Unit 2	HERTZ/AVIS BUDGET/DOLLAR THRIFTY
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[bookmark: _Ref480123708]The U.S. daily car rental industry has two principal segments: the airport market and the local market. Rental car locations in airport market rent primarily to business and leisure travelers. Rentals by airline travelers at or near airports account for approximately one-half of the total rental car market in the United States and is significantly influenced by developments in the travel industry and particularly in airline passenger traffic. The local rental volume is primarily driven by local business use, leisure travel, and the replacement of cars being repaired.[footnoteRef:1]  [1: . 	See, e.g., Hertz Global Holdings, Inc., Form 10-K for the Fiscal Year Ended December 31, 2006, at 6 (filed Mar. 30, 2007).] 

The major players
At the beginning of 2007, in additional to a number of smaller companies, there were five major rental car companies in the United States, each with over 150,000 cars in service serving different mixes of both locations and customer types:[footnoteRef:2] [2: . 	The following descriptions are as of 2007. All location and fleet size numbers are from Auto Rental News, 2007 U.S. Car Rental Market. U.S. market shares are calculated from the same source.] 

1. Enterprise Rent-A-Car was the largest of the rental car companies, operating over 6100 U.S. locations with over 640,000 cars in service. Its domestic share of U.S. rental car revenues was 33.0 percent. Privately owned, the company was founded in St. Louis in 1957 as an auto leasing service and expanded into daily rentals with locations in cities and suburbs, focusing on customers who needed a replacement vehicle as the result of an accident, mechanical repair or theft. Enterprise owned and operated 100 percent of its locations. The company was seeking to expand into some major airports, but was having trouble obtaining prime real estate locations.
2. Avis Budget Group was the second largest rental car company, operating over 1200 U.S. locations (including franchisees) with over 204,000 cars in service. Its domestic share of U.S. rental car revenues was 21.4 percent. Avis was a leading car supplier to the premium commercial and leisure segments of the travel industry, while Budget is a leading rental car supplier to the price-conscious segments of the industry.[footnoteRef:3] The group earned approximately 81% of its nearly $4.0 billion in U.S. car rental revenue from on-airport locations.[footnoteRef:4] [3: . 	In 2007, Avis, Budget, and Budget Truck accounted for approximately 63%, 30% and 7% of our vehicle rental revenue. See Avis Budget Group, Inc., Form 10-K for the Fiscal Year Ending December 31, 2007, at 1.]  [4: . 	Id.] 

3. Hertz was the third largest rental car company, operating over 2800 U.S. locations with over 320,000 cars in service. Its domestic share of U.S. rental car revenues was 18.1 percent. Hertz earned approximately 77 percent of its U.S. revenue from its airport locations and was the leading airport car rental brand.[footnoteRef:5] Hertz, which owned and operated almost all of its locations, had the reputation for having the highest quality service and catered largest to business customers and high-end leisure companies. In 2007, it introduced a new brand, Simply Wheelz by Hertz, with a location in Orlando, to appeal to price-conscious leisure travelers. [5: . 	Hertz Global Holdings, Inc., Form 10-K for the Fiscal Year Ended December 31, 2007, at 4, 10, 12 (filed Mar. 30, 2007).] 

4. National Car Rental and Alamo Rent A Car were two brands owned by privately owned Vanguard Rental Car, the fourth largest car rental company by revenue in the United States. Its domestic share of U.S. rental car revenues was 13.5 percent. Vanguard specialized in serving corporate customers at major airport locations. Alamo’s discounts appealed to price-sensitive shoppers, while National competed for premium business travelers. Including franchises, Vanguard operated 662 U.S. locations with over 230,000 cars in service and approximately $2.9 billion in revenues.[footnoteRef:6] [6: . 	Auto Rental News, 2007 U.S. Car Rental Market.] 

5. Dollar Thrifty Automotive Group, the fifth largest U.S. rental car company, owned Dollar and Thrifty, two value rental car brands (i.e., brands that appealed to price conscious customers). Its domestic share of U.S. rental car revenues was 7.8 percent. In the United States, Dollar’s main focus was to operate company-owned stores located in major airports, deriving substantial revenues from leisure and tour package rentals, while Thrifty focused on serving both the airport and local markets and operated through a network of company-owned stores and franchisees.[footnoteRef:7] Together with franchisees, Dollar Thrifty operated at 606 U.S. locations with 167,000 cars in service and approximately $1.7 billion in domestic and Canadian revenues.  [7: . 	Dollar Thrifty Automotive Group, Inc., Form 10-K for the Fiscal Year Ending December 31, 2007, at 4, 6.] 

As the chart below shows, there were other rental car companies in operation in 2007, but none of them had any national significance.
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	2007

	Company
	
	U.S. Cars in Service (Average)
	# U.S. Locations
	2007 Revenue
	% Industry Revenue

	Enterprise  Rent-A-Car
	
	643,289
	6,131
	$7,100 
	33.0%

	Hertz
	
	327,200
	2,850
	$3,900 
	18.1%

	National Car/Alamo Rent A Car
	
	232,892
	662
	$2,900 
	13.5%

	Avis Budget Group
	
	347,800
	2,050
	$4,600 
	21.4%

	Dollar Thrifty Automotive Group
	
	167,000
	606
	$1,680 
	7.8%

	Advantage  Rent-A-Car
	
	20,000
	108
	$220 
	1.0%

	U-Save Auto Rental System
	
	11,800
	390
	$102 
	0.5%

	Payless Car Rental System
	
	10,000
	41
	$100 
	0.5%

	ACE Rent A Car
	
	9,000
	85
	$97 
	0.5%

	Fox Rent A Car
	
	8,700
	29
	$78 
	0.4%

	Rent-A-Wreck of America
	
	7,280
	280
	$41 
	0.2%

	Triangle Rent-A-Car
	
	6,000
	30
	$45 
	0.2%

	Affordable/Sensible
	
	5,000
	225
	$36 
	0.2%

	Independents
	 
	65,500
	3,275
	$590 
	2.7%

	Total
	
	
	
	$21,489 
	100%

	
	
	
	
	4-FCR
	86.1%




Increasing consolidation
The cost function of rental car companies, like the airlines, railroads, and many other companies, is characterized by high annually recurring fixed costs and relatively low marginal costs. A rental car company’s fixed costs consist of its vehicle fleet (primarily debt service), staffing and maintenance of its rental locations, and real estate lease and airport concession fees. Once the company has the cars and the rental locations in place, the marginal cost of renting to a customer—primarily wear and tear on the vehicle and gasoline—is relatively low.  
National car rental companies at the time typically operated their cars for less than a year.[footnoteRef:8] The difference between the acquisition price of cars and the value the car company receives when the car exits the fleet (the residual value) is a crucial determinant of profitability. Historically, the major rental car companies had obtained a significant portion of their fleets under “repurchase” or “residual value” programs whereby the manufacture would buy back their cars at a specified time in the future at a guaranteed repurchase price provided the car is not exceed a mileage limit (typically 30,000 miles) and that the car was in reasonable condition.[footnoteRef:9] Cars acquired under these programs are known as program cars. Going into 2007, Ford, General Motors, and Chrysler were cutting back on these low-profit repurchase programs for fleet customers.[footnoteRef:10] This forced the rental car companies to increasingly rely on risk cars, that is, cars that did not have a guaranteed repurchase price and that the rental car company would have to sell in the used car market at the time when the car exited the fleet. The net effect was to increase fleet depreciation costs to the rental car companies. Dollar Thrifty’s vehicle depreciation costs, for example, increased by 25 percent in 2007 over the prior model year.[footnoteRef:11] In the short-term, car companies responded by increasing the amount of time they kept their vehicles in the fleet and by raising rental rates. In the longer-term, however, industry analysts were predicting a consolidation in the U.S. rental car industry to enable rental car companies to reduce costs by consolidating management, eliminating duplicative overhead costs, and sharing vehicles and service facilities, if not increasing buyer purchasing power.[footnoteRef:12] [8: . 	See First Research, Automobile Rental and Leasing (Mar. 30, 2009). In 2006, for example, Hertz average holding period for a rental car was ten months in the United States. Hertz, Form 10K for 2006, supra n.1, at 14.]  [9: . 	See First Research, Automobile Rental and Leasing (Mar. 30, 2009).]  [10: . 	See Report: Detroit 3 Will Cut Back Rental Buybacks, Automotive News, Feb. 5, 2007. The Avis Budget Group, for example, was able to obtain 88 percent of the rental cars purchased for its domestic car fleet under repurchase agreements with car manufacturers, while that number dropped to 75 percent in 2007. See Avis Budget Group, Inc., Form 10-K for the Fiscal Year Ending December 31, 2007, at 11. See generally Tim Yopp & Mark Eckhaus, The ABC’s of Manufacturer Repurchase Programs, Auto Rental News, May/June 2010; Carol Loomis, The Tragedy of General Motors, Fortune, Feb. 20, 2006, at 72 (noting that General Motors on its fleet repurchase programs to rental car companies, which not only provide deep purchase price discount but also enable the rental car companies to quickly flip their vehicles into the resale market and thereby hurt the residual values of GM cars generally).  ]  [11:  	See Industry Forecast 2008, AUTO RENTAL NEWS, November/December 2007.]  [12: . 	See Bernard Simon, Enterprise Rent-A-Car to buy Vanguard, Financial Times, Mar. 30, 2007. ] 

[bookmark: _Ref483137538]In February 2007, the New York Times reported that Dollar Thrifty had been in talks for several months to acquire Vanguard Car Rental, the owner of the National and Alamo car rental brands that specialized in serving corporate customers at major airport locations.[footnoteRef:13] Enterprise, whose primary strength was in the in-town and insurance replacement segments, was viewing the airport segment as its next opportunity for grow. Prompted by the news that two of the largest airport rental car companies might merge, Enterprise approached Vanguard.[footnoteRef:14] On March 30, 2007, Enterprise, announced that it had entered into an agreement to acquire Vanguard.[footnoteRef:15] While the acquisition price was not announced at the time, a later article by Andrew Taylor, Enterprise’s CEO and son of founder Jack Taylor, revealed that the price was also around $3 billion.[footnoteRef:16] The acquisition created a U.S. network of almost 7000 locations, including 230 major airports.[footnoteRef:17] The transaction cleared its regulatory review by the Federal Trade Commission in May 2007, suggesting that the deal did not receive a second request.[footnoteRef:18] The transaction closed on August 1, 2007.[footnoteRef:19] [13:  	See Andrew Ross Sorkin, Four Brands in Car Rental May Merge, N.Y. Times, Feb. 14, 2007, at C1. ]  [14:  	See Andrew C. Taylor, Enterprise’s Leader on How Integrating an Acquisition Transformed His Business, Harv. Bus. Rev., Sept. 2013, at 41. ]  [15: . 	See Enterprise Rent-A-Car, Press Release, Enterprise Rent-A-Car to Acquire Vanguard Car Rental (Mar. 30, 2007); Landon Thomas Jr., Enterprise Rent-a-Car Buys Vanguard, a Rival, N.Y. Times, Mar. 31, 2007, at C9.]  [16: .	 Taylor, supra note 14.]  [17: . 	Enterprise Rent-A-Car: Business Travelers to Immediately Benefit from Acquisition of Vanguard Car Rental, Business Wire, July 23, 2007. ]  [18: . 	See FTC Will Allow Enterprise Purchase of Vanguard, Auto Rental News, May 31, 2007.]  [19: . 	See Enterprise Acquisition of Vanguard Complete, Auto Rental News, Aug. 1, 2007.] 

Shortly thereafter, Dollar Thrifty, began considering whether to do a deal with either Hertz or Avis Budget.[footnoteRef:20] Discussions with both companies ensued. In June 2008, as the economy deteriorated in the financial recession and difficulties in the financing markets increased, Avis informed Dollar Thrifty that it was no longer interested in pursuing a merger and the parties terminated their discussions. While Dollar Thrifty and Hertz continued their discussions, Dollar Thrifty’s board found Hertz’s indications of interest of what it might be willing to pay inadequate. In March 2009, as the financial crisis continued, Dollar Thirty’s board of directors decided that the prevailing conditions in the financing and car rental markets would make any merger transaction extraordinarily difficult to execute and that Dollar Thrifty’s management needed to devote its full attention to the company’s day-to-day operations. Several days later, Dollar Thrifty and Hertz ceased discussions.  [20: . 	Auto Rental News reported that Dollar Thrifty had been in merger talks with Vanguard Car Rental prior to the announcement that Enterprise was acquiring Vanguard. See Dollar Thrifty, Vanguard in Early Merger Talks, Auto Rental News, Feb. 14, 2007.] 

Hertz apparently did not have the same reservations as Dollar Thrifty, since in April 2009 Hertz outbid Enterprise and purchased the assets of Advantage Rent A Car, a price-oriented brand popular with leisure travel customers, out of bankruptcy for approximately $30.3 million.[footnoteRef:21] In December 2008, Advantage had filed for bankruptcy protection after Chrysler Financial cancelled its line of credit, laid off half of its workforce, and closed 21 of its U.S. retail locations. Advantage cited a drop in leisure travel, greatly increased costs, and frozen credit markets as the recession continued as the reasons for its financial problems.[footnoteRef:22] Hertz announced that it would operate Advantage at 20 key leisure travel locations. Hertz also rebranded Simply Wheelz by Hertz, the economy brand for leisure travelers Hertz started in 2007 and which at the time operated in six airports in the United States, as Advantage.[footnoteRef:23] [21: . 	See Hertz Wins $30.3M Bid for Advantage Assets, AutoRentalNews.com (Apr. 1, 2009).]  [22: . 	See Kathy Jackson, Denny Hecker's Rental Business Seeks Chapter 11 Protection, AutoRentalNews.com (Dec. 9, 2008); Advantage Rent-A-Car Files for Bankruptcy, USAToday.com (Dec. 8, 2008); ]  [23: . 	See The Hertz Corporation, Form 10-K for the Fiscal Year Ending December 31, 2008, at 10 (filed Mar. 4, 2009); Hertz Wins $30.3M Bid for Advantage Assets, AutoRentalNews.com (Apr. 1, 2009);  Hertz Rolls Out Budget Self-Service Rentals, USAToday.com (Aug. 23, 2007).] 

In December 2009, Hertz contacted Dollar Thrifty to explore whether Dollar Thrifty might be interested in restarting discussion of a potential business combination in light of the recent improvements in the financial markets. Dollar Thrifty agreed. During the course of these renewed Hertz discussions, Dollar Thrifty’s board of directors also considered contacting Avis, but ultimately decided not to do so in light of the difficulty Avis would face to raise sufficient financing to make a competitive cash bid in light of its highly leveraged capital structure and the state of the debt financing markets at the time, the relative antitrust risks the Dollar Thrifty board perceived in a combination with Avis compared with the antitrust risks arising from a combination with Hertz (including the risk that Avis’s ownership of the Budget leisure car rental brand would invite additional regulatory scrutiny), Dollar Thrifty’s history of numerous unsuccessful efforts to sell the company and the likelihood that rumors of new merger-related discussions could be highly disruptive and demoralizing for the company’s employees, and the concern that Hertz would cease negotiating if Dollar Thrifty opened discussions with Avis. On April 26, 2010, Hertz and Dollar Thrifty announced that they had reached an agreement whereby Hertz would purchase Dollar Thrifty for cash and stock valued at $41 per share of Dollar Thrifty stock. The transaction value for the deal was about $1.2 billion.
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