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This article attempts to help give the investor a broader basis upon which to decide whether a
el bl e el Bacbise auadil Y glae 33l s2adealership merits their time, money and attention.
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ALl Sl sall 5 ailadl) AllasInterviewing Factories and Financial Institutions

Lenders have an affirmative duty not to promiscuously disclose the financial condition of their
In addition, most Sales and Service .xell Jall puia Il (2SS 4alily V) dilafins () sua j3alldebtors.
Agreements contain confidentiality agreements, with respect to the unauthorized disclosure of a
o2l dae (g1 (e €I 13 Apully ¢ A pul) QY Aeadd) s Glapadl alara o) Al ) Cilaydealer's business.
Consequently, questions directed to factories and finance companies should be limited to

o i () raiy Jysalll DS 5d 5 ailias ) 4a e J)3allé ¢ Sl gpertinent, non-confidential questions.
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&l g yuall 5 35alIThe Buyer's Responsibilities

230 Kan. 684, 640 P2d 1235 held that not only was a bank under no duty to disclose information
to a borrower intending to purchase a dealership, but that the investor could not avoid

640 1235 684 .kan 230responsibility of exercising reasonable diligence for his own protection.
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See too: 387 NW2d 373 (Iowa) and 773 F2d 771 (7th .4les Jal (e Al siaall 4gliall A jlas A 5 5sa
Cir.) A buyer may not abandon all caution and responsibility for his own protection and
unilaterally impose a fiduciary relationship on another without a conscious assumption of such
$773d 2f (1) 373 387d 2Nw : Lay) Hkilduties by the one sought to be held liable as a fiduciary.
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Courts have even held that a seller's accountants upon discovery its client's financial statements
were misleading at the time they were given out, had no duty to correct them, even though they
Gl (8 alliae dylle clily 8 40Dlee BLESS) e el L 43l s oSladllwere included in a prospectus.
608 513 : LhiSee: 513 FSupp 608 N.D. Ga. .Jdall & a5 o Jia ¢ Leagaiat caal gl ol ¢ cudae )
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dasall galdl JaisiliThe Physical Inspection of the Dealership

Due diligence requires more from a physical inspection of the dealership then searching for
(b A ) e S) anad o) aliall llatidefects in the facility, or potential EPA or OSHA problems.



A skilled advisor can JSUis dsall 5 el dadaie Alainall o) anlbaa) 5 (38 yall 8 se (o Sanl) 4 ddaia
oaldi o) (S sale liiusllsurmise how well a potential seller is operating by a visit to the facility.
Such things as whether the sales people are energetic, or Axallall (15 )L ) (e Jaad 23Ul 4lSal 20 I
lethargic; the amount of time it takes sales personnel to greet customers; whether the store is
clean and well maintained; whether awards plaques are kept up to date, all indicate the financial
@,\5\ A8 yriud Lﬁm <l gl laga 2S5 Adads ) ¢ Gl ;«\-.-3-3&\ o2 il 1dcondition of the dea]ership.
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a=YIPublic Information

Data can be obtained from public information to determine not only the financial strength of the
OSa lilndealership, but it can also suggest how to structure an offer more attractable to a seller.
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Sometimes a seller will accept less money because of the manner in which the &L ) daie
Determine what a seller .akis g e @3 Gl oY Jlall e JB diy &b Wsloffer was structured.
Jeasy o Al i 45y Hha ala) & 23U #Uisy W masineeds, then find a way to enable him or her to get it.
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UCC-1, title and mechanic's lien searches all supply information without having to seek
permission to obtain credit reports and without violating contractual relationships with
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ALl bl 4clll (e 44 peazaThe Fallibility of Dealership Financial Statements

Loed Adlal) il cale o sllas sdliDealers are required to file financial statements each month.
<llall s These statements, however, should not be materially relied upon in making projections.
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A profitable parts department and a losing service department may mean the service department
is doing poorly, or that a strong parts manager is intimidating the service manager into paying
el 598 o)) ol ¢ bg‘;m“ Jandl ilaas 350 PR ileasldl 35l pnd 2385 g o) jal ian ytoo much for the part.
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ddhie JS daliall byl delialndustry Guides are available for each area of a dealership's operations.
3 Sl a3 ¢ AiGuides, however, are good servants but bad masters. . llesl] a5l (10
ile gaadll e S 223 5They are prepared by many different groups, using a variety of sources. . s
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(1) Compare the selling dealer's actual performance figures, to the guides and obtain
Gt e J gand) g o) ) ¢ a8 )30 edll 2101 45 jlae andl jali (1)explanations for any variances; and
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(2) Prepare a pro forma statement, based upon expected sales and forecast gross profits and
alac) (2)expenses, based upon personal experience, rather than the selling dealer's experience.
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(3) Recognize inconsistencies and irregularities in the statements, and pursue a more thorough
sl Gl e Jad) (38 dailia y ULl 8 Cldllae 3 ga g 230 b (3)investigation of those items.

Financial statements do not provide answers about a dealership; they present a method to
228§ Adbia (gl oo Sllal aa88 Y 4kl CUbuliformulate intelligent questions in order to pursue answers.
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U Allall il st ~ilieKeys to Analyzing Dealership Financial Statements

Basic "flags" when analyzing dealership financial statements: see our website:
ac Ll Laxie "ade )" ApluYIhttp://www.automotiveadvisors.com for a checklist of some basic flags.
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& el e Bl s GiConsistency should exist from month to month in each individual account.
4)lae laall 5 o5 3l JSATL inventory and expense accounts should be compared. . 28 JS & el
Glana 68 Al g 4 SNote and receive an explanation with respect to major fluctuations. .«Ltebfl\
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One buys a dealership without relying solely upon a seller's financial statements in the same way
el i) 8wl e slaie W) () 50 didia gl s 5idy sl sin which a manufacturer opens a new point.
Major differences in these approaches generally inure to the .3xas Akl x4y ailiall Al A3y Hhall udiy
For example, when opening a 533 (g jilall I 2 5a% 3ale gl oda 85,08 Silbuyer's benefit.
brand new store, there will be no existing wholesale parts business, retail sales base; yellow page
8 die ¢ JAall Jow Jdeadvertising; or vehicles lined up for service the day after the escrow closes.
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Buying an existing business, on the other hand, provides all that, as well as "historical" versus
Oe Sad ¢ Al IS e o A Aali e g ¢ dailall JleeY) ¢l 8" projected" data to use with forecasts.
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In addition to reviewing financial statement, three additional questions should be answered
AV by ale el U Il lall pal jatiil ) ddlalbefore making projections for a new dealership:
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Al e il cilagse aaa (1)(a) the current retail sales volume;

5.3e) 4ilal 8 ¢ ayladsll () (b) the planning potential, at closing; and

dale aaall @l lao¥) (7)(c) the new rent factor.



With those three figures, one may guesstimate the dealership's earnings under proper
management; and, he answers to those questions may be obtained from the factory and a reading
J sl oSy ale ¥l oda e clila¥lg ¢ ?SM\ Jaall dssain ) ‘55 ‘;3\..“.33.\»9:; OSa (.1.5)\ s caofthe lease.
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pea¥) Alas 438) g0 9 J 53 nmOfficer, Director and Shareholder Approval

Most dealerships are incorporated, or LLCs, and a check with the Secretary of State or
Corporations Commissioner will reveal the shareholders, directors and officers of the

St &l s ae iy ¢ o8Izl Al 5 ¢ @YIS ) alasscorporation, and the members of an LLC.
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A check of local records will generally reveal a d.b.a., or general partnership, whether or .43 s=<1)
Gésillnot a partnership agreement or stock has been pledged or encumbered and, if so, to whom.
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Information, regarding shareholders and officers should be acquired from sources in addition to
the factory, as the factory may not have all the information needed to assure the buyer he or she
Jss claslasis actually negotiating with the person who possesses the authority to make a contract.
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Dealers sometimes have silent partners, .3 (g) 335 dals ellay 3 (adll) xa (i léill Slad 4558 (5 yilal)
) e A Cranall S Ulal jladllor sell an interest in the business without informing the factory.
In either instance, a potential purchaser could be misled into .aieaall &3 (5525 laill & 3slas

adll ol e iagliil) I (5 _adall Qi o)) Sy ¢« llall 8 Leinegotiating with the wrong party.

SV asla 8 ©ilYou need that information to be sure you are negotiating with the right party.

In 796 F2d 345 (10th Cir), Michael Gage, president of .Gl ae s stéill o)) aSlia i) il e slel)
345 796d 2f 2Michael Gage Chevrolet, signed a "Memorandum of Agreement" to sell his store.
He 05350 0o 4l Lo g "anlii 5 jS20" a5 ¢ 4 5 p88l) JSole Gulbile () ibiie ilSia s (Ada) Cania 55 5i0al))
43 ywdhad no approval from either the Board of Directors, or the shareholders of the corporation.
Subsequently, the Board and the shareholders rejected A4S il (& Cpaalse 5 5 50Y) Gulaa (g0 480 5 g
Gage's agreement and entered into and approved a Buy-Sell Agreement, with another party that
ATk re GEY) g el b e @l ) Jsaall (ulie (peaalud) (28 5 aa g ¢ &b 3uwas consummated.
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The state court dismissed .Caaluall s Galaall (5 525 (ubisGage sued the Board and the shareholders.
The federal .4dl )2l 4aSaall i lgad ) 3ale) (ulia 5 41 a0l daSas Cusad jand Gage re-filed in federal court.
court held that when Gage (the dealer) signed a "Memorandum of Agreement" to sell, he had no
approval from either the Board or the shareholders and "without such authority (he) could not
BSA" g (Laldll) (ulbie Ledie 451 LalatY) 4xSadlvalidly contract to sell the corporation's assets."
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: Lyl &l x5 )Be aware too: states vary with respect to the number of shareholder votes required.
Some require 100%, some a two-thirds vote .Cmeabuall (e 4o slhaall ol pa¥) 22ay (Slaty Lo Jgal) alids
Adnpal) anle YU (amy g B a5l ¢ Al & 100 ) o=dland some a simple majority.



o_mlanall g o suladll 5 ) seladlAttorneys, Accountants, Brokers and other Automotive Advisors
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Attempt to determine the other party's advisors and whether they possess talent; are
knowledgeable with respect to the automobile business; and their reputations for veracity and
petizan 5 A plad 3 )lud duailly ale Y s sall elley Ja 5 (p litisall JAY) G plall aaail Al daskeeping their word.
After an investigation is completed, a decision should be made whether or not to .a825e 5 5 Aaall
Some purchases are better avoided, .Y al Ll oadll raiy G 13 e ol ) 8 (5 ¢ Baiall 2y sproceed.
Al e kil G paas ¢ Leia Juadl) & Sl jidall asregardless of the attraction.

3 a3l J s ale ulQuestions to Ask about the Business
f4dA ) d3aa Jd8 DLIWhy did the Dealership Fail or Succeed?

As in "Valuation of Dealerships" (a topic for another article), the critical question is not whether
axai" 8 LSa selling dealership's financial statements reflect a profit or a loss, but rather why?
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The fact a financial statement shows a large net operating profit and a large number of vehicles
oS g pS my Ala jeday N le A88allsold is not enough answer to answer why it is profitable.
See our website (automotiveadvisors.com) s e 058 el 4la¥) e 2 T LS G de Liall @l sl (4

The .4de(w¥) Al com.automotiveadvisors) 4Suill e Uad sa hilfor a checklist of questions.
questions must be answered before projecting whether new management will make a profit and

A la¥) o) gue Bl J8 4a ) e ade Y Ibefore deciding upon a reasonable offer for the dealership.
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bladil) 4ilSal Jilia 4iladll SlaallActual Sales vs. Planning Potential

Planning potential is important for several reasons, such as vehicle allotment, build-out

¢ Aol a2l aga Jailaaill ailSala]lotments, capitalization requirements and reasonable expectations.

A low planning potential and .4l siaall cilad il 5 ¢ Jlall Gl ) cilillatia ) Cliaradall el 53 s panadd Jie
Japladill 484l =lisihhigh volume sales may mean the working capital requirements are unrealistic.
It is almost impossible to be profitable when a .43l 5 e cilillaia JUal (ol Say 8 Classall ans gL 1
Andl po alans yo Ladie day po dbia (5585 ol L 8 disidll (e sdealership is capitalized too high, or too low.
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When questioning the factory about planning potential, not only inquire as to the number, but
also as to the manner in which the planning was derived, the date it was determined, when it is
Laieexpected to be updated, whether it reflects actual sales in the market area and if not, why not.
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The dealership's area of geographic sales and service responsibility is important both with
respect to surrounding dealers, and with respect to whether or not the factory intends to close an
) Al aga el Al g el 41 jaall ileadll y ilaasall Jlae 8 48ia iopen store, or open a new store.
Past service and a2 saie =i gl ()35 da 5i0e ghiae (3Ae) o fiad CulS 1Y) Lo (3lady Lad 5 ¢ Adapmall el
sales numbers will be of less value to future projections if the factory intends to add or delete
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Inquire of the factory, as to what the planning potential requirements would be, taking into
ole e ¢ il cilillaie f Sy Lald ¢ aiadll (e Gisdliconsideration the newly closed or opened point.

auxa jall 488 6l s Significant Document Checklist

Although some of the following items are more important when dealing with a stock sale, versus
an assets sale, visit our website (automotiveadvisors.com) for a list of documents the prospective
o Jalaill 2ie 221 o 2 5 i) sy ol (e a2 ) spurchaser should have his or her advisors collect.
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In addition, the advisors should be certain to verify addresses on insurance policies, as we have
encountered instances where the address being insured was not the address where the dealership
O siadl (6 VA Bgal g WS u..yqu\ e Cnliall (383 ) XX all (e Qi eS¢ ella &) 4laYU swas located.
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Finally, the appropriate advisors should have an understanding of past, pending and potential
litigation, DMV, factory and finance company problems, along with any settlements, payment of
sales taxes and whether or not favorable state unemployment insurance rates may be
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John Pico holds a Doctorate of Jurisprudence, is a vice president of Automotive Advisors of

sSu gs>America, Inc. and in the last 33 years has completed over 1,000 dealership transactions.
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In addition to lecturing about buying and selling automobile dealerships, Mr. Pico .4 1:000
el Mg an e B_palas I 4dlmaYUhas published two books and numerous articles on the subject.

For more tips, sources and a list .& s sall Gl CYEA (e dpaall 5 (S i oS ) SIS ¢ il
a5 milaill e 3 Wlof references and experience, go to http://www.automotiveadvisors.com/
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The one place to go for advice when investing in an automobile dealership is Automotive
Advisors of America, Inc. 48 5a¥) &l jluall jals ga o jluall & L) die o) gl ge sl ) (80 (1
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