements with AGR. AGR is a wholly-owned subsidiary of Penske Corporation. During 2003, we paid $5.9 million to AGR under these lease agreements. In addition, in 2003 we sold AGR real property and improvements for $19.3 million which were subsequently leased by AGR to us. The sale of each parcel of property was valued at a price which was either independently confirmed by a third party appraiser or at the price for which we purchased the property from an independent third party. We believe that the terms of these transactions are at least as favorable as those that could be obtained from an unaffiliated third party negotiated on an arm�s length basis.

We are also party to operating agreements with Roger S. Penske, Jr., the son of Roger S. Penske, reflecting (1) the 2001 purchase by Mr. Penske, Jr. of 10% of one of our subsidiaries, HBL, LLC, and (2) the 2000 purchase by Mr. Penske, Jr. of 4.7% of one of our subsidiaries, United Auto do Brasil, Ltda., of which we own 90.6%. From time to time, we provide these subsidiaries with working capital and other debt financing and make periodic pro rata distributions from these subsidiaries to Mr. Penske, Jr., which in 2003 totaled seven hundred thousand dollars. For 2003, Mr. Penske, Jr., received total compensation from us of one million nine hundred ninety thousand dollars in his capacity as our Regional President and as of July 2003 Executive Vice President � Eastern Operations.

In 2003, we employed the sons of Eustace Mita, one of our directors, and James Davidson, our Executive Vice President � Finance, at one of our dealerships as sales managers for which each was compensated in excess of $60,000. We employ the son-in-law of Paul Walters, our Executive Vice President, Human Resources, as Senior Vice President Manufacturer Relations for which he received compensation in excess of $60,000 in 2003.

In April 2003, an entity controlled by one of our directors, Lucio A. Noto (the �Investor�), paid approximately $1.8 million (including approximately $0.8 million credited from prior earnings retroactive to March 1, 2001) for a 6.5% interest in one of our subsidiaries, UAG Connecticut I, LLC, which entitles the Investor to 20% of the operating profits of UAG Connecticut I. From time to time, we provide UAG Connecticut I with working capital and other debt financing and make periodic pro rata distributions from UAG Connecticut I to the Investor, which in 2003 totaled $0.3 million. In addition, the Investor has an option to purchase up to a 20% interest in UAG Connecticut I for specified amounts. The Investor has also guaranteed 20% of UAG Connecticut I�s lease obligation to AGR, our landlord of the facility at which the dealership operates. In exchange for that guarantee, the Investor will be entitled to 20% of any appreciation of the property, which appreciation would otherwise accrue to AGR at the time of sale, and the Investor is responsible to AGR for any corresponding depreciation of the property at the time of sale, which obligation shall be secured solely by the Investor�s ownership interest in UAG Connecticut I, LLC.
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OTHER MATTERS

Securities Authorized for Issuance Under Equity Compensation Plans

The following table provides details regarding the shares of common stock issuable upon the exercise of outstanding options, warrants and rights granted under the Company�s equity compensation plans (including individual equity compensation arrangements) as of December 31, 2003.

Number of securities remaining
available for future issuance

Number of securities to Weighted-average under equity compensation
be issued upon exercise exercise price of plans (excluding securities
of outstanding options outstanding options reflected in column (A))

Plan Category (A) (B) (C)

Equity compensation plans approved by security holders 1,506,125 $ 14.29 1,928,805
Equity compensation plans not approved by security holders 400,000(1)(2) $ 10.00 0(2)

Total 1,906,125 1,928,805(2)

(1) Consists of options to purchase an aggregate amount of 400,000 shares of common stock granted to Roger S. Penske, our Chairman and Chief Executive Officer (at
an exercise price of $10.00 per share).

(2) Does not include shares eligible to be issued under the Non-Employee Director Compensation Plan, under which plan directors may receive shares of common stock
in lieu of their cash annual retainer fee. See �Compensation of Directors� for a summary of the material features of this plan.

Section 16(a)     Beneficial Ownership Reporting Compliance

Section 16(a) of the Securities Exchange Act of 1934, as amended, requires our executive officers and directors and persons who beneficially own more than 10% of our common stock to file initial reports of ownership and reports of changes of ownership with the Commission. Executive officers, directors and greater than 10% beneficial owners are required by Commission regulations to furnish us with copies of all Section 16(a) forms they file. To our knowledge, based solely on our review of the copies of the Section 16(a) forms furnished to us and representations from our executive officers, directors and greater than 10% beneficial owners, Messrs. Chasins, Davidson, DiFeo, Kurnick, Penske, Vaughan and Walters, and each filed one late Form 4 with respect to one transaction during 2003.

Stockholder Nominations and Proposals for 2004.

We must receive any proposals intended to be presented to stockholders at our 2005 annual meeting of stockholders at our principal executive offices at 2555 Telegraph Road, Bloomfield Hills, Michigan 48302-0954 for inclusion in the proxy statement by December 12, 2004. These proposals must also meet other requirements of the rules of the Commission relating to stockholders� proposals. Stockholders who intend to present an item of business at the annual meeting of stockholders in 2005 (other than a proposal submitted for inclusion in our proxy statement) must provide us notice of the business no later than February 15, 2005.

Proxy Information.
We do not anticipate that there will be presented at the annual meeting any business other than as discussed in the above proposals and the Board of Directors was not aware of any other matters which might properly be presented for action at the meeting. If any other business should properly come before the annual meeting, the persons named on the enclosed proxy card will have discretionary authority to vote all proxies in accordance with their best judgment.
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Proxies in the form enclosed are solicited by or on behalf of our Board of Directors. We will bear the cost of this solicitation. In addition to the solicitation of the proxies by use of the mails, some of our officers and regular employees, without extra remuneration, may solicit proxies personally, or by telephone or otherwise. In addition, we will make arrangements with brokerage houses and other custodians, nominees and fiduciaries to forward proxies and proxy material to their principals, and we will reimburse them for their expenses in forwarding soliciting materials, which are not expected to exceed $5,000.

It is important the proxies be returned promptly. Therefore, you are urged to sign, date and return the enclosed proxy card in the accompanying stamped and addressed envelope.

We will provide without charge to each or our stockholders, on the written request of such stockholder, a copy of our Form 10-K, including the financial statements and financial statement schedules, for the year ended December 31, 2003 and any of the other documents referenced herein. Copies can be obtained from United Auto Group, Inc., Investor Relations, 2555 Telegraph Road, Bloomfield Hills, Michigan 48302-0954, (248/648-2500).

Dated: April 12, 2004
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Annex A

Amendments to our Certificate of Incorporation and Bylaws

to Eliminate the Classification of our Board of Directors

CERTIFICATE OF AMENDMENT OF

RESTATED CERTIFICATE OF INCORPORATION
OF UNITED AUTO GROUP, INC.

*****

United Auto Group, Inc., a corporation organized and existing under and by virtue of the General Corporation Law of the State of Delaware, DOES HEREBY CERTIFY:

FIRST: That at a meeting of the Board of Directors of United Auto Group, Inc., resolutions were duly adopted setting the following proposed amendment to the Restated Certificate of Incorporation of said corporation, declaring said amendment to be advisable and calling a meeting of the stockholders of said corporation for consideration thereof:

1. Article V, Election of Directors, of the Restated Certificate of Incorporation of United Auto Group, Inc. is hereby amended and restated in its entirety as
follows:

�Except as otherwise provided by law, the number of directors which shall constitute the Board shall be as set forth in the Bylaws of the Corporation. Elections
of directors need not be by written ballot. At each annual meeting of stockholders of the Corporation, the directors elected at such meeting shall serve for a one-year
term expiring at the next annual meeting of stockholders or until their earlier death, resignation or removal.

SECOND: That thereafter, pursuant to resolution of its Board of Directors, a meeting of the stockholders of said corporation was duly called and held, upon notice in accordance with Section 222 of the General Corporation Law of the State of Delaware at which meeting the necessary number of shares as required by statute and the Certificate of Incorporation were voted in favor of the amendment.

THIRD: That said amendment was duly adopted in accordance with the provisions of Section 242 of the General Corporation Law of the State of Delaware.

IN WITNESS WHEREOF, United Auto Group, Inc. has caused this certificate to be signed this 21st day of May 2004.

By: Shane M. Spradlin
Its: Secretary
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CERTIFICATE OF AMENDMENT OF

BYLAWS OF UNITED AUTO GROUP, INC.

*****

United Auto Group, Inc., a corporation organized and existing under and by virtue of the General Corporation Law of the State of Delaware, DOES HEREBY CERTIFY:

FIRST: That at a meeting of the Board of Directors of United Auto Group, Inc., resolutions were duly adopted setting the following proposed amendments to the Bylaws of said corporation, declaring said amendments to be advisable and calling a meeting of the stockholders of said corporation for consideration thereof:

1. Article III, Section 2, of the Bylaws of United Auto Group, Inc. is hereby amended and restated in its entirety as follows:

�SECTION 2. ELECTION OF DIRECTORS. At each annual meeting of stockholders of the Corporation, the directors elected at such meeting shall serve for a
one-year term expiring at the next annual meeting of stockholders or until their earlier death, resignation or removal.�

2. Article III, Section 4, of the Bylaws of United Auto Group, Inc. is hereby amended and restated in its entirety as follows:

�SECTION 4. FILLING OF VACANCIES. Any vacancy among the directors, occurring from any cause whatsoever, may be filled by a majority of the remaining
directors, though less than a quorum, or by a sole remaining director; PROVIDED, HOWEVER, that the stockholders removing any director may at the same
meeting fill the vacancy caused by such removal; and PROVIDED, FURTHER, that if the directors fail to fill any such vacancy, the stockholders may at any special
meeting called for that purpose fill such vacancy. In case of any increase in the number of directors, the additional directors may be elected by the directors in office
before such increase.

Any person elected to fill a vacancy shall hold office, subject to the right of removal as hereinbefore provided, until the next annual meeting of stockholders or until
their earlier death, resignation or removal.�

SECOND: That thereafter, pursuant to resolution of its Board of Directors, a meeting of the stockholders of said corporation was duly called and held, upon notice in accordance with Section 222 of the General Corporation Law of the State of Delaware at which meeting the necessary number of shares as required by the Bylaws were voted in favor of the amendments.

IN WITNESS WHEREOF, United Auto Group, Inc. has caused this certificate to be signed this 21st day of May 2004.

By: Shane M. Spradlin
Its: Secretary

A-2

Edgar Filing: SUNOCO INC - Form 10-Q

Table of Contents 22



Table of Contents

Annex B

United Auto Group, Inc. Management Incentive Plan

UNITED AUTO GROUP, INC.

MANAGEMENT INCENTIVE PLAN
(EFFECTIVE JULY 1, 2003)

1. PURPOSE. The purpose of the United Auto Group, Inc. Management Incentive Plan is to advance the interests of United Auto Group, Inc., and its stockholders by motivating key personnel of the Company to take actions that will promote the Company�s long-term success and growth.

2. DEFINITIONS

(a) �Award� means an award entitling a Participant to receive incentive compensation subject to the terms and conditions of the Plan.

(b) �Board� means the Company�s Board of Directors.

(c) �Code� means the Internal Revenue Code of 1986, as amended.

(d) �Committee� means the Compensation and Management Development Committee of the Board or any subcommittee thereof delegated by the Compensation and
Management Development Committee to administer the Plan, or any other committee appointed by the Board to administer the Plan; provided, however, that in any
event the Committee shall be comprised of not less than two directors of the Company, each of whom shall qualify as an �outside director� for purposes of
Section 162(m) of the Code and Section 1.162-27 (e) (3) of the Regulations.

(e) �Common Stock� means shares of common stock, par value $.0001 per share, of the Company.

(f) �Company� means United Auto Group, Inc., a Delaware corporation.

(g) �Fair Market Value� means the fair market value of a share of Common Stock as determined by the Committee from time to time. Unless determined otherwise by the
Committee, the fair market value shall be the closing price of the Common Stock on the New York Stock Exchange on the relevant date or, if no sale occurred on
such date, the closing price on the nearest preceding date on which sales occurred.

(h) �Officer� means a Participant who is an officer of the Company.

(i) �Participant� means a key employee of the Company or a Subsidiary who is selected by the Committee to participate in the Plan.

(j) �Performance Objectives� means the performance objectives established pursuant to this Plan for Participants who have received Awards. Performance Objectives
may be described in terms of Company-wide objectives or objectives that are related to the performance of the individual Participant or the Subsidiary, division,
region, product line, department or function in which the Participant is employed or which is managed by the Participant. Any Performance Objectives applicable to
a Qualified Performance-Based Award shall be limited to specified levels of or increases or decreases in return on equity, earnings per share, total earnings, earnings
growth, earnings from continuing operations, return on capital, return on assets, gross profit, earnings before interest and taxes, sales, sales growth, gross margin,
cost reduction goals, fixed cost coverage measurements (including, but not limited to, the ratio of service and parts revenues to operating costs), return on
investment, increase in the fair market value of the Common Stock, share price (including, but not limited to, growth measures and total stockholder return), market
capitalization, operating profit, net income, cash flow (including, but not limited to, operating cash flow and free cash flow), financial return ratios, total return to
shareholders, market share, earnings measures /ratios, balance sheet measurements (including, but not limited to, debt to equity ratios and inventory or receivable
turnover), human resources measurements (including, but not limited to, measurements of employee
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turnover, workers� compensation costs and employee satisfaction), internal rate of return, unit sales, same store sales, customer satisfaction and productivity. If the
Committee determines that a change in the business, operations, corporate structure or capital structure of the Company, or the manner in which it conducts its
business, or other events or circumstances render the Performance Objectives unsuitable, the Committee may modify such Performance Objectives or the related
minimum acceptable level of achievement, in whole or in part, as the Committee deems appropriate and equitable; provided however that in the case of a Qualified
Performance-Based Award, such modification is only permitted to the extent prescribed by Section 162(m) of the Code and the Regulations.

(k) �Performance Period� means a period determined by the Committee which shall be used for purposes of determining whether Awards are earned by Participants.

(l) �Performance Target� means a target level of performance, based on one or more           Performance Objectives, established for a Performance Period in accordance
with Section 4.

(m) �Plan� means the United Auto Group, Inc. Management Incentive Plan, as stated herein, and as amended from time to time.

(n) �Qualified Performance-Based Award� means an Award or portion of an Award to an Officer that is intended to satisfy the requirements for �qualified
performance-based compensation� under Code Section 162(m). The Committee shall designate any Qualified Performance-Based Award as such at the time of grant.

(o) �Regulations� means the Treasury Regulations promulgated under the Code, as amended from time to time.

(p) �Retirement� means termination of employment with the Company or a Subsidiary after completing at least 5 years of continuous employment and attaining age 60.

(q) �Subsidiary� means a corporation or other entity (i) more than fifty percent (50%) of whose outstanding shares or securities (representing the right to vote for the
election of directors or other managing authority) are, or (ii) which does not have outstanding shares or securities (as may be the case in a Partnership, joint venture
or unincorporated association), but more than fifty percent (50%) of whose ownership interest (representing the right generally to make decisions for such other
entity) is, now or hereafter owned or controlled directly or indirectly by the Company.

2. PARTICIPATION. For each Performance Period, the Committee shall designate those key employees of the Company and its Subsidiaries who shall receive Awards under the Plan. Selection for participation for one Performance Period shall not confer on a Participant the right to participate in the Plan for any other Performance Period.

3. AWARDS. For each Performance Period, each Participant shall receive an Award entitling the Participant to receive cash incentive compensation or other incentive compensation (including common stock or other awards under the United Auto Group, Inc. 2002 Equity Plan (or similar plan)) upon the attainment of one or more Performance Targets. The Committee may establish different terms for Awards for different Participants or groups of Participants. The amount of compensation payable under an Award may be stated as a dollar amount or as a percentage of the Participant�s base compensation. The Committee may provide for a threshold level of performance below which no amount of compensation will be paid and a maximum level of performance above which no additional amount of compensation will be paid, and it may provide for the payment of differing amounts of compensation for different levels of performance. Notwithstanding any other provision of the plan to the contrary, the Committee retains the absolute discretion to reduce the amount of any incentive compensation that would be otherwise payable to a participant (including a reduction in such amount to zero).

4. ESTABLISHMENT OF PERFORMANCE TARGETS. Within the first twenty-five percent (25%) of each Performance Period, the Committee shall establish one or more Performance Targets for that Performance Period.
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5. PAYMENT OF AWARDS. Within ninety (90) days following the end of each Performance Period, the Committee shall determine whether the Performance Targets for such Performance Period have been satisfied and shall certify its determination in approved minutes of the Committee meeting held for such purpose. If the Committee certifies that one or more Performance Targets for a Performance Period have been achieved, all compensation payable in respect of Awards subject to such Performance Target shall be paid to Participants as soon as reasonably practicable thereafter (subject to the limitations set forth in paragraph 3); provided, however, that the Committee may permit the deferral of such compensation under a deferred compensation plan of the Company or a Subsidiary. If a Performance Target for a Performance Period is not achieved, the Committee in its sole discretion may determine that all or a portion of any Award shall be deemed to be earned based on such criteria as the Committee deems appropriate, including without limitation individual performance or the performance of the Subsidiary or business division employing the Participant; provided, however, that the Committee shall not have such discretion with respect to any Qualified Performance-Based Award. Any Award that is not considered earned in accordance with this Section shall be forfeited.

6. PARTIAL PARTICIPATION. Unless the Committee shall determine otherwise, the rules and procedures for partial participation shall be consistent with the following:

(a) EMPLOYMENT TERMINATION. If a Participant terminates employment with the Company before payment of Awards are made for a Performance Period for
reasons other than death, disability or Retirement, any Award granted to the Participant in respect of that Performance Period shall be forfeited and cancelled.

(b) DEATH, DISABILITY OR RETIREMENT. A Participant whose employment terminates during a Performance Period because of death, disability or Retirement
may, under such rules as the Committee may from time to time prescribe, be eligible for consideration for a pro-rata Award based on the period of active
employment during the Performance Period.

(c) LEAVE OF ABSENCE. A Participant who is on a leave of absence other than a personal leave for more than ninety (90) consecutive days during the Performance
Period, or who is on a personal leave of absence for more than thirty (30) consecutive days, shall forfeit any portion of an Award attributable to said period of leave
pursuant to such rules as the Committee may establish.

7. MAXIMUM AMOUNT OF QUALIFIED PERFORMANCE-BASED AWARDS. The maximum dollar amount of compensation that may be paid to any Participant in respect of Qualified Performance-Based Awards for a single fiscal year shall be $5,000,000.

8. ADJUSTMENTS. To the extent that a Performance Target is based on an increase in the Fair Market Value of the Common Stock, in the event of any stock dividend, stock split, combination of shares, recapitalization or other change in the capital structure of the Company, any merger, consolidation, spin-off, reorganization, partial or complete liquidation or other distribution of assets (other than a normal cash dividend), issuance of rights or warrants to purchase securities or any other corporate transaction having an effect similar to any of the foregoing, then the Committee may make or provide for such adjustments in such Performance Target as the Committee in its sole discretion may in good faith determine to be equitably required in order to prevent dilution or enlargement of the rights of Participants.

9. TAX WITHHOLDING. The Company shall be entitled to withhold from any payment made under the Plan the full amount of any required federal, state or local taxes.

10. NONTRANSFERABILITY OF BENEFITS. A Participant may not assign or transfer any interest in an Award. Notwithstanding the foregoing, upon the death of a Participant, the Participant�s rights and benefits under the Plan shall pass by will or by the laws of descent and distribution.

11. ADMINISTRATION AND INTERPRETATION. The Committee shall have complete authority to interpret the Plan, to prescribe rules and requirements relating to it, and to make all determinations necessary or advisable in the administration of the Plan, including, without limitation, the amending or
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altering of the Plan as may be required to comply with or conform to any federal, state or local laws or regulations.

12. AMENDMENT AND TERMINATION OF PLAN. The Committee may at any time terminate the Plan and may at any time and from time to time amend or modify the Plan in any respect; provided, however, that no amendment shall be effective without approval of the stockholders of the Company if the amendment would increase the maximum amount of compensation payable to a Participant in any Performance Period pursuant to Qualified Performance-Based Awards as specified in Section 7. Neither the termination of the Plan nor any amendment to the Plan shall reduce benefits accruing under Awards granted prior the date of such termination or amendment.

13. GOVERNING LAW. The Plan shall be governed and construed in accordance with the laws of the State of Michigan. As a condition to eligibility to receive an Award under the Plan, each Participant irrevocably consents to the exclusive jurisdiction of the courts of the State of Michigan and of any federal court located in the Eastern District of Michigan in connection with any action or proceeding arising out of or relating to this Plan, any document or instrument delivered pursuant to or in connection with this Plan, or any alleged breach of this Plan or any such document or instrument.

14. EFFECTIVE DATES AND STOCKHOLDER APPROVAL. This Plan shall be effective for periods beginning on and after July 1, 2003, provided that no Qualified Performance-Based Award shall be effective if the Plan is not approved by a vote of the stockholders of the Company at an annual meeting or special meeting.

15. OFFSETS. As a condition to eligibility for an Award, each Participant consents to the deduction from the Award of any amounts owed by the Participant to the Company to the extent permitted by applicable law.

16. NO RIGHTS TO CONTINUED EMPLOYMENT. Participation in the Plan does not create or constitute an express or implied employment contract between the Company and the Participant nor limit the right of the Company to discharge or otherwise deal with a Participant without regard to the existence of the Plan.

17. UNFUNDED PLAN. The Plan shall at all times be an unfunded payroll practice and no provision shall at any time be made with respect to segregating assets of the Company for payment of any Award. No Participant or any other person shall have any interest in any particular assets of the Company by reason of the right to receive an Award under the Plan and any such Participant or any other person shall have only the rights of a general unsecured creditor of the Company.
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FOLD AND DETACH HERE

PROXY SOLICITED ON BEHALF
OF THE BOARD OF DIRECTORS OF

UNITED AUTO GROUP, INC.

The undersigned hereby revokes all prior proxies and appoints Roger S. Penske, Samuel X. DiFeo and Robert H. Kurnick, Jr., and each of them, as proxies with full power of substitution, to vote on behalf of the undersigned the same number of shares of Voting Common Stock, par value $0.0001 per share, of United Auto Group, Inc. which the undersigned is then entitled to vote, at the Annual Meeting of Stockholders to be held on Friday, May 21, 2004 at 9:00 a.m., Eastern Standard Time, at United Auto Group, Inc., 2555 Telegraph Rd., Bloomfield Hills, MI 48302, and at any postponements or adjournments thereof, on any matter properly coming before the meeting, and specifically the matters described on the reverse side hereof:

THE PROXY WILL BE VOTED AS SPECIFIED. IF NO SPECIFICATION IS MADE, IT WILL BE VOTED FOR ELIMINATION OF THE CLASSIFIED BOARD, FOR THE ELECTION OF THE NOMINEES NAMED HEREIN, AND FOR THE APPROVAL OF THE MANAGEMENT INCENTIVE PLAN AND ACCORDING TO THE DISCRETION OF THE PROXY HOLDERS ON ANY OTHER MATTERS THAT MAY PROPERLY COME BEFORE THE MEETING OR ANY POSTPONEMENTS OR ADJOURNMENTS THEREOF. THE PROPOSALS HEREIN ARE PROPOSED BY THE BOARD OF DIRECTORS.

SEE REVERSE
SIDE CONTINUED AND TO BE SIGNED ON REVERSE SIDE

SEE REVERSE
SIDE
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UNITED AUTO GROUP

C/O EQUISERVE TRUST COMPANY, N.A.
P.O. BOX 8694
EDISON, NJ 08818-8694

DETACH HERE IF YOU ARE RETURNING YOUR PROXY CARD BY MAIL #UAG

Please mark
[X] votes as in

this example

1. To approve amendments to our
certificate of incorporation
and bylaws to eliminate
the classification of our Board of Directors.

FOR AGAINST ABSTAIN
o o o

2. Election of Directors to serve until 2005:

Nominees: (01) John Barr, (02) Michael
Eisenson, (03) James Hislop,
(04) Hiroshi Ishikawa, (05) William Lovejoy,
(06) Eustace Mita, (07) Lucio Noto,
(08) Roger Penske, (09) Richard Peters,
(10) Ronald Steinhart and
(11) Brian Thompson.

FOR WITHHOLD
o o

o                                                                      
For, except vote withheld from the above nominee(s):

3. IF PROPOSAL 1 IS NOT APPROVED
To elect four Class II directors to hold office
until the 2007 annual meeting of
stockholders or until their respective
successors are duly elected and qualified: Nominees:
    (12) Michael Eisenson, (13) Hiroshi Ishikawa,
    (14) William Lovejoy and (15) Brian
    Thompson.

FOR WITHHOLD
o o
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o                                                                            
For, except vote withheld from the above nominee(s):

FOR AGAINST ABSTAIN
4. To approve the United Auto Group Management o o o
    Incentive Plan.

5. To transact such other business as may properly come before the meeting.

MARK HERE FOR ADDRESS
CHANGE/COMMENTS AND

NOTE ON REVERSE
o

MARK HERE IF YOU
PLAN TO ATTEND

THE MEETING
o

Please sign this proxy exactly as name appears hereon. When shares are held by joint tenants, both should sign. When signing as
attorney, administrator, trustee or guardian, please give full title as such.

Signature: Date: Signature: Date:
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