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AT A GLANCE

Pendragon at a Glance

Pendragon is the UK’s leading automotive retailer with 235
worldwide franchise points.

OUR MARKETS

Pendragon’s principal markets are the retailing of new
and used vehicles and the service and repair of vehicles
(aftersales). Pendragon also operates in the wholesale
parts, leasing and dealership management system markets.

OUR BUSINESS

We operate with seven main segments: Stratstone, Evans
Halshaw, Chatfields, California, Leasing, Quickco and
Pinewood.

3

“The UK’s Leading Automotive Retailer’

v No.l Internet Vehicle retailer by market share via
Evanshalshaw.com and Stratstone.com.

v No.l UK vehicle retailer by location with 226 UK
nationwide locations.

v Leading and innovative used car and aftersales

development programmes.

Value Pricing our key proposition in the market.

Growing and successful California business.

RS X

Centralised UK call centre ensuring consistent

communication and execution of services.

v Comprehensive range of support and complementary
business ranging from parts distribution to fleet and
contract hire activities.

v In-house software company in the top 3 within the
marketplace delivering dealer systems.

v Dedicated, skilled and motivated employees.

Pendragon

PLC
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OUR BUSINESS SUMMARY

£47T1Mm 114%

GROSS PROFIT

521 22 260

BRANDS
EMPLOYEES —

>TMILLION £3.5bn

AFTERSALES TRANSACTIONS
REVENUE

227,000 8.5m

NEW & USED UNIT SALES WEBSITE HITS

KEY MARKETS KEY BUSINESSES

Stratstone The UK’s leading prestige motor car retailer with
93 franchise points including: Aston Martin, BMW, Ferrari,
NEW Honda, Jaguar, Land Rover, Lotus, Maserati, Mercedes-
Retailing a new vehicle Benz, MINI, Porsche and Smart.

Evans Halshaw The UK'’s leading volume motor car retailer
with 125 franchise points including: Chevrolet, Citroen, Ford,

AFTERSALES Hyundai, Kia, Nissan, Peugeot, Renault and Vauxhall.
Completing service and repair

~ USE ,
Retailing a used vehicle

PRIMARY

Chatfields Commercial vans and trucks retailer with eight
franchise points in the UK including: DAF, Ford, Nissan and
Renault.

California The prestige brands of Aston Martin, Land Rover
and Jaguar with 9 franchise points in Southern California.
IT Dealer Management Systems

Leasing Fleet leasing and contract hire solutions in the UK.

Parts Wholesale
Quickco Independent parts wholesale business serving

. internal and external customers in the UK.
Leasing &

Contract Hire

Pinewood In-house software company which supplies
dealer management systems in the UK and South Africa.

E SECONDARY
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@ Stratstone 93 points
@ Evans Halshaw 125 points
@ Chatfields 8 points
® Quicks 7 points
@ Motorhouse / Used 7 points
California and others* 20 Points

*Map does not show support business
locations nor those in California




ACCOLADES

BMW DEALER OF THE YEAR

MINI DEALER OF THE YEAR

We are delighted to report that Stratstone Tyneside have
been awarded the prestigious title of BMW Dealer of the
Year 2011

The accolade is testament to the hard work of every
team member at the Tyneside dealership and reflects our
commitment to consistently deliver an outstanding five star
experience at all times.

Each part of the business was measured against the entire
BMW Network on performance, targets, profitability and
customer experience before a winner was decided upon.

Jonathan Inman, Dealer Principal was presented with the
award by the Managing Director of BMW UK, Tim Abbott at
the Award ceremony in Portugal..

We are proud to report that Stratstone Derby have been
awarded the prestigious accolade of MINI Dealer of the
Year.

The MINI Oscars Award Ceremony is held annually to
honour the best performers in the MINI UK network. The
nominations and selection process is carried out by the MINI
Board with each part of the business assessed against the
entire network for profitability,
targets and customer experience.

Sandra Domagala, Dealer Principal
was presented with the award by
Jochen Goller, Director of MINI UK
in recognition of the outstanding
contribution made by the entire
team at Stratstone Derby at the
Oscars ceremony held in Oxford.




FINANCIAL HIGHLIGHTS
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UNDERLYING REVENUE

UNDERLYING PROFIT

UNDERLYING REVENUE BY SEGMENT BEFORE TAX

@ Stratstone £1,259m

E 3 41 8 | | I @ Evans Halshaw £1,849m E 3 O . 8 | | |
) @ Chatfields/California £244m

Other £66m
30.8
4,026 252
3,534 3,418
3,173 10.1

2008 2009 2010

(33.6) 2009 2010

2008

UNDERLYING OPERATING

UNDERLYING GROSS PROFIT

PROFIT GROSS MARGIN BY SECTOR
O @ Aftersales £194.6m
. | | I . (o) @ Used £124.7m
@ New & Trade / Wholesale  £117.5m
S t £31.3
@ Stratstone £27.8m Hppor m
@ Evans Halshaw £22.6m
@ Chatfields/California £6.8m 15.4%
Support £17.2m i

14.0%
13.1% c 13.6%

2008 2009 2010

UNDERLYING
OPERATING MARGIN UNDERLYING EPS NET DEBT
% 2.3 £246.8m
2.2% S0 :
2.3
2.2% 357.3
2% e 315.4 3255
17% 0.8
246.8
(2.5) 2009 | 2010 201

0.6%

2008 2009 2010

2008

2008 2009 2010

Note: Underlying results exclude items that are unusual due to their size, nature or incidence.




CHAIRMAN'S STATEMENT

MIKE DAVIES

Overview

Despite uncertain and challenging trading conditions the
Board is delighted to report strong trading performance
in 2011. Our strategy of focussing firstly on aftersales,
secondly on used and thirdly on new continues to assist
in driving profitability and differentiating Pendragon PLC
from its peers.

Our Markets

The Group has been impacted in a reduction in the vehicle
car parc which varies by brand. In the UK the new car
market has fallen from 2.4 million vehicles in 2007 to 1.9
million vehicles in 2011, this reduction in less than three year
old vehicles represents a significant part of the aftersales
opportunity for the Group. The used car market has been
stable in the last year and the latest available data shows
the used market was flat year on year.

Our Business

The Group is operating seven segments plus a central
segment: Stratstone, Evans Halshaw, Chatfields, California,
Leasing, Quickco, Pinewood. The Group will continue to
be selective about disposals or acquisitions after a period of
right-sizing the the group in the last three years.

Our Performance

The Group is pleased to report that our two key divisions
of Stratstone and Evans Halshaw have maintained our prior
year performance. The California business continues to
have a successful growth story. Overall support businesses
profitability was in line with the prior year. Following the
refinancing in 2011, the Group has a lower debt profile and
consequently operates at a lower interest charge. In 2011
the interest saving for the Group versus 2010 was £6.3
million.

Our Strategy and Progress

The Group’s strategy is to focus on Aftersales, Used and
then New market sectors. The Aftersales sector has become
a more challenging market given the change in profile of
the car parc but remains our most profitable area of the
business. The Used market is the Group’s primary growth
opportunity for profit and we will continue to maintain our
high operational standards and initiatives in order to achieve
this objective. The Group understands the importance of
working closely with our manufacturing partners to drive
new profitability and this long-term partnership is key to
our success.

Directors’ Report and Boards

The directors’ report can be found on pages 34 to 43. The
continuity and experience of the management team remains
a key strength for the Group working with our established
partners.

Financial Statements
The detailed financial statements can be found on pages
67 to 139.

Outlook

Strong progress has been made by the Group in 2011
despite the turbulent economic conditions. The used sector
has been a key performance highlight for the Group for the
year. This will remain our key strategic area of focus and we
expect this momentum to continue during 2012. Aftersales
is still impacted by the reduced market opportunity in the
less than three year old vehicles group, but we will continue
to roll out our aftersales initiatives to assist our performance.
We again expect the new prestige sector to perform well in
2012 with the new volume retail sector being more adversely
impacted by economic conditions, at least in the first half of
2012. Given our recent performance, strong cost control,
lower finance costs and clear strategic goals we expect to
maintain our momentum into 2012.

Mike Davies
Chairman




OUR BOARD
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Mike Davies (64)*
Non-executive Chairman (N) (R)

Joined as a non-executive director in 2004 and was
appointed non-executive chairman of Pendragon in October
2010. Mr Davies is non-executive chairman of the Royal
Mint and The Manchester Airports Group PLC. Mr Davies

chairs the Company’s Nomination Committee.

Malcolm Le May (54)
Non-executive Director (A) (N) (R)

Joined Pendragon on 1 March 2006. His background is in
investment banking with a particular interest in commercial
property. Mr Le May is also a non-executive director of RSA
Insurance Group plc. Mr Le May is the senior non-executive

director.

David Joyce (63)
Non-executive Director (A) (N) (R)

Joined Pendragon on 1 March 2006. He is a civil engineer
and the former chief operating officer of Vinci PLC. Mr Joyce

is the chair of the Company’s Remuneration Committee.

Mel Egglenton (55)
Non-executive Director (A) (N) (R)

Joined Pendragon on 1 December 2010. He is a chartered
accountant and former Regional Chairman of KPMG
Midlands and Senior Partner of its Birmingham practice. Mr
Egglenton is a non-executive director of, and advisor to, a
number of private companies. Mr Egglenton is the chair of

the Company’s Audit Committee.

lan Coull (61)
Non-executive Director (A) (N) (R)

Joined Pendragon on 1 December 2010. He is a chartered
surveyor. lan is the non-executive chairman of Galliford Try
Plc, the construction and house-building group. He is a
senior advisor to a small number of private companies and
partnerships and a member of the Property Advisory Group

of the Shareholder Executive of HM Treasury.

Secretary
Hilary Sykes

Registered Office

Loxley House, 2 Oakwood Court, Little Oak Drive
Annesley, Nottingham NG15 ODR

Telephone 01623 725000

Facsimile 01623 725015

Registered number
2304195

Website
www.pendragonplc.com

Trevor Finn (54)*

Chief Executive

Joined the vehicle division of Williams PLC in 1982 and
subsequently became divisional managing director. He
was appointed chief executive of Pendragon prior to the
demerger from Williams.

Martin Casha (51)

Chief Operating Officer

Joined the vehicle division of Williams PLC in 1982 and
subsequently became a group general manager. He was
appointed operations director of Pendragon in September

1995 and chief operating officer in November 2001.

Tim Holden (47)

Finance Director

Joined Pendragon in June 2008 as Group Financial
Controller from KPMG LLP, where he was a senior manager
advising on audit and transactional service matters. Heis a
chartered accountant. Mr Holden became Finance Director
in December 2009.

Hilary Sykes (51)*

Corporate Services Director

Hilary Sykes is a solicitor and prior to joining Pendragon,
advised the Company as a corporate lawyer with Geldards
LLP. She joined Pendragon in 1994 as company secretary
and became a director in April 1999.

(A) member of the Audit Committee

(N) member of the Nomination Committee

(R) member of the Remuneration Committee

* retiring by rotation at the AGM, proposed for re-election

Registrars

Capita IRG PLC

The Registry, 34 Beckenham Road.
Beckenham, Kent, BR3 4TU

Bankers

Barclays Bank PLC

Lloyds TSB Bank plc

Royal Bank of Scotland plc

Stockbrokers
Arden Partners PLC
Jefferies Hoare Govett

Auditors
KPMG Audit PLC

Solicitors
CMS Cameron McKenna LLP
Geldards LLP




Q&A WITH OUR EXECUTIVE TEAM

TREVOR FINN

MARTIN CASHA

What is your view on current economic conditions
and the impact on your business?

A The economic conditions remain challenging and
the uncertainty around this can have an impact on
businesses and consumers. However, the Group has been
operating a ‘value pricing’ strategy for three years now in
the used car environment and more recently in the aftersales
sector. In these difficult economic conditions this pricing
methodology is key and has been the differentiator for
the business to ensure we can maintain growth. However,
| am clear that value pricing is right for the business and
consumers in times of recession and recovery which | hope
we will see in the latter half of this year.

Q W here do you see the business in 12 month’s time?

A The Group is focussed on continuing to grow used car
volume, which will be another significant achievement
after three years of growth in this area. With the momentum
we have with our internet presence via our Evanshalshaw.
com and Stratstone.com brands, together with our rigorous
internal standards that we set in the used car sector, we
believe this will be the main difference to the business in
next 12 months.

“Value pricing is right
for the business and
consumer in times of
recession and recovery”

Q The internet has been a key ingredient for successful
retailers in the UK - what are you doing to keep
ahead?

The Group has been completing a number of

initiatives and investment in its internet branding and
IT platforms. This ranges from streamlining our internet
delivery platforms to social media involvement such as
with Twitter and Facebook. We continue to look for
opportunities and areas of development to stay ahead, as
we believe the internet is a key strategy for the business.
Our internet strategy however is underpinned by our value
pricing strategy to ensure that the consumer always finds
Evanshalshaw.com and Stratstone.com as the number
one choice. The success we have had is illustrated by our
like for like used volume increasing by 14% year on year -
which is a tremendous performance. The internet provides
an important touch point for all our customers and the
sectors of used, aftersales and new sales. Shortly, we will
be launching a web booking service, giving the customer
the ability to book a service reservation directly with their
dealer of choice online.

Q The Group has reduced its size in terms of dealer
points in the last three years - will this continue ?

The Group has been right-sizing in the last three

years, reflecting the economic environment. This in
part reflects where our manufacturer partners have been
moving but also where we wish to be. We have been able
to save some significant overhead costs by rationalisation
of our locations where we have overlaps or have sub-
optimal locations. The Group is very selective about both
its closures and acquisitions. Post year end we acquired
the Leeds BMW dealer point, which reflects our strong
position in the industry. Tim Abbott, Managing Director,
BMW Group UK, said: “Pendragon already operates BMW
and MINI dealerships in the Yorkshire and Derbyshire areas.
Consolidating the Leeds business within their control
supports our desire for business partners who can deliver
outstanding customer service.”.




TIM HOLDEN

HILARY SYKES

In 2011 you completed a refinancing of the Group -
what was involved and how will this help the Group?

The refinancing in 2011 has provided greater strength

and flexibility for the future. The Group raised £75
million from a Rights Issue, extended the maturity of its
banking facilities on better terms and implemented a Pension
Deficit Reduction Plan. The 2011 refinancing will reduce the
overall interest cost for the Group. The management of our
debt remains a key area of focus for the Group and we are
working towards our previously stated goal of achieving a
Debt:EBITDA ratio of less than 1.5.

W hat other areas of focus will the business have in
2012?

In line with other well managed companies and

retailers throughout the world, a key activity for
the business in 2012 will be our continuing focus on cost
control. The Group has been successful in ensuring that
we maintain and strengthen our operating costs ahead of
any changes in gross margin. We believe that with strong
cost management the Group can benefit from operational
gearing in the future.

“The 20I]1 refinancing
will reduce the overall
/nterest cost for the
Group”

Q How do you overcome some of the consumer perceptions
of used car dealers?

Headlines on used car buyer complaints to Consumers
A Direct need to be viewed in context. The UK has an
annual used car market of seven million transactions,
covering thousands of operators, selling all ages and
conditions of vehicle. We have a number of differentiators
that distinguish us from the general used vehicle retail trade.
As holders of new car franchises, our businesses operate
to standards which far exceed a typical independent used
car dealer’'s as we rigorously apply our criteria for what
types of vehicle we will retail. Our comprehensive vehicle
preparation processes help eliminate issues with the vehicle
and our customer follow-up processes help us spot at an
early stage any concerns with their purchase. Both we
and our manufacturer partners use measures of customer
satisfaction which mean our businesses focus on rapidly
identifying and resolving any areas of concern.

M3IAA3IAO



OUR PRINCIPAL MARKETS
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OUR PRINCIPAL MARKETS

The UK is our principal market but we also have a small
operation in California. The UK market splits into four
key sectors in order of profit opportunity to the Group as
follows: aftersales services, used vehicle sales, new vehicle
sales and support businesses.
Aftersales Services Market: The determinants of the
aftersales market are the overall size of the car parc, the
age profile of the car parc and the demand for servicing
and repair. The car parc is the number of cars in use on
UK roads and this has typically been around 31 million
vehicles in the last five years. The second determinant
of the available market is the age profile of this car parc.
Typically around 19% is represented by less than three year
old vehicles, around 21% is represented by the four to six
year old vehicles and the balance is greater than seven
years old. Given the Group’s significant new car presence
it has traditionally operated more in the under three year
old vehicle market than in the greater than three year old
market profile. However the Group has been operating
a strategy to target the older age vehicle parc which
represents a significant opportunity.
servicing and repair activity is less impacted by economic

The demand for

conditions than our other sectors, as motor vehicles require
regular maintenance and repair for safety, economy and
performance reasons. However, whilst the market has
been impacted by reduced consumer spending, it has been
reported that consumers are increasingly deferring spend
on vehicles, causing increased MOT failures.

Aftersales Sector Performance: The Group’s underlying
aftersales gross profit reduced by £7.7 million. However on
a like for like basis, gross profit reduced by just £0.8 million
which is a solid performance in the context of the falling
vehicle parc market. Underlying aftersales gross profit
margin increased from 57.1% in 2010 to 59.6% in 2011.

Used Vehicle Sector Market: The used vehicle sector
comprises the selling of vehicles from one party to another
for all vehicles except newly registered vehicles. The
annual number of used car transactions and thus market
opportunities has historically been around 7.5 million units.
However, in 2010, the used car opportunity was 6.8 million.
The latest available data from Experian illustrates a used
car market that has been flat for the nine months to 30
September 2011 and our expectations are that the used car
market will again be around 6.8 million for the full year 2011.

Used Vehicle Sector Performance: Underlying used car
gross profitability was flat year on year with like for like
used gross profit increasing by 3.6%. The Group achieved
significant volume growth, up 14.4% on a like for like basis
which more than offset reduced margin. This volume growth
has been a key performance highlight in 2011, driven by the
success of our strategic focus in this area.

New Vehicle Sector Market: The new vehicle sector consists
of the first registration of cars and commercial vehicles.
The UK new car market is divided into retail and fleet
markets. In each of the last three years the retail market
represented just less than half of the total market and it
operates at lower volume and higher margin compared to
the fleet market. Fleet business is transacted at a higher
risk and consumes higher working capital. Accordingly, the
Group is highly selective about the business in conducts .
Prior to the downturn in 2008 the UK new car market was
approximately 2.4 million vehicles. In the last three years,
registrations have averaged under 2.0 million vehicles
annually. In 2009 the government launched a scrappage
scheme which boosted vehicle sales during the downturn.
This scheme ended in the first half of 2010.

The following table summarises the new car market and
scrappage scheme in the UK for the twelve months ended
31 December:

201 2010 Variance
UK New Car Market ‘000 ‘000 %
Retail vehicle market 8231 958.0 (14.1%)
Fleet vehicle market 1,118.2 1,072.8 4.2%
New vehicle market 1,941.3 2,030.8 (4.4%)
Scrappage vehicles - (107.3) -

New vehicle market

1,941.3 1,923.5 0.9%
excl. scrappage

Retail vehicle market

823.1 850.6 (3.2%)
excl. scrappage

The UK commercial vehicle market, consisting of vans and
trucks, had a market size of 303,000 new units in 2011 which
was up 17.8% on 2010. The truck market increased by 24.6%
in the year and the van market increased by 16.7%.

The Group has a small representation in California. The USA
new car market was 12.7 million in 2011, a rise of 10.3% over
2010.

New Vehicle Sector Performance: The overall new vehicle
gross profit for the Group reduced by £12.7 million in 2011,
On a like for like basis the reduction in new gross profit was
£7.8 million. This reduction has largely been due to the
Evans Halshaw segment which has been more significantly
impacted by the reduction in the new retail car market in
2071, Encouragingly, the Group maintained new car gross
margin at 7.9% in 2011 despite these lower activity levels.

S1IMIAVIW dno



OUR SUPPORT MARKETS

SUPPORT BUSINESSES

Our Support businesses provide a broad range of services
both to the Pendragon Group and to external customers.
The services are provided by a number of specialist

businesses which consist of contract hire and leasing,
dealership management systems and wholesale parts
distribution.

CONTRACTS

Contract Hire Market We operate a contract hire and leasing
business in the UK. Profits are generated during the lease
and when we sell the used car after it is returned to us at the
end of the lease period. Profitability of our leasing business
has remained at normal levels, reflecting the stabilisation of

the used car market. Pendragon
Contracts

PINEWOOD ,
Dealer Management Systems Market In the UK, the market plmd

for dealer management software systems is served by three

main suppliers and the market opportunity is determined by
the number of franchise points. We operate extensively in
the UK under the ‘Pinewood Technologies’ brand.

QUICKCO

Parts Wholesale Market The market consists of wholesale
motor vehicle parts suppliers who supply to franchise and
non-franchise retailers. The market is scale driven but is AUTOMOTIVE PARTS & ACCESSORIES

highly fragmented owing to the large number of suppliers.
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OUR BUSINESS - STRATSTONE

2011 FINANCIAL HIGHLIGHTS

e £27.8M
i 2.2%
e £161.8mM
12.8%

SPLIT OF GROSS PROFIT
*Share of Group Operating Profit. BY SECTOR

Stratstone is the UK’s leading prestige motor car retailer
with 93 franchise points. Stratstone holds franchises to
retail and service Aston Martin, BMW, Ferrari, Honda,
Jaguar, Land Rover, Lotus, Maserati, Mercedes-Benz, MINI,
Porsche and Smart as well as five motorcycle franchises.

@ Aftersales 42%
@ Used 26%
@ New 32%

Mercedes-Benz
:@:*
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OUR BUSINESS - EVANS HALSHAW

2011 FINANCIAL HIGHLIGHTS

e £22.6mM
1.2%
s £283.7/M
12.6%

SS3INISNg JdNO

SPLIT OF GROSS PROFIT
*Share of Group Operating Profit. BY SECTOR

Evans Halshaw is the UK’'s leading volume motor car
retailer, with 125 franchise points. Evans Halshaw holds
franchises to retail and service Chevrolet, Citroen, Ford,
Hyundai, Kia, Nissan, Peugeot, Renault and Vauxhall as well
as independent used car operations under the brands of
Quicks and Evans Halshaw Motorhouse.

@ Aftersales 44%
@ Used 34%
,,, = 7 @ New 22%
O
VAUXHALL
N
CITROEN
nsugeor .\ S
o D
EHimoEr HYLNDAI KIA MOTORS
43 36 17 10 8 = 4 1 1
FORD VAUXHALL CITROEN RENAULT PEUGEOT NISSAN CHEVROLET HYUNDAI KIA




OUR BUSINESS - CHATFIELDS

2011 FINANCIAL HIGHLIGHTS

£1.1m’

*Share of Group Operating Profit.

Chatfields Commercial vans and trucks retailer with eight
franchise points in the UK. These comprise of DAF, Ford,
Nissan and Renault.

—_— & s
5 1 1 1
DAF FORD NISSAN RENAULT

OPERATING PROFIT

£1.1m

1.5%
£12.8m

17.2%

OPERATING MARGIN

GROSS PROFIT

GROSS MARGIN

SPLIT OF GROSS PROFIT
BY SECTOR

@ Aftersales 86%
@ Used 3%
@ New 1%




OUR BUSINESS - CALIFORNIA

2011 FINANCIAL HIGHLIGHTS

OPERATING PROFIT E 5 . 7 m
OPERATING MARGIN 3 . 4 %
GROSS PROFIT E 2 8 . 5 m

£5.7m’
GROSS MARGIN ] 6 \ 8 O/O %
c
SPLIT OF GROSS PROFIT
*Share of Group Operating Profit. BY SECTOR

California Represents the prestige brands of Aston Martin,
Land Rover and Jaguar with nine franchise points in
Southern California. These comprise Aston Martin, Jaguar
and Land Rover.

@ Aftersales 43%
@ Used 12%
@ New 45%

g
ASTON MARTIN
4 4 1
JAGUAR LAND ASTON
ROVER MARTIN




OUR BUSINESS - SUPPORT BUSINESSES

2011 FINANCIAL HIGHLIGHTS

*Share of Group Operating Profit.

Support Businesses complement the Group’s dealership
activities by offering Contract Hire and Leasing from our
Pendragon Contracts business, IT products and services
from Pinewood and a wholesale parts distribution business
with Quickco.

OPERATING PROFIT

£1/7.2m

OPERATING MARGIN

25.9%

GROSS PROFIT

£351.5m

GROSS MARGIN

A47.2%

Pendragon
Contracts

pinewood

AUTOMOTIVE PARTS & ACCESSORIES







OUR BUSINESS MODEL & STRATEGY

BUSINESS MODEL

CROSS SELLING CONSUMERS

MARKET

Retailing a new vehicle

USED

Retailing a used vehicle

AFTERSALES

Completing service and repair

1.9m new cars per year
(retail 0.8m, fleet 1.1Im)

6.8m transactions per year

31lm car parc

“The UK’s
. n Pricing o Leading
S Platform et Vehicle
Retailer”
STRATEGY
-

-

USED

) Increase volume

v Consistent delivery

v Embedded process

AFTERSALES

| Initiatives underway
| Consistency of process

#| Consistency of
communication

NEW

Market and
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OUR BUSINESS MODEL & STRATEGY

Management’s strategy is focussed on maximising the
returns within three key sectors reflecting their contribution
to the Group: aftersales, used and new. Within aftersales,
the Group continues to roll out our Vehicle Health Check
programme which encompasses a number of activities.
This has assisted in stabilising profitability against a falling
less than three year old car parc which is traditionally our
core aftersales activity. The Group’s key strategy in 2012
is to continue to grow the used sector performance. In the
last three years the Group has been highly successful at
growing this sector which has been a result of our strategic
pillars. The strategic pillars for Pendragon are as follows:
national footprint and scale, superior IT platform, value
pricing and the number one internet motor retailer.

Each of the strategic pillars has provided a core support to
the growth of used car activity which has resulted in like for
like growth for the Group of 14.4% in 2011 and enhanced our
aftersales and new car performance. The Group recognises
the importance of the internet and social media in moving
the business forward. As a result of this focus, the Group
has seen increased website visits to Evanshalshaw.com
and Stratstone.com by 49% since 2009 and increased
website visits in 2011 by 21% over the prior year. Data
from Experian’s Hitwise, has confirmed that our combined
brands of Evanshalshaw.com and Stratstone.com are the
UK’s number one internet motor retailer at December 2011.
The Group has also invested resource into a number of
social media, iPhone and android applications to support
our internet pillar.

In conjunction with this marketing strategy the Group’s value
pricing is of fundamental focus to the Group. Our success
within this area however has been reliant upon our in-house
IT platform, enabling us to have an efficient execution of
reporting and operational information relating to our used
car activities. Finally the business is able to capitalise on
our national footprint, scale and infrastructure. We market

our stock through our own and external websites and have
the capability to fulfil customer requirements through 226
franchise points throughout the UK.

Our scale has provided a strategic advantage to the Group
in @ number of other areas. Within the new car market,
our large balanced portfolio ensures that we are insulated
from the product cycles of our manufacturers, hence any
franchises which are impacted by lower market share year
on year tend to be compensated by franchises which have
increased market share year on year. We continue to work
closely with our manufacturing partners to ensure we meet
expectations for new car performance and can enhance our
mutual profitability.

Our scale has provided the Group further advantages by
being able to realise economies of scale and minimise our
fixed overheads. Our scale gives an advantage in some
further areas over smaller competitors through the Group’s
shared services centre, central marketing, IT capability and
purchasing. The size of the Group also drives profitable
functional integration in contract hire, wholesale parts
distribution and dealership management systems.

The Group continues to be highly selective about the
decision to close or open new retail points. The Group closed
10 franchise points in 2011 which included the remaining two
franchise points with SAAB together with some other non-
core points. The Group is pleased to confirm that following
the year end, it acquired the Leeds BMW and MINI business.
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OPERATIONAL REVIEW

Pendragon is the leading automotive retailer in the UK with
235 worldwide franchise points and a further 14 dedicated
used car locations. Pendragon sells and services a broad
range of new and used cars and commercial vehicles in the
UK, has an operation in California and a substantial presence
in the UK vehicle leasing, wholesale parts and dealership

management system markets.

Pendragon’s core vehicle businesses operate under the
brands of Stratstone (for prestige vehicles) and Evans
Halshaw (for the volume brands) for the sale and servicing
of new and used cars. Chatfields is Pendragon’s commercial
The Group also has a vehicle
business in California together with a number of support
businesses in the UK.

van and truck business.

The Group has significantly strengthened its financial
position since the half year and the Rights Issue and
refinancing has generated a reduced interest cost as a
result of lower average debt and improved terms. The
Group has delivered a second half underlying profit before
tax of £13.1 million resulting in a full year underlying profit
before tax position of £30.8 million, a 22% improvement on
2010. This has been achieved by interest savings and by the
Group maintaining its position in difficult trading conditions
through a combination of improved business performance,
continued focus on costs and operating leverage as a result
of significant increases in used volume.

The Group is divided operationally into eight distinct trading
segments. The core vehicle retail businesses consist of
two segments, Stratstone and Evans Halshaw. Additionally

Underlying revenue, gross profit and operating profit by
segment for the Group for the twelve months ended 31

Revenue

Underlying by segment

The Group has been right-sizing the business in the last three
years as a result of the changing economic environment and
has reduced the number of franchise points by 10 in 2011. All
franchise points continue to be reviewed from a strategic
and cost perspective. The Group is focussed on continuing
to enhance earnings through its used car initiatives. The
Group is pleased to report like for like used vehicle volume
growth of 14.4% in 2011 and a continuation of this trend with
a further like for like growth in used vehicle volume of 13.7%
in January 2012.

Trevor Finn, Chief Executive, commented:

“Pendragon made good progress in 2011 despite turbulent
economic conditions, achieving underlying profit before tax
of £30.8 million, an increase of 22 per cent over the prior
year and over three times the underlying profit of 2009.
The Group has benefited from strong focus on maximising
returns and the success of its self-help initiatives within
its three key business sectors. aftersales, used and new.
Encouragingly, used car performance continues to be a high
point for the Group and will remain a key strategic area in
2012, Our internet presence with Evanshalshaw.com and
Stratstone.com is an important differentiator for Pendragon
in the market and has driven our strong aftersales, used and
new performance. The year ahead is set to be challenging,
but given our recapitalised balance sheet, healthy cash
generation, clear strategic goals and robust operational
management we expect to maintain our momentum into
20127

we have segments for our Chatfields truck business and
California. Support businesses consist of the following four
segments: Leasing, Quickco, Pinewood and Central.

December are shown below:

20M
Gross Operating
profit profit

Revenue Operating

profit

£m £m £m £m £m

Stratstone

Evans Halshaw
Chatfields
California

Support Businesses
Total

1,259.3
1,848.7
74.3 12.8 1.1
169.6
66.3 31.3 17.2 79.2 18.1
3,418.2

161.8
233.7

27.8
22.6

1,317.7 292
1,902.9 20.6

75.0 1.4
28.5 5.7 159.5 58

468.1 74.4 3,534.3 75.1




OPERATIONAL REVIEW

Underlying revenue, gross profit and gross margin
percentage by sector for the vehicle retail business for the

twelve months ended 31 December are shown below:

2011 2010
Gross Gross Revenue Gross Gross
profit margin profit margin
Underlying by sector £m £m % £m £m %

194.6 59.6% 202.3 57.1%
Used 124.7 9.7% 124.7 10.5%
New 119.9 7.9% 132.6 7.9%
Trade/Wholesale (2.4) (1.1%) 0.1 0.1%
Total 436.8 13.0% 459.7 13.3%

Revenue

Aftersales

Stratstone is the UK’s leading prestige motor car retailer
with 93 franchise points. Stratstone holds franchises to
retail and service Aston Martin, BMW, Ferrari, Honda, Jaguar,

Land Rover, Lotus, Maserati, Mercedes-Benz, MINI, Porsche
and Smart as well as five motorcycle franchises. The results
for the twelve months ended 31 December are as follows:

Total Gross

Gross Gross Operating Operating units profit per

Revenue profit margin profit margin sold unit

Underlying £m £m % £m % ‘000 £

1,236.6 159.4 12.9% 29.3 2.4% 44.3
Disposed 227 2.4 10.6% 1.5) (6.6%) 1.0
Total 2011 [[P25983 161.8 12.8% 27.8 2.2% 45.3
Total 2010 1.317.7 1781 13.5% 292 2.2% 46.9

Existing

The underlying results by sector for the twelve months ended 31 December are shown below:
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201 2010
Gross Gross Revenue Gross Gross
profit margin profit margin

Revenue

Underlying by sector

£m £m % £m £m %

Aftersales

Trade/Wholesale
TOTAL

1n3.2 68.0
Used 547.3 42.5 7.8%
New 556.7 521 9.4%
421 (0.8)
1,259.3 161.8

60.1% 127.6 75.9 59.4%
533.4 455 8.5%
606.7 56.0 9.2%
(1.8%) 50.0 0.7 1.4%

12.8% 1,317.7 1781 13.5%

Revenues were up by 2.6% year on year on a like for like
basis assisted by strong used car volume growth. Like
for like aftersales gross margins are strong at 60.4%, in
line with the prior year. The aftersales sector gross profit

decreased on a like for like basis by 3.8%, with retail activity
falling 2.5% but warranty work falling significantly by 15.9%.
Used volume increased by 12.4% on a like for like basis in
Stratstone, with used retail gross profit falling by 1.2%.




OPERATIONAL REVIEW

The following table provides the movement in registrations nationally for the brands that Stratstone represents for the

twelve months ended 31 December:

Stratstone New Car Market

20M
‘000

2010
‘000

Variance
%

Retail vehicle market
Fleet vehicle market

New vehicle market

180.4
183.9

364.3

197.3
165.3

362.6

(8.6%)
1.2%
0.5%

Scrappage vehicles

New vehicle market excl. scrappage

- (8.0) -
364.3 354.6 2.7%

Retail vehicle market excl. scrappage

180.4 189.3 (4.7%)

Our retail performance excluding scrappage on a like for
like basis, our primary area of focus, was down by 7.1%

Evans Halshaw is the UK’s leading volume motor car retailer,
with 125 franchise points. Evans Halshaw holds franchises
to retail and service Chevrolet, Citroen, Ford, Hyundai, Kia,

Revenue

Underlying £m

compared to a national decrease of 4.7% for the brands that
Stratstone represents.

Nissan, Peugeot, Renault and Vauxhall. The results for the
twelve months ended 31 December are as follows:

Total Gross
units profit per
sold unit

‘000 £

Gross Gross Operating Operating
profit margin profit margin
£m % £m %

1,.830.9
17.8
1,848.7

Existing
Disposed
Total 2011

231.9 12.7% 231 1.3%
1.8 10.1% (0.5) (2.8%)
233.7 12.6% 22.6 1.2%

167.9
1.8
169.7

Total 2010 1,.902.9

240.3 12.6% 20.6 11% 168.9

The underlying results by sector for the twelve months of the year ended 31 December are as follows:

Revenue

Underlying by sector

£m

201
Gross Gross
profit margin
£m %

2010

Gross Gross

profit margin
£m %

Revenue

£m

Aftersales

Used

New
Trade/Wholesale
TOTAL

161.3
698.4
818.3
170.7
1,848.7

103.3 64.0%
78.5 1.2%
53.4 6.5%

(1.5) (0.9%)

233.7 12.6%

1731
618.5
938.5
172.8
1,902.9

102.3 59.1%
75.9 12.3%
62.7 6.7%
0.6) (0.4%)

240.3 12.6%

Total revenues fell by 1.1% on a like for like basis over the
prior year, largely driven by new retail and fleet activity
reductions offset by significant revenue growth in used.
Like for like aftersales gross profit increased by 2.4% with

aftersales margin at 63.8% which is an increase from 59.2%
in the prior year. Used volume increased 14.9% with used
retail gross profit up by 5.3% on a like for like basis.
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The following table provides the movement in registrations nationally for the brands that Evans Halshaw represents for the

twelve months ended 31 December:

Evans Halshaw New Car Market

20M 2010 Variance
‘000 ‘000 %

Retail vehicle market
Fleet vehicle market
New vehicle market

3541 436.0
603.7 5911 21%
957.8 1,027.1

Scrappage vehicles

New vehicle market excl. scrappage

- (56.5) -
957.8 970.6

Retail vehicle market excl. scrappage

3541 379.5

(18.8%)

(6.7%)

(1.3%)
(6.7%)

Our retail performance excluding scrappage on a like for
like basis, our primary area of focus, was down by 4.5%

Chatfields is our commercial vans and trucks segment with
eight franchise points. Chatfields holds franchises to retail
and/or service Ford, DAF, Nissan and Renault. Revenues
on a like for like basis are in line with the prior year largely
due to an increase in used retail volume offsetting a fall in

compared to a national decrease of 6.7% for the brands that
Evans Halshaw represents.

basis fell by 4.1% largely due to a fall in new gross profit.
Encouragingly used volume on a like for like basis increased
by 45.0%, a significant improvement over the prior year.
New vehicle volumes increased by 1.6% on a like for like
basis. The results for the twelve months ended 31 December

new retail and trade volumes. Gross profit on a like for like are as follows:

Total Gross

Gross Gross Operating Operating units profit per

Revenue profit margin profit margin sold unit

Underlying £m £m % £m % ‘000 £

Existing 74.3 12.8 17.2% 11 1.5% 1.6
Disposed - - - - - -

Total 2011 743 12.8 17.2% 1.1 1.5% 1.6
Total 2010 75.0 13.6 18.2% 14 1.8% 1.4
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The underlying results by sector for the twelve months of the year ended 31 December are as follows:

201
Gross Gross
profit margin
Underlying by sector £m £m % £m

Aftersales 11.0 37.9%
Used 8.6 0.4 4.5% 53
New 1.4 4.1%
Trade/Wholesale 1.6 (0.0) (1.7%) 3.9
TOTAL 12.8 17.2%

Revenue Revenue
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California consists of nine franchise points in Southern strong Land Rover performance. New unit volume has
increased by 12.7% and used volume has increased by 7.4%
versus the prior year. The results for the twelve months

ended 31 December are as follows:

California which operate Aston Martin, Jaguar and Land
Rover brands. Turnover increased by 6.3% over the 2010
period largely owing to new vehicle sales resulting from

Total Gross
units profit per

sold unit

Gross Gross Operating Operating
Revenue profit margin profit margin
Underlying £m £m % £m % ‘000 £

169.6 28.5 16.8% 57 3.4% 3.9
Disposed - - - - - -

Total 2011 169.6 28.5 16.8% 5.7 3.4% 3.9
Total 2010 159.5 27.7 17.4% 58 3.7% 3.5

Existing

The underlying results by sector for the twelve months of the year ended 31 December are as follows:

201
Gross Gross Gross
profit margin margin
Underlying by sector £m £m % £m %

12.4 53.4% 53.1%

Used 3.4 10.2% 8.8%
12.8 12.1% 12.4%
(0.1 (0.9%) (1.0%)
28.5 16.8% 17.4%

Revenue Revenue

Aftersales

New
Trade/Wholesale
TOTAL

Our Support businesses provide a broad range of services
both to the Pendragon Group and to external customers.
The services are provided by a number of specialist
businesses which consist of contract hire and leasing,

dealership management systems and wholesale parts
distribution. The underlying results for the twelve months
ended 31 December are summarised as follows:

Revenue Gross Gross Operating Operating

profit margin profit margin
Underlying £m £m % £m %

Total 2011 66.3 31:3 47.2% 17.2 25.9%
Total 2010 79.2 36.8 46.5% 18.1 22.9%

Contract Hire Performance: The contract hire and leasing
business generated an operating profit of £6.5 million
compared to £7.5 million in the prior period due to lower
volume of profit on end of lease disposals as the fleet size
has reduced. The fleet size stood at 9,800 at 31 December

Underlying
Total 2011

Revenue

201 compared to 10,100 at 31 December 2010. This trend
is expected to continue in 2012 but then stabilise in future
years. The underlying results for the twelve months ended
31 December are shown below:

Gross Gross Operating Operating Fleet
profit margin profit margin size

£m £m % £m % ‘000
9.8 25.6% 6.5 17.2% 9.8

Total 2010

9.9 22.1% 7.5 16.7% 10.1

=]




OPERATIONAL REVIEW

Dealer Management Systems Performance: Operating
profit for the period is broadly in line with the prior year at

Underlying
Total 2011

£8.8 million. The underlying results for the twelve months
ended 31 December are shown below:

Revenue Gross Gross Operating Operating
profit margin profit margin
£m £m % £m %

22.9 16.4 71.7% 8.8 38.4%

Total 2010

238 16.1 67.8% 91 38.4%

Parts Wholesale Performance: Quickco, our independent
genuine parts wholesale business, improved with operating
profit increasing to £1.9 million from £1.5 million in the prior

Underlying
Total 2011

year. The underlying results for the twelve months ended 31
December are shown below:

Revenue Gross Gross Operating Operating
profit margin profit margin
£m £m % £m %

14.1 22.9% 1.9 3.0%

Total 2010

14.4 23.3% 1.5 2.4%
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FINANCIAL REVIEW

The results for the twelve months ended 31 December are summarised as follows:

£m

Revenue

2011 2011 2010
Underlying* Total Underlying*

3,418.2 3,465.8 3,534.3

Underlying operating profit
Non-underlying operating income / (costs)

Operating profit before other income

74.4 74.4 751
- 3.2 -
74.4 77.6 751

Other income - gain on sales of property and businesses
Operating profit

- 0.4 -
74.4 78.0 751

Underlying net finance costs
Non-underlying finance costs

Profit before tax

(43.6) (43.6) (49.9)
- (10.4) -
30.8 24.0 252

Tax

Profit after tax

(5.7) 15.8 9.0
25.1 39.8 16.1

Basic earnings per sharet

Underlying basic earnings per sharet

3.7p
2.3p 1.8p

* Restated to reflect the impact of the bonus element of the Rights Issue

* Underlying results exclude items that are unusual due to their nature, size or incidence

Revenue is down £109.2 million for the twelve months to
31 December 2011 compared to 2010. Group like for like
turnover excluding support businesses has increased by
£20.0 million reflecting improvements in used vehicle
volume performance whereas new vehicle revenue has
declined. Like for like revenue has increased by 13% in used
vehicle activity and has decreased by 6% in new vehicles.

Underlying operating profit was £74.4 million in 2011
compared to £75.1 million in 2010. The underlying operating
margin was 2.2% in 2011 versus 2.1% in 2010. The business
continues to improve operating margins as a result of
improved aftersales gross margin and our focus on costs
has improved our operating cost margin. On a like for like
basis our aftersales gross margin has increased from 57.4%
to 59.6% in 2011, reflecting the benefit of our aftersales

During the period, the Group has undertaken the refinancing
of the Group which has three elements. Firstly, the Group
has completed a Rights Issue that has raised gross proceeds
of £75.2 million (£70.8 million net of expenses). The Rights
Issue was on a 9 for 8 ratio at an issue price of 10 pence
per share - representing a 35.6% discount to the theoretical
ex-rights price based on the closing price of the existing
shares of 21.8 pence on 13 July 201 (the day before the
Rights Issue announcement). Secondly, the Group secured
revised debt facilities of £360 million on more favourable

a2

initiatives and our higher productivity as a result of higher
used volumes. Used retail gross margin has fallen slightly
from 10.5% in 2010 to 9.7% in 2011 but our significantly higher
volume has compensated for this margin decline. The new
car margin has strengthened in our Stratstone business
but weakened in our Evans Halshaw business reflecting
pressure in the volume sector of the new car market leaving
the overall new car margin unchanged at 7.9%.

Underlying financing costs were £43.6 million which
compares to £49.9 million in the prior year as the Group
has reduced the overall level of debt through operating
cashflow and due to the Rights Issue completed in August
2011. The benefit of the reduced debt and improved terms
following the Rights Issue has therefore only impacted four
months of the year.

terms with a maturity date of 30 June 2014. Thirdly, the
Group implemented a Pension Deficit Reduction Plan that
is estimated to unlock aggregate cash flow savings of
£46 million in the three year period from implementation
to December 2014. Under the Pensions Deficit Reduction
Plan the Group has provided the Pension schemes with an
investment which will generate a predictable property asset-
backed income for the schemes. The new arrangements
enable the Group to benefit from lower annual cash
contributions than the previous arrangements.




FINANCIAL REVIEW

CAPITAL STRUCTURE continued

The proceeds of the Rights Issue allowed the Group to
improve its level of financial indebtedness towards the
previously stated long-term Debt:Underlying EBITDA ratio
target of 2.0:1.0. The year end Debt:Underlying EBITDA ratio
was 2.2:1.0. As a result of the acceleration in the achievement
of this ratio, the Group has set a new Debt:Underlying
EBITDA target of below 1.5:1.0.

The Group is also pleased to report a significant reduction
in net borrowings over the prior year. Net borrowings were

£246.8 million at 31 December 2011 which is a £78.7 million

NON-UNDERLYING ITEMS

reduction versus 31 December 2010. The net borrowings
include the effect of some further vehicle stock investment
to support our strategic goals. The Group’s balance sheet
remains a key strategic priority and area of focus.

Operating cash inflow during the period was £97.6 million,
which compares with £44.8 million in the prior year. The
operating cash flow includes an outflow of working capital
of £19.0 million versus an outflow of £59.6 million in the
prior year. The Group continues to operate comfortably
within the existing facility covenants.

Non-underlying items primarily relate to refinancing and
the Pension Deficit Reduction Plan costs, start-up business

costs, property disposals, VAT settlements and pension
income. They are summarised as follows:

20M 2010
Non-underlying items £m £m
Closed business and redundancy costs - (8.5)
Start-up business costs 4.8) (2.8)
Property impairment and net profit / loss on disposal (0.6) (0.6)
Refinancing and Pension Deficit Reduction Plan costs (18.5) -
Pension net finance income / (charge) 2.6 (2.3)
VAT settlements and provision releases 14.5 -

Total

(6.8) (14.2)

Total net non-underlying costs before tax were £6.8 million
for 2011 (2010: £14.2 million).
included in non-underlying items was £18.5 million in relation

The most significant cost

to the refinancing of the Group in 2011 and the associated
Pension Deficit Reduction Plan.

The Group is continuing to develop its new venture in
the used car market, “Quicks”, which has incurred start-
up costs and operating losses of £4.8 million in 2011, The
Quicks operation has grown to seven sites during the year
from four in the prior year. The volume of used cars sold
through the Quicks businesses in the year was 6,700. This
represents a throughput per site of 950 which is higher than
During 2012
we will be focussed on ensuring that the Quicks business

the average in our Evans Halshaw division.
generates improved performance. This will be achieved
through:

* improved team efficacy to generate greater sales volume
and profitability per car per team member

* increased brand awareness through our internet presence

» improved stock mix profile and pricing

As a conseguence of the expected time it will take for the

improvements necessary to reach our required standards
in the Quicks business, we anticipate the operating costs
invested in 2012 to be approximately £1.5 million.

The Group previously has shown closed businesses and
redundancy costs within the non-underlying results.
However, following the right-sizing of the Group in 2010,
these items are now included within the underlying results.
The closed business costs and redundancy costs in 2011
which are shown within the underlying results amount to
£2.6 million (2010 : non-underlying cost of £8.5 million).

The £14.5 million VAT income relates to £9.4 million of VAT
provision release and refunds and £5.1 million of interest on
the VAT refunds. VAT refunds of £4.7 million, net of costs,
were recognised in the year in respect of VAT overpaid on
demonstrator vehicles over the period from 1973 to 1996.
The amount includes associated interest received of £5.1
million which is disclosed within finance income. In addition
the Group has completed discussions with HM Revenue
& Customs in respect of the VAT treatment of sales of
vehicles to certain disabled customers and has reversed
the remainder of the provision held in respect of this matter

which amounted to £4.7 million.
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FINANCIAL REVIEW

No interim dividend was paid during the year and no final
dividend is proposed. No dividends were paid in 2010. As
indicated in 2011, it remains the Board’s intention for the

Company to resume paying dividends in relation to its
2012 financial year and onwards, subject to a review of the
Group’s position at the relevant time.

The cash flows of the business for the twelve months ended 31 December are summarised as follows:

Underlying operating profit

201
£m

74.4

Depreciation and amortisation
Non-underlying cash flow

Underlying working capital movement
Other items

Operating cash flow

37.2
4.2
(19.0)
0.8
97.6

Net underlying interest paid

Net non-underlying interest paid
Tax paid

Replacement capital expenditure

Free cash flow

(48.2)
(8.3)
1.5)

(21.2) (13.3)
18.4 (6.8)

Acquisitions

Disposals

Other

Net proceeds of rights issue
Reduction / (increase) in net debt

(6.8) (6.5)
4.2 9.0
7.9 68
70.8 -
78.7 (0.1

Operating cash flow was £97.6 million, which compares with
£44.8 million generated in 2010. The operating cash flow
includes an outflow of underlying working capital of £19.0
million versus an outflow of £59.6 million in the prior year.
Non-underlying interest costs of £8.3 million principally
comprise of refinancing costs.

Replacement capital expenditure was £8.7 million in respect
of plant & machinery and fixtures & fittings. Business
disposals raised £0.9 million in 2011 (2010 : £4.9 million) with

a £0.2 million loss on sale (2010 : £nil). Surplus property
disposals raised £3.3 million (2010 : £4.1 million) with a £0.6
million profit on sale (2010 : £0.3 million).

The net proceeds of the Rights Issue was £70.8 million
(gross proceeds of £75.2 million).

The Group continues to operate comfortably within its
banking covenants.
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Our net borrowings as at 31 December 2011 were £246.8
million compared to £325.5 million at the end of 2010. The
Group views its financial capital resources as primarily
comprising share capital, loan notes, bank loans, vehicle

Net Debt and Funding

stocking credit lines and operating cashflow. The Group is
also responsible for funding the pension deficit and thus the
total financial resources required by the Group to fund itself
at 31 December comprises:

Bank
Finance leases
Net debt

Stock finance
Manufacturer finance arm
Pension deficit

Total funding

The Board’s policy is to maintain a strong capital base to
maintain market confidence and to sustain the development
of the business, whilst maximising the return to shareholders.
The Group’s key measure of return to shareholders is

Our property portfoliois animportant aspect of our business
which we seek to utilise in the most cost effective manner.
We operate from both leasehold and freehold properties.
In addition, through strategic investment choices and the
decision to close some franchise points, we have a number
of vacant property assets which are held for sale. At 31
December 2011 we held £173.8 million (2010 : £177.1 million)
of property assets on the balance sheet as well as £29.0
million of properties held for sale.

underlying earnings per share. The Group’s strategy will
be to maintain facilities appropriate to the working capital
requirements of the Group whilst reducing debt towards a
revised long-term Debt:Underlying EBITDA target of 1.5:1.0.

In 2011 we disposed of three freehold properties which
were operationally surplus to requirements. This resulted
in proceeds of £3.3 million and profit of £0.6 million on
disposal.

Regarding our investment in our joint venture property
company, the value of this investment continues to be
fully impaired. The restructuring of the joint venture was
completed during the year. The structure is non-recourse
to the Group and therefore we have no obligations to the
joint venture other than as tenants to pay the rent.
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The directors present their annual report and the audited financial statements for the year ended 31 December 2011.

The Group’s principal activities consist of the sale and repair
of new and used motor vehicles, contract hire and leasing

detailed information regarding the Group’s
performance and activities for the year ended 31 December
2011 and future developmentsis presented in the Operational
Review on pages 24 to 29, and all the information detailed

in those pages is incorporated by reference into this report

More

The corporate governance statement as required by the
Disclosure and Transparency Rules 7.2.1is set out on pages

The results of Pendragon PLC for the year are set out in the
financial statements on pages 67 to 139. No interim dividend
was paid during the year and no final dividend is proposed.
No dividends were paid in 2010. As indicated in 2011, it

The Board maintains a policy of continuous identification
and review of risks which may cause our actual future Group
results to differ materially from expected results. The table
starting on page 35 sets out the principal risks faced by the
Group, and examples of relevant key controls and mitigating

factors. The risk factors set out below are not intended

of vehicles, wholesale of motor vehicle parts and provision
of dealer management software systems.

and is deemed to form part of this report. The Company has
not disclosed certain specific non-financial key performance
indicators, in the absence of relevant measures monitored
consistently over the past three years.

44 to 53 and is incorporated by reference into this report.

remains the Board’s intention for the Company to resume
paying dividends in relation to its 2012 financial year and
onwards, subject to a review of the Group’s position at the
relevant time.

to represent an exhaustive list of all potential risks and
uncertainties. The risk factors outlined should be considered
in connection with the statement on risk management and
systems of internal control in the Corporate Governance
Report on pages 50 to 51. Health and safety is addressed
within the Corporate Governance Report on page 52.
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POTENTIAL IMPACT/
MATERIAL RISK

KEY CONTROLS &

PRINCIPAL RISKS MITIGATING FACTORS

STRATEGY AND FINANCE

Business strategy >

Funding and liquidity >

Pensions >

If we fail to deliver on our strategy or
our strategy follows the wrong direction
or is not effectively communicated the
business may suffer.

Liquidity risk relates to our ability to
pay for the goods and services required
by the Group to trade. The Group has
two main sources of financing facilities:
(i) committed borrowing facilities from
banks; and (ii) trade credit from suppliers.
A withdrawal of financing facilities or
a failure to renew them as they expire
could lead to a significant reduction in the
trading ability of the Group.

The Group has defined benefit pension
schemes that are in deficit and in respect
of which it may be required to increase its
contributions and/or to fund an increase
in the cost of future benefits. Any such
increased contributions could have a
material adverse impact on the Group’s
business.

Regular and continuous review of
strategic matters by the Board and
Executive Committee; strategy,
formally reviewed by Board annually.
Significant  resource invested in
effective communication of strategy,
both to those delivering it and to
stakeholders.
Sophisticated and flexible management
information systems support analysis
of outcomes.

Strategy within the Group Treasury
function of diversifying funding sources
and engaging with new funding
sources to prevent over-reliance on
any one source.

Continuous  focus on  monitoring
working capital utilisation via
sophisticated and flexible management
information systems.

Group Pension schemes’ revised deficit
reduction plan agreed in 2011 with the
pension schemes’ trustees reduced the
cash contributions made by the Group.
Ongoing review of other available
options to mitigate the risk of
underlying  volatility = causing an
increase in the pension deficit.
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PRINCIPAL RISKS

MACRO-ECONOMIC, LEGISLATIVE
& POLITICAL

POTENTIAL IMPACT/
MATERIAL RISK

KEY CONTROLS &
MITIGATING FACTORS

Adverse economic and
business conditions >

Used vehicle prices can
decline significantly >

Legislative changes in relation
to vehicle taxation >

Regulatory compliance risk >

Changing UK macroeconomic conditions
such as unemployment levels, volatility
in equity markets, consumer confidence,
the level of discretionary spending,
interest rates, inflation, fuel prices and
the availability and cost of credit could
adversely affect the Group’s trading,
financial position and prospects.

A significant decline in used vehicle prices
can reduce used vehicle profit margins.
As a significant proportion of our
business comprises used vehicle sales, the
impact of declines in used vehicle prices
manifests itself not only through reduced
profits on sales, but also through related
write-downs in the value of used vehicle
inventory.

The UK Government may take action in
relation to VAT, the taxation of engine
emissions, road usage or fuel for vehicles
or introduce new green taxes.

The Group is subject to regulatory
compliance risk which can arise from a
failure to comply with the applicable laws,
regulations or codes. Non-compliance
can lead to fines, cessation of certain
business activities or public reprimand.

Monitoring and tracking of internal
performance measures  to key
macro-economic  indicators  allows
anticipation of, and mitigation planning
for, expected volatilities.

Diverse market and brand strategy
avoids over-reliance on used vehicles
as a revenue stream. As such, the
impact of any price decline is mitigated
as a result of revenue streams balanced
between aftersales, new and used.

Ensuring that information about
forthcoming changes in the vehicle
taxation regime is promptly obtained
so that potential mitigating strategies
can be properly devised and
considered.

External regulatory uncertainties are
carefully considered when developing
strategy. Understanding of the likely
direction of new regulatory policy
is gained through close contact
with  relevant sector trade and
representative bodies.

Robust procedures are in place to
identify the impact of changes in
regulation and its application and
minimise the risk of non-compliance.
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PRINCIPAL RISKS

POTENTIAL IMPACT/
MATERIAL RISK

KEY CONTROLS &
MITIGATING FACTORS

OUR MANUFACTURERS & SUPPLIERS,
PERFORMANCE & KEY RELATIONSHIPS

Vehicle manufacturer
dependencies >

Vehicle manufacturer
marketing programmes >

Profitability can be
significantly affected by the
level of new vehicle production >

Franchise agreements >

The Group depends on the vehicle
manufacturers’ financial condition,
marketing, vehicle design, production
and distribution capabilities, reputation,
management and industrial relations.
Failure by a manufacturer in the areas
noted could, depending on the scale of
our representation of its brands, lead to
significant losses, especially in the case of
the insolvency of a manufacturer.

Vehicle manufacturers provide a wide
variety of marketing programmes that
are intended to promote new vehicle
sales. A withdrawal or reduction in these
programmes would have an adverse
impact on our business.

A significant proportion of the Group’s
income is generated from vehicle
manufacturers in the form of programmes
designed to incentivise the sale of new
vehicles produced. These are typically
structured to include a fixed payment
once a pre-determined target level of new
cars from the manufacturer is registered
by a dealership or dealership group. In
recent years, these manufacturer sales
targets had not been adjusted downward
to reflect declining demand levels. This
in turn required dealers to reduce prices
and/or pre-register new vehicles in order
to meet the sales targets. Decreasing
new car prices also impacts negatively on
prices and profit margins for used cars.

The Group operates franchised
motor vehicle dealerships. Franchises
are awarded to us by the vehicle
manufacturers. Failure to continue to hold
franchises could result in a significant
reduction in the profits of the Group,
as this would end its rights to source
new vehicle stock directly to sell, to
perform warranty repairs and to display
manufacturer trade marks.

Diverse franchise representation
avoids over-reliance on any single
manufacturer.

Over-reliance on any single
manufacturer’'s marketing programmes
is mitigated by our diverse franchise
representation.

The Group continues to develop its
own stand alone marketing initiatives.

The Group liaises closely with all its
manufacturer partners to ensure that
sales targets are set at levels more
readily achievable in the prevailing
economic climate.

Diverse franchise representation,
avoiding over-reliance on any single
manufacturer. Revenue streams from
other markets (aftersales and used
vehicles) preventing over-reliance on
new vehicle sales.
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PRINCIPAL RISKS

OUR TEAM MEMBERS

POTENTIAL IMPACT/
MATERIAL RISK

KEY CONTROLS &
MITIGATING FACTORS

Reliance on certain
members of management
and key team members >

TECHNOLOGY, INFORMATION SYSTEMS

& ESTIMATES

The Group is dependent on members of
its senior management team and skilled
personnel. The future financial well-
being of the Group could depend in part
on our ability to attract and retain highly
skilled management and personnel. The
loss of the service of a number of such
individuals could have a material adverse
effect on the business. Additionally, if we
fail to recruit and retain skilled staff it may
not be possible to continue to grow the
Group’s businesses.

The Group continuously aims to provide
secure and satisfying employment,
recognising the contribution of each
team member to the success of our
business.

Recruitment processes, salaries and
performance related pay elements are
continuously reviewed and refined to
ensure that the Group retains its ability
to attract highly skilled management
and personnel.

Failure of information systems >

Reliance on the use of
significant estimates >

COMPETITION

Our businesses are dependent on the
efficient and uninterrupted operation of
our information technology and computer
systems, which are vulnerable to
damage or interruption from power loss,
telecommunications  failure, sabotage,
vandalism or similar misconduct.

The Company relies on certain estimates
and associated assumptions that could
have a material effect on its financial
statements. These include: discounted
cash flows for impairment testing,
valuations of properties held for sale,
estimates of vacant property provisions,
repurchase commitments, future warranty
costs and warranty provisions and the
value of vehicles the subject of future
repurchase obligations.

A robust business continuity planning
process is followed, with alternative
conduits for data and communications
in the event of business interruption.
The Group’s broad and geographically
diverse estate allows deployment of
key teams to alternative premises,
and timely replication of interrupted
services and functions.

Where estimates and associated
assumptions are required, the Group
seeks to obtain the best available
information to reach a conclusion,
using external data sources where
possible.

The accuracy of previous assumptions
or estimates is reviewed to assess
whether this impacts the current
position.

Competition and market
challenge >

We compete with other franchised
vehicle dealerships, independent used
vehicle sellers, private buyers and sellers,
internet  based dealers, independent
service and repair shops and vehicle
manufacturers who have entered the
retail market. We compete for the sale of
new and used vehicles, the performance
of warranty repairs, non-warranty repairs,
routine maintenance business and for the
provision of spare parts. We also compete
with a range of financial institutions that
finance customers’ vehicle purchases
directly. Some of our competitors
may have greater resources and lower
overhead and sales costs. This could lead
to our failure to be able to compete and
result in a reduction in our profitability.

The Group remains committed to
providing a good value, personalised
service to existing and potential
customers, with the vision of being the
number one choice in all our markets.
To this end, we aim to capitalise on our
extensive national footprint and the
resultant cost-efficiencies.

We regularly monitor our competitors’
activities.

Our scale enables us to develop new
market opportunities rapidly, using
the extensive experience of our team
members and our in-house information
technology capabilities.

In service and parts sales, competitive
pricing, efficient utilisation of
customer databases, familiarity with
manufacturer’s brands and models and
the quality of our customer service
enables us to mitigate the impact of
our competitors’ activities.
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DIRECTORS

The directors of the Company are listed on page 9. Details
of the terms of appointment and notice period of each
of the current directors, together with their respective
interests in the Company’s shares, appear in the Directors’
The UK
Corporate Governance Code and the Company’s Articles of

Remuneration Report on pages 54 to 64.

Association require directors to retire by rotation or, in the
case of non-executive directors who have served more than
nine years, annually. The notice of meeting describes the
business of the Annual General Meeting and includes details
of those directors proposed for re-election. Following the
performance evaluation of individual directors, the Board
has concluded that the Chairman, Mr M T Davies, who is
the only non-executive director standing for re-election
at this year's AGM, continues to perform effectively and
demonstrate commitment to his role. Executive directors
Mr T G Finn and Miss H C Sykes will retire by rotation

Ordinary shares of

Nature of holding

and, being eligible, stand for re-election. Each of the non-
executive directors, Mr M T Davies, Mr M J Le May, Mr D
A L Joyce, Mr | D Coull and Mr M J Egglenton considers
himself to have sufficient time to commit to the Company’s
affairs, notwithstanding other business commitments. Other
than ones authorised by the Board under the Company’s
constitution, none of the directors has any interests which
conflict with those of the Company.

At no time during the year did any of the directors have an
interest in any contract with the Group, other than routine
purchases of vehicles for their own use. The interests of the
directors in the share capital of the Company, other than
with respect to options to acquire ordinary shares (which
are detailed in the Directors’ Remuneration Report), were
as follows:-

31 December 2011 31 December 2010

5 pence each sharest shares
T G Finn Beneficial 34,317,691 17,384,496
M S Casha Beneficial 7,135,869 5,101,972
H C Sykes Beneficial 2,694,181 1,844,662
T P Holden Beneficial 637,500 Nil
M T Davies Beneficial 318,749 150,000
M J Egglenton Beneficial 200,000 Nil
D AL Joyce Beneficial 106,250 50,000
| D Coull Beneficial 100,000 Nil
M J Le May Beneficial 40,375 19,000
J H Holt* Beneficial N/A 125,000

tThe number of shares shown represents beneficial holdings, including those shares subscribed for by directors under the rights issue.

*Mr J H Holt retired from the Board on 10 May 2011.

These shares include the investment shares the executive
directors have acquired for the purposes of the 2006
Long Term Incentive Plan (“LTIP”) pursuant to awards
made in 2008 and 201 further details of which appear
in the Directors’ Remuneration Report. There have been
no changes to the directors’ interests shown between 31
December 2011 and the publication of this report.

Appointment and replacement of the Company’s Directors
The rules for the appointment and replacement of directors
are detailed in the Company’s Articles of Association.
Directors are appointed by ordinary resolution, either
at a general meeting of holders of ordinary shares, or by
the Board, either to fill a vacancy, or as an addition to the
existing Board. The appointment of non-executive directors
is on the recommendation of the Nomination Committee;
the procedure is detailed in the Corporate Governance
Report at page 47.

Powers of the Company’s Directors Subject to the
Company’s Articles of Association, relevant legislation and
any directions given by special resolution, the Company
and its Group is managed by its Board of directors. The
directors have been authorised to allot and issue ordinary
shares, to offer and allot ordinary shares in lieu of some or
all of the dividends, and to make market purchases of the
Company’s ordinary shares. These powers are exercised
under authority of resolutions of the Company in general
meeting. Further details of resolutions the Company is
seeking are set out in the explanatory notes to the notice of
Annual General Meeting.

Directors’ Indemnities The Company’s Articles of
Association permit the Board to grant to its directors
indemnities in relation to their duties as directors. Such
indemnities are in respect of liabilities incurred by a director
in connection with any negligence, default, breach of duty
or breach of trust in relation to the company unless the
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In line with
market practice, each director has the benefit of a deed of
indemnity which includes provisions in relation to duties

director is ultimately held to be at fault. as a director of the Company or an associated company,
qualifying third party indemnity provisions and protection

against derivative actions.

Compensation for Loss of Office Both the current executive directors’ and the current non-executive directors’ terms of
appointment contain provisions for payments to be made to them if their employment with the Company is terminated as a
result of a take-over offer or otherwise 50% or more of the Company’s issued share capital is acquired. The proportions and
calculation of these entitlements are as follows:-

Role Based on annual salary/
fees

Based on annual performance related pay

Executive Director 75% 75% of maximum available plus a pro rata amount, equivalent

to the unexpired performance period

Non-Executive Director 100% Not applicable

Copies of the relevant provisions are made available for inspection at the AGM.

At 1 February 2012 the directors had been advised of the following interests in the shares of the Company:-

Shareholder
Odey Asset Management

Shares
366,013,213
199,054,046
109,364,399
77,039,51
55,765,437

Schroder Investment Management
Standard Life Investments
AXA Framlington

Legal & General Investment Management

As at 31 December 2011, the issued share capital of the
Company comprised a single class of share: ordinary shares
of 5 pence each. Details of the share capital of the Company
are set out in note 10 to the accounts on page 138. The
Company issued 751,577,623 new shares during the period
under review, relating to the 9 for 8 Rights Issue concluded

on 17 August 2011. The rights and obligations attaching to
the Company’s ordinary shares are set out in the Company’s
Articles of Association, and briefly summarised below. The
Articles of Association may be obtained from Companies
House in the UK or upon application to the Company
Secretary.
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SHARE CAPITAL continued

Rights and obligations attaching to shares Subject to
applicable statutes and other shareholders rights, shares
may be issued with such rights and restrictions as the
Company may, by ordinary resolution, decide or, if no
resolution has been passed or so far as the resolution does
not make specific provision, as the Board (as defined in the
Articles) may decide.

Holders of ordinary shares are entitled to attend and speak
at general meetings of the Company, to appoint one or
more proxies (and, if they are corporations, corporate
representatives) and to exercise voting rights.  Holders
of ordinary shares are entitled to receive a dividend, if
declared. Ordinary shareholders are entitled to receive a
copy of the Company’s annual report and accounts. Subject
to meeting certain thresholds, holders of ordinary shares
may requisition a general meeting of the Company or the
proposal of resolutions at Annual General Meetings.

Voting Rights, Restrictions on Voting rights and Deadlines
for Voting Rights Shareholders (other than any who, under
the provisions of the Articles or the terms of the shares
they hold, are not entitled to receive such notices from
the Company) have the right to receive notice of, and to
attend and to vote at, all general meetings of the Company.
A resolution put to the vote at any general meeting is to
be decided on a show of hands unless (before or on the
declaration of the result of the show of hands or on the
withdrawal of any other demand for a poll) a poll is properly
demanded.

Every member present in person at a general meeting has,
upon a show of hands, one vote for every 5 pence nominal
amount of share capital of which he is the holder. In the case
of joint holders of a share, the vote of the member whose
name stands first in the register of members is accepted to
the exclusion of any vote tendered by any other joint holder.
Unless the Board decides otherwise, a shareholder may not
vote at any general or class meeting or exercise any rights
in relation to meetings while any amount of money relating
to his shares remains outstanding.

A member is entitled to appoint a proxy to exercise all or
any of their rights to attend and speak and vote on their
behalf at a general meeting. Further details regarding
voting can be found in the notes to the notice of the Annual
General Meeting. Details of the exercise of voting rights
attached to the ordinary shares held by the Employee
Benefit Trust are set out in the section entitled ‘Shares held
by the Pendragon Employee Benefit Trust’ below. None of
the ordinary shares, including those held by the Employee
Benefit Trust, carries any special voting rights with regard
to control of the Company.

To be effective, electronic and paper proxy appointments
and voting instructions must be received by the Company’s
registrars not later than 48 hours before a general meeting.

There are no restrictions on the transfer of ordinary shares
in the Company other than certain restrictions which may
be imposed pursuant to the Articles of Association of the
Company, certain restrictions which may from time to
time be imposed by laws and regulations (for example in
relation to insider dealing), restrictions pursuant to the
Company’s share dealing code, whereby directors and
certain employees of the Company require prior approval
to deal in Company’s shares, and where a person has been
served with a disclosure notice and has failed to provide
the Company with information concerning the interests in
those shares.

The Company is not aware of any arrangements or
agreements between shareholders that may result in
restrictions on the transfer of ordinary shares or on voting
rights.

Repurchase of Shares Details of movements in the
Company’s share capital are given in note 4.4 to the financial
statements. The Company has not repurchased any of its
own shares during the year. The authority to purchase the
Company’s own shares is exercised only if the directors
expect it to result in an increase in earnings per share.

Shares held by the Pendragon Employee Benefit Trust
As at 31 December 2011, the Company’s Employee Benefit
Trust, with Investec Trust (Jersey) Limited, held 20,775,214
shares, representing 1.46% of the total issued share capital
at that date. These are used to satisfy options under
the Pendragon 1999 Approved Executive Share Option
Scheme, the Pendragon 1999 Unapproved Executive Share
Option Scheme, the Pendragon 2009 Approved Executive
Share Option Scheme, the Pendragon 2009 Unapproved
Executive Share Option Scheme and the Pendragon 2008
Sharesave Scheme. The voting rights in relation to these
shares are ordinarily exercisable by the trustee; however
these rights are waived and the trustee does not vote the
shares held.

During the year, no shares were transferred to beneficiaries
of any of the Company’s share schemes by the trustee of
the Employee Benefit Trust.
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The Company’s Articles of Association were adopted by
special resolution at the Annual General Meeting held on
25 April 2008, and amended by special resolutions passed
on 26 June 2009 and 29 April 2010. The implementation
in the UK of the EU Shareholder Rights Directive in August
2009 increased the minimum notice period for Company
general meetings to 21 days. The Board nevertheless

believes that it should ensure that the minimum period
for notice of meetings of the Company can remain at 14
days, and accordingly a special resolution will be put to
shareholders to approve 14 days as the minimum period of
notice for all general meetings of the Company other than
AGMs. Full details of these resolutions are contained in the
notes accompanying the notice of Annual General Meeting.

The Company has entered into a number of significant
agreements which ordinarily would be terminable upon a
change of control of the Company.

* Franchise Agreements - our dealerships operate under
franchised new vehicle dealer agreements and authorised
repairer agreements with various vehicle manufacturers
and importers. Without a franchise agreement, it is
not generally possible to obtain new vehicles from a
manufacturer or display vehicle manufacturer trade
marks. Whilst some of the franchise agreements contain
provisions entitling the vehicle manufacturers to terminate
in the event of a change of control, this entitlement is
circumscribed by regulation so that generally a vehicle
manufacturer cannot terminate a new vehicle franchise
agreement where the new controlling entity already
holds that manufacturer’s brand of franchise.

A Facilities Agreement dated 3 December 2005
(as subseqguently amended and supplemented by
amendment letters dated 3 February 2006, 14 February
2006 and 17 February 2006, an amendment and
restatement agreement dated 8 March 2006, an override

agreement dated 30 April 2009 and a supplemental
override agreement dated 5 July 2011) between the
Company and its lenders under which the Company’s
lenders agreed to make available term and revolving
facilities to Pendragon up to an aggregate sum of £266.5
million (as at 31 December 2011). In the event of a change
of control, the lenders under this facility are able to cancel
the facility and declare all outstanding amounts, together
with accrued interest, commission and other amounts,
immediately due and payable.

A Loan Note Purchase Agreement dated 25 February
2004 (as subsequently amended and supplemented
by an override agreement dated 30 April 2009 and a
supplemental override agreement dated 5 July 2011)
in relation to US $110,000,000 9.310% Guaranteed
Senior Loan Notes due in 2014, US $67,000,000 9.310%
Guaranteed Senior Loan Notes due in 2014 and GBP
£17,000,000 Guaranteed Senior Loan Notes due in 2014.
In the event of a change of control, the Company must
offer to prepay all outstanding loan notes immediately.

The Company’s approach to corporate social responsibility
is set out on pages 52 to 53 of the Corporate Governance
Report. No political donations were made (2010: £ nil) and

the Company does not intend the Company or any member
of the Group to make any such donations.
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The Group’s policy is to settle the terms of payment to its
suppliers when agreeing the terms of the transaction and
to abide by those terms, provided it is satisfied that the
supplier has provided the goods or services in accordance
with the agreed terms and conditions. The Group has not

KPMG Audit Plc has indicated its willingness to continue
as independent auditor and in accordance with section
489 of the Companies Act 2006, a resolution concerning
its reappointment will be proposed at the Annual General
Meeting.

By order of the Board
H C Sykes

Secretary

21 February 2012

adopted any specific code or standard on payment practice.
The number of days’ purchases outstanding for payment by
the Group at 31 December 2011 was 55 days (2010: 65 days).
The Company had no trade creditors.

The directors who held office at the date of approval of
this directors’ report confirm that, so far as they are each
aware, there is no relevant audit information of which the
Group’s auditors are unaware; and each director has taken
all the steps that they ought to have taken as a director to
make themselves aware of any relevant audit information
and to establish that the Group’s auditors are aware of that
information.

9
.
m
0
|
(@]
]
&
P
m
)
o
A
-]
n




CORPORATE GOVERNANCE REPORT

Pendragon PLC is committed to maintaining the highest standards of corporate governance. The Board is collectively
responsible for the long term success of the Company and for ensuring the Company operates to governance which serves
the best interests of the Company. At all times in 2011 the Company complied with the main principles and specific provisions
in the UK Corporate Governance Code published by the Financial Reporting Council in June 2010 (“the Code”).

Role of the Board The Board sets the strategy of the
Company and its individual trading businesses and ensures
the Company has in place the financial and human resources
it needs to meet its objectives.

There is a written schedule of matters reserved for Board
decision, summarised below:-

Schedule of matters reserved for decision by the Board
Business strategy
Policy on acquisitions and divestments
Approval of significant capital projects and investments
Principal terms of agreements for Company’s principal banking facilities
Group policy on taxation and treasury matters (including foreign exchange exposures)
Group annual budget or financial plan and budget monitoring
Risk management strategy and internal control and governance arrangements
Changes to the Group’s management and control structure
Significant changes to accounting policies or practices
Financial reporting to shareholders
Dividend policy
Changes in employee share incentives
Health and safety policy
Appointments to the Board and its committees
Policies relating to directors’ remuneration and service
Prosecution, defence or settlement of material litigation
Environment policy
Approval of all circulars, listing particulars and prospectuses
Any alteration to the share capital of the Company
Press releases and announcements concerning matters decided by the Board

Operating within prescribed delegated authority, such as
capital expenditure limits, the operational running of the
Company and its businesses is carried out by the executive
directors, led by the chief executive.

The Board delegates certain of its duties to its Audit,
Nomination and Remuneration committees, each of
which operates within prescribed terms of reference. The

responsibilities and composition of the Board’s committees
are set out on pages 45 to 49 of this Report and in the
Directors’ Remuneration Report.

The Board has evaluated the performance of its committees,
for the year under review. The Chairman and the respective
committee chairmen take responsibility for carrying out any
actions recommended as a result of that evaluation.
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STRUCTURE OF THE BOARD AND ITS KEY ACTIVITIES continued

Operation of the Board The Board operates to a standing
agenda which ensures that all matters reserved for its
decision are dealt with in an appropriate manner; and all
matters requiring regular or annual review receive adequate
scrutiny and debate.
circulated to directors between meetings. All meetings

Detailed information papers are

of the Board are structured to allow open discussion
by all directors and to ensure that no single individual
or group dominates the decision-making process. The
Chairman holds meetings with the non-executive directors
without the executive directors present when he deems it
appropriate. In addition to formal meetings of the Board,
informal meetings to familiarise with particular operations,
address strategic matters or discuss new developments are
held as appropriate. The Company Secretary attends all
Board meetings and is responsible for advising the Board
and its committees on corporate governance and matters
of procedure, as well as facilitating the flow of information
within the Board. All directors have access to the services of
the Company Secretary and may take independent advice
at the Company’s expense, and seek and obtain from the
Company information to enable informed judgements to be
made and duties adequately discharged.

Performance Evaluation The Board annually reviews its
composition and that of its committees, together with
the respective contribution of each director. The process
for evaluating the performance of the Chairman and non-
executive directors, the Board committees and the Board
as a whole is well established. It considers the adequacy
and appropriateness of the skill-set of the Board, taking
into account new developments in the Company’s
business and strategy and the range of experience and
expertise represented. The evaluation also considers the
responsibilities of each director’s role as set out in the
Code, including capability and time commitment. For the
year under review, the non-executive directors, led by the
senior non-executive director and assisted by the chief
executive, have reviewed the performance of the other
executive directors, the non-executive directors have

BOARD COMPOSITION AND INDEPENDENCE

reviewed the performance of the chief executive, and the
Board has reviewed the performance of the non-executive
directors. The senior non-executive director has met with
the other non-executive directors without the Chairman
present, to conduct the annual appraisal of the Chairman’s
performance.

The latest Board evaluation process concluded that the
Board and its committees were operating effectively, with
clear demarcation of the respective responsibilities of
individual directors and Board committees. The Board is
satisfied that the Chairman and non-executive directors are
each able to devote the amount of time required to attend
to the Company’s affairs and his duties as a Board member.

Executive Committee Day-to-day management of the
Group is delegated to the Executive Committee which
comprises the four executive directors and is chaired by
the chief executive, Mr T G Finn. The chief executive is
responsible for implementation of the strategy set by the
Board. The Executive Committee meets regularly and
facilitates the communication and implementation of the
Company’s overall strategy and the Executive Committee’s
decisions within the Group.

Operational Boards The Group consists of two principal
operating divisions, Evans Halshaw for volume franchises
and Stratstone for luxury franchises, together with five
ancillary divisions (Pinewood, Quickco, California, Chatfields
and Leasing). Evans Halshaw and Stratstone are divided
by brand into distinct franchise groups, each headed by a
National Franchise Director. National Franchise Directors
participate in monthly operational review meetings, chaired
by the respective Evans Halshaw and Stratstone divisional
managing directors. The Chief Operating Officer holds
monthly operational review meetings with the leaders of the
non-motor business divisions. At each operational review
meeting, business performance and the effectiveness of key
operating controls are considered.

As at 21 February 2012 the Board is made up of four
executive directors and five non-executive directors, one of
whom is Chairman. Other than the retirement on 10 May 2011
of Mr J H Holt, there were no changes to the membership
of the Board during the year under review. There is a clear

division of responsibility between the role of non-executive
Chairman and chief executive. This is recorded in a written
statement available on the Pendragon PLC website, and is
reviewed and agreed annually by the Board
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Directors’ conflicts of interest The Company’s Articles of
Association permit the Board to consider and, if it sees
fit, to authorise directors’ conflicts of interest. Conflicts
of interest can include situations where a director has an
interest that directly or indirectly conflicts, or may possibly
conflict, with the interests of the Company. The Board
operates a formal system for directors to declare at all
Board meetings all conflicts of interest. Any so declared
are considered by those directors who have no interest in
the matter being considered. In deciding whether or not
to authorise a conflict, the non-conflicted directors must
act in the way they consider, in good faith, would be most
likely to promote the success of the Company. When giving
authorisation, or subsequently, they may impose limits or
conditions if deemed appropriate. Any conflicts considered
by the Board, and any authorisations given, are recorded
and subject to annual Board review and may be withdrawn
or amended by decision of the non-conflicted directors at
any time.

Balance and independence The non-executive directors
complement the skills and experience of the executive
directors, providing the requisite degree of independent
judgement and scrutiny to the decision-making process at
Board and committee level. All non-executive directors,
including the Chairman, are determined by the Board to
be independent. Mr M J Le May is the senior independent
director.

The Board maintains and regularly reviews a register of all
interests, offices and appointments which are material to
be considered in the assessment of the independence of
directors and has concluded that there are not, in relation to
any director, any relationships or circumstances regarded
by the Company as affecting his exercising independent
judgement.

Re-election of directors In accordance with the Company’s
Articles of Association, all directors seek re-election by
rotation at least once every three years. Accordingly, each
of Mr M T Davies, Mr T G Finn and Miss H C Sykes offer
themselves for re-election at the 2012 AGM.

Meetings and Attendance Full meetings of the Board
are ordinarily held at least every other month. Additional
meetings are held as required. The attendance of Board
members who held office during the year is detailed in the
table below, reflecting those meetings the director was
eligible to attend and the number actually attended.

Non-Executive Directors

M T Davies 10 /1 5/9

D A L Joyce 10/1 5/9

M J Le May 9/M 4/9

I D Coull 10/1 5/9

M J Egglenton n/n 5/9

J H Holt* 5/5 /1

Executive Directors

T G Finn /1 8/9

M S Casha n/n 6/9

H C Sykes /1 7/9

T P Holden n/n 9/9

* Mr J H Holt retired from the board on 10 May 2011.

t During the year, a number of ad hoc meetings of the Board were held to
cover exceptional business in connection with the refinancing and share rights
issue, which occurred during July and August. Full attendance at each and
every on of these meetings was not considered essential, since a number of
them entailed the final approval of matters discussed and agreed in principle
at earlier meetings of the Board.

Board committees The Board delegates certain matters
to committees of the Board, each of which operates under
written terms of reference which specify the powers
conferred on them to deal with certain aspects of the
Company’s affairs. These, together with the committees’
membership, can be found on the Pendragon PLC website,
at www.pendragonplc.com.
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NOMINATION COMMITTEE

Full terms of reference of the Pendragon PLC Nomination Committee are available at:-

www.pendragonplc.com/Corporate Profile/Corporate Governance

Our Nomination
Committee comprises
four independent
non-executive
directors and the
non-executive
Chairman.

Memlbers

Mike Davies (Chairman)

Malcolm Le May
David Joyce

lan Coull

Mel Egglenton

The Nomination Committee is responsible for leading
the process for appointments to the Board and meets
at least once a year.

The Committee is chaired by Mike Davies and the
Company Secretary also attends meetings in her
capacity as secretary of the Committee. Where the
matters discussed relate to the Chairman, such as in
the case of selection and appointment of the Company
chairman, the senior independent non-executive
director chairs the Committee.

The principal responsibilities of the Committee are as
follows:-

regularly reviews the structure, size and composition
of the Board and makes recommendations to the
Board with regard to any adjustments deemed
appropriate;

prepares the description of the role and capabilities
required for a particular Board appointment;

identifies, and nominates for the approval of the
Board, candidates to fill Board vacancies as and
when they arise;

satisfies itself, with regard to succession planning,
that processes are in place with regard to both
Board and senior appointments; and

undertakes an annual performance evaluation to
ensure that all members of the Board have devoted
sufficient time to their duties.

Although the Committee did not meet in 2011, it met on
27 January 2012 when it covered the usual business of
the annual meeting of the Committee for 2011,

S130d3d S¥O0LO3dId




CORPORATE GOVERNANCE REPORT

REMUNERATION COMMITTEE

Full terms of reference of the Pendragon PLC Remuneration Committee are available at:-
www.pendragonplc.com/Corporate Profile/Corporate Governance

The Remuneration Committee determines the

O U r R e m U ﬂ e ra t | O n remuneration packages of the executive directors and
the Chairman, within the policy set by the Board. It

CO m m |ttee CO m p r|SeS liaises with the Nomination Committee to ensure that

the remuneration packages for any new directors are

]CO U r | ﬁ d e p e n d e nt consistent with the Company’s overall remuneration

policy. The Committee is chaired by David Joyce

n O n — exec u t | \/e Zr;i}tr:it(et(.)up Legal Advisor acts as secretary to the
directors and the
non-executive

. determines and agrees with the Board the framework
C h a | rm a n . for remuneration of executive directors;

ensures that members of executive management
are provided with appropriate incentives which
align their interests with those of shareholders,
and encourage enhanced performance in the short
and medium term, as well as achievement of the
Company’s longer term strategic goals;

The principal responsibilities of the Committee are as
follows:-

Possible Actual
meetings meetings i
M e m be rS o oes determines targets for any performance related pay
schemes; and

David Joyce (Chairman) S S seeks shareholder approval for any long term

Mike Davies incentive arrangements.

Malcolm Le May

The Committee met five times in 2011. Details of the

work and approach adopted by the Committee are set

Mel Egglenton out in the Directors’ Remuneration Report on pages 54
to 64.

lan Coull
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AUDIT COMMITTEE

Full terms of reference of the Pendragon PLC Audit Committee are available at:-

www.pendragonplc.com/Corporate Profile/Corporate Governance

Qur Audit Committee
comprises four
iNndependent
non-executive
directors.

Possi_ble Actu(_al
Members fosttend  atiended
Mel Egglenton (Chairman) 5 5

Malcolm Le May 5 3
David Joyce 5 4
lan Coull 5 5

Other regular attendees at the discretion of the Chairman of
the Committee include:-

Finance Director;

Group Financial Controller;

Head of Internal Audit;

Representatives of the Company’s External Auditors

The Committee is chaired by Mel Egglenton and the
Company Secretary also attends meetings in her
capacity as secretary to the Committee. The Chairman
of the Committee is considered by the Board as having
recent and relevant financial experience. The Audit
Committee meets at least three times a year.

The Committee’s meetings in quarters one and three
coincide with the Company’s reporting timetable for
its audited financial statements and unaudited interim
condensed financial statements respectively. During
these meetings the Committee:-

reviews the drafts of the financial statements and
preliminary and interim results announcements and;
considers the reports of the external auditors on the
unaudited interim condensed financial statements
and the full-year audited financial statements.

The Committee’s third meeting is primarily concerned

with:-

¢ reviewing the Company’s systems of control and
their effectiveness;
significant corporate governance issues such as
those relating to the regulation of financial services;
the external audit plan for the year;
reviewing the external auditor’'s performance; and
reviewing the audit fee.

The Committee met five times in 2011. It has reviewed
the effectiveness of the Company’s system of internal
control and financial risk management during the year
ended 31 December 2011, including consideration of
reports from both the internal and external auditors
and from the Risk Control Group, including the
review of the Company’s key risks register. The Audit
Committee has reported the results of its work to the
Board, and the Board has considered these reports
when reviewing the effectiveness of the Group’s system
of internal control, which forms part of the Board’s high
level risk review performed during the year.

S130d3d S¥O0LO3dId
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During the year, as well as its routine business, the Audit
Committee has assessed the suitability of the Company’s
controls designed to combat bribery, in order to satisfy itself
of the adequacy of the Company’s systems and procedures
for the prevention of bribery and corruption, particularly

in the light of the Bribery Act 2010. It has reviewed and

recommended the Board to adopt the Company’s Anti-
Bribery value statement. This has been adopted and
appears on the Company’s website:-

www.pendragonplc.com/Corporate Profile/Corporate
Governance

The Audit Committee has reviewed the Company’s
arrangements for its employees to raise, in confidence,
concerns about possible improprieties in relation to financial
reporting, suspected fraud and dishonest acts or other similar
matters, commonly known as “whistleblowing”. The Audit
Committee reviews at least twice a year all matters reported
under the Company’s whistleblowing arrangements,
together with any follow-up action taken. It also reviews
the effectiveness of the Company’s procedures for the
reporting and recording of suspected improprieties, bribery
fraud and dishonest acts. As part of its regular monitoring

activities during the year, the Committee reviewed and
approved amendments to the Company’s procedures, in
particular those in relation to regulated activities in the
areas of general insurance mediation regulated by the
FSA, fraud, theft and bribery, whistleblowing and money
laundering. The Company’s Anti-Fraud, Theft and Bribery
Policy and Anti-Money Laundering Policy appear on the
Company’s website:-

www.pendragonplc.com/Corporate Profile/Corporate
Governance

Accountabilities The Board is responsible for risk
management and internal control within the context of
achieving the Group’s objectives. The Board has used a
risk-based approach in establishing a robust internal control
system. The system is designed to manage rather than
eliminate the risk of failure to achieve business objectives,
and can provide only reasonable and not absolute assurance
against material misstatement or loss. Operational
management is charged with responsibility for identifying
and evaluating risks facing the Group’s businesses on a
day-to-day basis, considering all financial, transactional,
technological, political, regulatory, reputational,
economic and physical risks.  Operational management
is supported in this role by the Risk Control Group, a
committee of the Executive Board which is made up of

socio-

three executive directors and the Group’s head of IT, and
supplemented by the co-option of senior audit, HR, IT and
Compliance personnel, as required from time to time.

The Board has performed a high level risk assessment during
the year. Major commercial, technological and financial risks
are assessed, taking into account any adaptations made
during the year to the Company’s business strategies. The
Audit Committee monitors the work of the Risk Control
Group, which oversees the effective implementation of
new measures designed to mitigate or meet any specific
commercial and other risks or threats. The Risk Control
Group’s work during the year has not identified any
weakness in controls which would have a material effect on
the Group’s business.
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RISK MANAGEMENT AND INTERNAL CONTROLS continued

Non-Audit Services provided by External Auditor The
Committee has considered the Company’s policy on the use
of the Company’s auditors to provide non-audit services.
The Company’s objective is to ensure that all non-audit
work is delivered on time, meets the Company’s aims and
requirements, and demonstrates good quality and value
for money. Accordingly, the Company does not exclude
its auditors from tendering for and undertaking non-audit
services in areas considered by the Committee to be
appropriate. The Company does not award contracts for
non-audit services to the Company’s auditors where there
is any perceived conflict of interest. Where appropriate,
procurement of non-audit services is market tested through
a formal tender process. Details of the non-audit work
performed by the Company’s auditors during the year
are set out in note 2.5 to the financial statements on page
82. The circumstances giving rise to an increase this year
in the level of fees for non-audit work were the planned
refinancing of the Group, the associated rights issue and
the implementation of the pensions special purpose vehicle
Central Assets Reserve, each of which formed a key element
of the strategy for the financing of the Group’s activities.

INVESTOR RELATIONS

Effectiveness and Independence of External Auditor
During the year, the Audit Committee chairman has carried
out an evaluation of the Company’s external auditor KPMG
Audit Plc, and reviewed the effectiveness of the external
audit process and reported his findings to the Committee.
The review concluded that the external auditors were
performing their functions effectively and the Committee
recommended to the Board that they be re-appointed.

The Audit Committee has also reviewed the independence
and objectivity of the external auditor, where engaged in
the provision of non-audit services. A full statement of the
fees paid to KPMG Audit Plc and KPMG LLP for audit and
non-audit services is provided in note 2.5 to the financial
statements on page 82. The Committee has concluded that
the external auditor firm’s provision of non-audit services
has not impaired audit independence.

The Board as a whole takes responsibility for ensuring that
the Company is engaged in dialogue with shareholders
which is constructive and fosters mutual understanding of
the Company’s and shareholders’ objectives.

In the main, shareholder communication is based around
analyst/shareholder visits at key points in the financial
reporting year, conducted by the chief executive and
the finance director. The directors believe this to be the

BUSINESS AT THE ANNUAL GENERAL MEETING

most practical and efficient way of communicating on
matters such as strategic direction, financial performance,
underlying market conditions and operational issues.
The Chief Executive and Finance Director feed back any
investor comments to the Board. The respective chairmen
of the Audit Committee, the Nomination Committee and
the Remuneration Committee are available to answer
shareholders’ questions at the Company’s Annual General
Meeting ("AGM”).

As well as dealing with formal business, the Company
takes the opportunity afforded at the AGM to provide up-
to-date information about the Company’s trading position
and to invite and answer guestions from shareholders on
its policies and business. At the AGM, a separate resolution
is proposed for each substantive matter. The Company’s

GOING CONCERN

annual report and financial statements are despatched to
shareholders, together with the Notice of AGM, giving the
requisite period of notice. The business being proposed at
the AGM will be summarised in the Notice of AGM, which will
be issued to shareholders giving not less than the requisite
period of notice.

The directors are satisfied that the Group is in a sound
financial position, with adequate resources to continue in
operation for the foreseeable future. In forming this view,
the directors have reviewed budgets and other financial
information. The financial statements of the Group have
therefore been prepared on the basis that the Group is a

going concern. For further information concerning the
Group’s liquidity and financing risk, see page 35 of the
Directors’ Report and section 1 of the notes to the Financial
Statements, together with the directors’ assessment of
going concern.
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Involvement and Development The Group continues to
recognise the importance of good communications and
relations with its team members, since its ability to meet
the needs of its customers in a profitable and competitive
manner depends on the contribution of team members
throughout the Group. Team members are encouraged
to develop their contribution to the business wherever
they work. Programmes focused on quality and customer
service provide an opportunity for everyone to be involved
in making improvements and in developing their own skills
to that end. The Company has been awarded Investors in
People accreditation, first achieved in 1999, and renewed in
2006 and 2009.

Share schemes and incentives Team members’ share
ownership is encouraged through the Company’s Sharesave
scheme, which attracts membership from all levels within
the business. A variety of bonus schemes also provide team
members with rewards linked to the growth and prosperity
of the business. At 31st December 2011 a total of 1,441 team
members (16.05%) participated in ownership of shares and/
or schemes linked to the Company’s share performance
(2010: 20.16%).

Communication The challenges presented by the size of
the Group and the importance of consistency drive the
Company to devise and implement ever more innovative
and timely means of communication. DVD, internal
website messaging and face to face presentations as
well as electronic newsletters keep team members up-to-
date with the Company’s strategy and performance. The
Group’s leaders channel these communications. Regular
briefings for all team members, held at each location,
provide a forum for sharing both Company and local
information. At all levels, communications aim particularly
to recognise the achievements of individual team members
and celebrate outstanding business performance, through
peer recognition and widely publicised awards. During the
year, the Company has increased the breadth and variety
of incentive programmes aligned to its business objectives
and experienced increased team member engagement with
these programmes.

Community As a multi-site, predominantly retail operator,
the Group generates its community involvement through its
local businesses. These contribute to their local areas in a
variety of ways. At a national level, the Group is a sponsor

a

and fundraiser for “Sparks”, the children’s medical research
charity. In addition, individual team members and the
Group’s local businesses organise charity events to support
local schools, hospitals and a wide variety of charities as
well as Comic Relief, Sports Relief and the BBC’s Children in
Need Appeal. The Company supports and encourages these
activities and welcomes the opportunities they present for
team-building within the businesses and engagement with
the communities they serve.

Environment Although not generally regarded as a high
environmental impact sector, motor retailing and its
associated after sales service activities carries with it a range
of responsibilities relating to protection of the environment.
The Company’s policy is to promote and operate processes
and procedures which, so far as is reasonably practicable,
avoid or minimise the contamination of water, air or the
ground; and to manage responsibly the by-products of our
activities such as noise, waste packaging and substances
and vehicle movements. During the year, the Company has
continued to be registered with and has complied with its
obligations under the Department of the Environment’s
carbon reduction commitment scheme.

Healthandsafety The Company recognisesitsresponsibility
to all team members and others working in or visiting its
facilities to provide, so far as is reasonably practicable, an
environment which is safe and without risk to their health.
The Company’s policy is to identify all potential hazards and
assess the risks presented by its activities and to provide
systems and procedures which allow team members at
all levels to take responsible decisions in their day to day
work in relation to their own and others’ health and safety.
The Company promotes awareness of potential risks and
hazards and implementation of corresponding preventative
or remedial actions through its on-line health and safety
systems, operations manuals and regular communication
on topical issues. A clear hierarchy of responsibility is
published to team members and reinforced through regular
monitoring by a variety of means. The Company’s health
and safety policy is available on the Pendragon PLC website,

The Company encourages its team members to report all
accidents and near misses, whether serious or not. This
allows the Company to conduct suitable investigations,
carry out any relevant corrective action and to assess the
ne