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Dealer Standard Accounting Manual 4 5

Assets

Account 201 Cash on Hand

Balance

Cash received but not yet deposited

Debit with:

• All cash received

Controls

• Use the Cash on Hand account to control the cash flow from receipt until deposit.  Large balances in

this account may indicate several days’ receipts have accumulated.  You can and should avoid this by

daily deposits of all receipts.

• A cash receipt should be issued for each cash transaction.  All cash receipts should indicate:

− Name of the individual making the payment

− Amount paid

− Date

− Whether check or cash was received

− Reference such as Repair Order #, Stock #, or Counter Ticket #

− Signature of the individual receiving the payment

• Cash includes:

− Currency

− Checks

− Other negotiable instruments readily converted into cash

• If possible, the cash receipt clerk should have no other cash-related responsibilities, such as posting

accounts receivable, preparing and issuing checks or making cash deposits.

Credit with:

 • All daily cash deposits
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Assets

Account 201A Petty Cash Fund

Balance

Amount of cash provided to maintain a petty cash fund

Controls

• Every disbursement from petty cash must be supported with a prenumbered Petty Cash Voucher.  The

Petty Cash Voucher should indicate:

− Date

− Amount paid out

− To whom it was paid and for what purpose

− Signature of the person receiving the funds

− Approval signature of petty cash custodian or other authorized individual

• Establish a maximum amount that can be approved for payment by the custodian of the fund.  Any

amount over the maximum must be approved by the Accounting Manager.

• To reimburse the fund, all vouchers are batched and totaled to support the request for a check to

replenish the fund.

• The total of cash in the fund plus vouchers must always equal the amount set up for the petty cash

fund and, of course, agree with the balance in Account 201A.

• Petty cash should always be balanced and reimbursed on the last day of the month.

• The Accounting Manager or someone other than the petty cash custodian should be assigned to

balance the petty cash at random intervals.

Credit with:

• Amount to decrease balance in petty cash

fund as disbursements are made

Debit with:

• Initial debit to this account to set up the petty

cash fund

• Amount to increase balance in petty cash fund
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Assets

Account 202 Cash in the Bank

Balance

Amount of cash on deposit and available for dealership use

Controls

• Sub-accounts should be used if the dealership has more than one bank account.  A separate bank

account should be set up for payroll disbursements.  This facilitates bank reconciliations and

maintains confidentiality in the payroll system.  All sub-accounts (202A, 202B, etc.) must be combined

to account for Cash in the Bank on the Financial Statement.  Your chart of accounts might look

like:

202 Cash in the Bank – Regular Account

202A Cash in the Bank – Payroll Account

202B Cash in the Bank – Certificate of Deposit

• Each Cash in the Bank account must be reconciled with the bank statement every month.

• It is recommended that required signatures on checks be either:

− Dealer’s signature alone, or

− Accounting Manager’s signature plus another manager’s signature

• Checks should be issued in numeric sequence to provide adequate internal control. Unused checks

should be kept in a secure area to prevent misuse.

• Spoiled checks must not be destroyed.  All copies of spoiled checks should be marked “VOID,” have

the signature area removed, the original stapled to the file copy and filed with all other file copies.·

Credit with:

• Total of  all checks written

• Customer checks that were deposited but

returned by the bank as NSF or “Refer to

Maker”

• Debit Memos/Debit Slips issued by the bank

for transactions or adjustments reducing the

account

Debit with:

• Total of all deposits

• Amount of drafts collected by the bank

• Checks issued by the dealership but returned by

the bank as a result of  a stop payment order

• Credit Memos/Credit Slips issued by the bank

that indicate an adjustment increasing the

account balance

• Interest on Accounts

• Deposits to savings, money market accounts or

certificates of deposit
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Assets

Account 205 Contracts in Transit

Balance

Contracts submitted to finance institutions, for which funds have not yet been remitted to the

dealership or credited to the dealership’s bank account

Controls

• A schedule should be provided to the Dealer at the end of each month showing:

− Customer name

− Finance institution

− Date submitted

− Vehicle deal control #

− Amount due from the finance institution

− Explanation of any amounts due for more than one week from date of submission

• A “Contracts in Transit / Deals in Transit Hot Sheet” should be maintained and reviewed daily to

ensure there is timely receipt of all amounts due from finance institutions.

• The difference between a Contract in Transit and Vehicle Receivable is the payer.  Contracts will be

collected from financial institutions such as American Honda Finance and other banks and lenders

where the dealership has arranged the financing for the customer.  Vehicle Receivables are due from

credit unions, corporate customers, independent leasing companies and directly from the customer

where the vehicle has been delivered on a “One Pay” contract.

Credit with:

• Amount received from finance institutions on

vehicle sales contracts

Debit with:

• Amount of vehicle sales contracts authorized to

be financed by a financial institution
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Assets

Account 210 Vehicle Accounts Receivable

Balance

Amounts due from a customer on a vehicle sale exclusive of dealer arranged finance contracts

Controls

• A schedule supporting the balance in Vehicle Accounts Receivable should be prepared for the Dealer

at the end of each month. These schedules should provide:

− Customer name

− Delivery date

− Amount due

− Due date

− Vehicle Deal Control #

− Explanation of attempts to collect if amount is past due

• Vehicle Receivables should appear on a “Contracts in Transit / Deals in Transit Hot Sheet” in order to

effectively monitor receivable collection.

• Deposits on vehicle sales are not recorded in this account.  See Account 322, Customer Deposits for

proper accounting for vehicle deposits.

• The difference between a Contract in Transit and Vehicle Receivable is the payer. Contracts will be

collected from financial institutions such as Honda Finance, banks and credit unions where the

dealership has averaged financing for the customer. Vehicle receivables are due from individual and

corporate customers including fleet accounts and independent leasing companies.

Credit with:

• Payments received on a vehicle account

receivable

• Amounts collected by the bank on drafts

submitted for collection.  The bank will

generally provide a “Special Handling” memo

indicating amount collected and date

credited.

Debit with:

• Amount due on one-pay vehicle sales contracts

• Amount of “pick-up” payment due to the

dealership on vehicle sales contracts financed

with finance institutions

• Any other amounts specified in the vehicle sales

contract as due to the dealership directly from

a vehicle sales customer

• Checks received from vehicle sales customers,

deposited and subsequently returned by the

bank as NSF or “Refer to Maker”

• Amounts due from dealer trades
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Assets

Account 220 Service, Body Shop & Parts Accounts Receivable

Balance

Total amount due from Service, Body Shop and Parts customers

Controls

• An accounts receivable schedule must be maintained identifying each individual account.  All charges

and payments must be entered in this schedule.  A summary of the schedule should be prepared at

the end of each month showing:

− Customer name

− Account Control #

− Balance of the individual accounts

− Account aging (current, 30-60, 60-90, over 90 days old)

• Establish and document policies and procedures to cover the following:

− Credit evaluation, guidelines and approvals

− Past due account follow-up and collection

• Repair work completed and charged to an extended service contract or insurance company should be

charged to this account (e.g. Honda Care, Acura Care).

• Inter-company notes within a dealership organization should NOT be recorded in this account.  Use

Account 295, Other Notes/Accounts Receivable to record these inter-company receivables as your

working capital requirement calculation will be adversely affected by the improper use of the

“current” receivable account.

Credit with:

• Cash or checks presented as payment against

customers’ accounts

• Credit Memos issued to customers for

returned items or account adjustments

Debit with:

• Amount of sales for Service, Body Shop or Parts

purchases charged to customers

• Checks received in payment on account but

returned by the bank as NSF or “Refer to

Maker”
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Assets

Account 221 Factory Receivables - American Honda

Balance

Amounts billed to or recorded as receivable from American Honda by the dealership for which payment or

credit has not yet been received

Controls

• As in all Accounts Receivable accounts, it is necessary to maintain a detailed schedule.  For this

account include:

− Type of receivable, e.g., PDI      − Amount due

− Each item due      − Date of transaction

• Sub-accounts should be used when the dealership has more than one type of factory receivable.  All

sub-accounts must be combined into Account 221 on the financial statement.  Your chart of accounts

might look like:

221 Factory Receivables-PDI

221A Factory Receivables-Incentives

221B Factory Receivables-DMA

• Factory receivable reconciliation should be performed at month end against the American Honda

Balance Forward Statement to determine paid claims.

• Items outstanding at the end of the month should be presented on a schedule for Dealer review and

to determine follow-up action that may be needed.

• Incentives earned should be recorded at the time eligible vehicles are sold with incentive income

recorded in Account 002, Incentives Earned.  In addition, incentives earned should be reconciled at

every month end.  Rules for incentive programs should be read carefully to negate the chance of

chargebacks.

Credit with:

• Checks or Credit Memos from American

Honda for payment of amounts due the

dealership by American Honda

Debit with:

• Factory rebates

• Floor Plan Assistance

• Incentives earned

• Dealer Marketing Allowance

• Other items chargeable to American Honda

(other than warranty claims) such as PDI and

vehicle co-op advertising

• Amount charged to American Honda for dealer

installed accessories on field vehicles delivered

to American Honda employees
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Assets

Account 222 Factory Receivables - Other

Balance

Amounts billed to or recorded as receivable from factory other than American Honda for which payment or

credit has not yet been received

Controls

• As in all Accounts Receivable accounts, it is necessary to maintain a detailed schedule.  For this

account include:

− Type of receivable

− Each item billed

− Amount billed

− Date billed

• Items outstanding at the end of the month should be presented on a schedule for the Dealer review

and to determine follow-up action that may be needed.

Credit with:

• Payment or credit received for amounts due

from factory other than American Honda

Debit with:

• Any amounts due from factory other than

American Honda



Dealer Standard Accounting Manual 5 3

Assets

Account 223 Warranty Receivables - American Honda

Balance

Warranty and transportation claims submitted to American Honda for which payment or credit has not yet

been received

Controls

• A warranty claims schedule should be set up to reflect each claim by:

− Repair Order #

− Date

− Amount

As credit is received, the amount for each claim should be credited against the specific claim. The

balance on claims for which full credit was not received should be investigated immediately.  Minor

overages or shortages should be immediately adjusted at the time the credit memorandum is posted

to Account 067, Policy Adjustments.  Following careful review with dealership Service Management

and American Honda Field Management, claim balances representing disallowed amounts should also

be adjusted to Account 067.

• Set up a similar schedule for each category of claims (warranty or transportation).  Follow the above

procedure for all claims and credits.

Credit with:

• Payments or credit memos received as

payment for claims submitted

• Amount of claims disallowed

Debit with:

• Warranty claims submitted to American Honda

for warranty work performed on American

Honda vehicles

• Transportation damage claims submitted to

American Honda for American Honda vehicles
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Assets

Account 224 Warranty Receivables - Other

Balance

Claims submitted to factory other than American Honda for which payment or credit has not yet been

received

Controls

• A warranty claims schedule should be set up to reflect each claim by:

− Number

− Date

− Amount

As credit is received, the amount for each claim should be credited against the specific claim. The

balance on claims for which full credit was not received should be investigated immediately.   Minor

overages or shortages should be immediately adjusted at the time the credit memorandum is posted

to Account 067, Policy Adjustments.   Following careful review with dealership Service Management

and Other Factory Field Management, claim balances representing disallowed amounts should also

be adjusted to Account 067.

• Set up a similar schedule for each claims category from factories other than American Honda.

Follow the above procedure for all claims and credits.

Credit with:

• Payment or credit for factory claims other

than American Honda vehicles

Debit with:

• Warranty claims for other than American

Honda vehicles submitted to factory other than

American Honda

• Other factory claims for other than American

Honda vehicles
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Assets

Account 225 Allowance for Doubtful Accounts

Balance

Accounts receivable estimated to be uncollectable

Controls

• The Allowance Method for handling uncollectable accounts receivable allows you to write-of f an

account in the month that it is deemed to be uncollectable by debiting Account 063, Bad Debts and

crediting Account 225.  Because the IRS requires that you make a good faith effort to collect an

account prior to deeming it uncollectable, this method leaves the receivable in 210 or 220 where

collection efforts will continue until year-end.  At fiscal year end or upon the advice of tax

accountants, allowances in this account should be adjusted against the uncollectable receivable

balance in 210 or 220.

• A policy and procedure should be prepared specifying:

− At what point in the collection process an account will be designated uncollectable

− What step-by-step process should be followed in the collection procedure

− What approvals are necessary to write of f an account.  Generally, the Dealer or General Manager

should approve write-of fs at the recommendation of the Accounting Manager.

• All collection efforts should be documented and Accounts Receivable accounts designated as

Doubtful Accounts should be maintained in a separate file.

Credit with:

• Amount to increase this account based upon

dealership policy for determining allowable

amount for doubtful accounts

• Amount to reinstate an accounts receivable

previously written of f

Debit with:

• Specific accounts receivable determined to be

uncollectable

• Amount to adjust balance downward based

upon an analysis of outstanding accounts

receivable



5 6 Dealer Standard Accounting Manual

Assets

Account 226 Holdback Receivables - American Honda

Balance

Factory holdback charged to dealership for which payment or credit has not yet been received

Controls

• As in all Accounts Receivable accounts, it is necessary to maintain a detailed schedule.  For this

account include:

− Vehicle Identification Number (VIN)

− Amount of holdback per factory invoice

− Vehicle Invoice Date

• Dealers will receive credit for factory holdback for all vehicles invoiced to them by American Honda.

• Holdback statements are received monthly but credited to the Balance Forward Statement at the end

of each quarter.  We strongly recommend that factory holdback reconciliation be performed at

month end against the Dealer Holdback Statement to determine paid amounts.

• Items outstanding at the end of the month should be presented on a schedule for Dealer review and

to determine follow-up action that may be needed.

Credit with:

• Credit Memo from American Honda in

payment of factory holdback for new vehicles

invoiced to dealership

Debit with:

• Amount due from American Honda for factory

holdback on new vehicles invoiced to dealership
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Assets

Account 227 Holdback Receivables - Other

Balance

Factory holdback charged to dealership by other than American Honda for which payment or credit has not

yet been received

Controls

• As in all Accounts Receivable accounts, it is necessary to maintain a detailed schedule.  For this

account include:

− Vehicle Identification Number (VIN)

− Amount of holdback per factory invoice

− Vehicle Invoice Date

• Factory holdback reconciliation should be performed at month end against other manufacturers

Holdback Statement to determine paid amounts.

• Items outstanding at the end of the month should be presented on a schedule for Dealer review and

to determine necessary follow-up action.

Credit with:

• Credit Memo from other manufacturers in

payment of factory holdback for other new

vehicles invoiced to dealership

Debit with:

• Amount due from factories other than

American Honda for factory holdback on other

new vehicles invoiced to dealership
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Assets

Account 230 Demo Vehicles - American Honda

Balance

Cost of new American Honda vehicles, including dealer added accessories, which are in demo service

Note:  Please note that the cost of a demo vehicle, including accessories, is transferred back to new

vehicle inventory when the vehicle is taken out of demo service.  This assumes the demo was

operated on dealer plates.  Transfer “hard plated” or registered demos to used vehicle inventory.

Some states have different registration requirements for demos.  The state laws under which your

dealership operates will dictate the proper recording of vehicles removed from demo inventory.

Expenses incurred to license, service, maintain and fuel demos should not be charged to Account 230.

Charge these expenses to Account 016, Demo Expense or Account 051, Company Vehicle Expense.

Review the information provided in this manual on these two accounts to determine which account is

appropriate for such expenses.

Controls

• Maintain a schedule of demos reflecting the following information:

− Date in service

− Stock #

− Plate #

− Description

− Name of individual to whom the demo is assigned

− Vehicle cost including installed accessories

− Mileage at time of physical inventory

• Establish a written policy regarding demos that covers:

− What models are available for demo service

− Which employees are authorized to drive demos

− What accessories are approved to be added to demos

− Guidelines for removing a vehicle from demo service

− Limitations the Dealer wishes to impose on demo use

• Take a physical inventory of demos at the end of each month.  This should include a mileage check

and general condition of the vehicle.  Review the result of the inventory as well as the schedule of

demos with the New Vehicle Sales Manager or other managers responsible for vehicle inventories.

Credit with:

• Cost of new American Honda vehicles

removed from demo service, including dealer

added accessories

Debit with:

• Cost of new American Honda vehicles put into

demo service, including the cost of  any dealer

added accessories
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Assets

Account 231 Demo Vehicles - Other

Balance

Cost of new other vehicles that are in demo service, including dealer added accessories

Controls

• Maintain a schedule of demos reflecting the following information:

− Date in service

− Stock #

− Plate #

− Description

− Name of individual to whom the demo is assigned

− Vehicle cost including installed accessories

− Mileage at time of physical inventory

• Establish a written policy regarding demos that covers:

− What models are available for demo service

− Which employees are authorized to drive demos

− What accessories are approved to be added to demos

− Guidelines are removing a vehicle from demo service

− Limitations the Dealer wishes to impose on demo use

• Take a physical inventory of demos at the end of each month.  This should include a mileage check

and general condition of the vehicle.  Review the result of the inventory as well as the schedule of

demos with the New Vehicle Sales Manager or other managers responsible for vehicle inventories.

Credit with:

• Cost of new vehicles other than American

Honda removed from demo service, including

dealer added accessories

Debit with:

• Cost of new vehicles other than American

Honda put into demo service, including the cost

of any dealer added accessories



6 0 Dealer Standard Accounting Manual

Assets

Account 234 New Vehicles - American Honda

Balance

Total cost of new American Honda vehicles including dealer added accessories

Controls

• Maintain a schedule of new vehicles reflecting the following information:

− Invoice Date

− Stock #

− VIN #

− Vehicle cost including installed accessories

• Cost should not include advertising fees

• The General Manager / Dealer should take a physical inventory at the end of each month utilizing a

New Vehicle Inventory Schedule prepared by the Accounting Office.  This responsibility should not be

assigned to the New Vehicle Sales Manager.  The purpose of the physical inventory is to ensure that

each vehicle recorded in the accounting system is physically on the dealership property. Dealership

inventory records should also be reconciled with factory inventory records to make certain all sold

and dealer traded vehicles have been reported to the factory.

• LIFO entries should be recorded in Account 242, LIFO Reserve New Vehicle.  This entry should be

recorded on the calendar year end statement submitted to American Honda and should be based on

an analysis and schedules prepared by outside accountants.

• The cost of repairs for body damage occurring on dealership premises should not be charged to

inventory.  Amounts not recoverable from insurance coverage should be charged to Account 906,

Casualty Losses or Account 016, Demo Expense.

Credit with:

• Cost of new American Honda vehicles sold

• Cost of new American Honda vehicles sold or

traded to other American Honda dealers

• Cost of new American Honda vehicles

transferred to demo service

• Cost of equipment or accessories removed

from new American Honda vehicles in

inventory

Debit with:

• Factory cost of  all new vehicles purchased from

American Honda

• Cost of all new American Honda vehicles

purchased or traded from other American

Honda dealers

• Cost of all dealer added equipment and

accessories installed on vehicles in inventory

• Cost of demos transferred back to new vehicle

inventory from demo inventory
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Assets

Account 235 New Vehicles - Other

Balance

Total cost of new other vehicles including dealer added accessories

Note:  Many banks require immediate payof f of  flooring on new vehicles traded out of inventory to

other dealers.  Such a transaction would result in a debit to Account 324, Notes Payable - New

Vehicles & Demos and a credit to Account 202, Cash in the Bank for the amount floored for that

vehicle.

Controls

• Maintain a schedule of new vehicles reflecting the following information:

− Invoice Date      − Stock #

− Vehicle cost including installed accessories      − VIN #

• The cost schedule of new vehicles, based on factory invoice, includes the base price, factory installed

accessories and freight. It does not include advertising fees.

• The General Manager / Dealer should take a physical inventory at the end of each month utilizing a

New Vehicle Inventory Schedule prepared by the Accounting Office.  This responsibility should not be

assigned to the New Vehicle Sales Manager.  The purpose of the physical inventory is to ensure that

all vehicle inventory recorded in the accounting system is physically on the dealership property.

Dealership inventory records should also be reconciled with factory inventory records to make

certain all sold and dealer traded vehicles have been reported to the factory.

• LIFO entries should be recorded in Account 242, LIFO Reserve New Vehicle.  This entry should be

recorded on the calendar year end statement submitted to American Honda and should be based on

an analysis and schedules prepared by outside accountants.

• The cost of repairs for body damage occurring on dealership premises should not be charged to

inventory.  Amounts not recoverable from insurance coverage should be charged to Account 906,

Casualty Losses or Account 016, Demo Expense.

Credit with:

• Cost of new other vehicles sold

• Cost of new other vehicles sold or traded to

other new vehicle dealers

• Cost of new other vehicles transferred to

demo service  (See Account 231 in this

manual)

• Cost of equipment or accessories removed

from new other vehicles in inventory

Debit with:

• Factory cost of  all new vehicles purchased from

other manufacturer

• Agreed upon cost of all new other vehicles

purchased or traded from other dealers

• Cost of all dealer added equipment and

accessories

• Cost of demos transferred back to new vehicle

other inventory from demo other inventory
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Assets

Account 242 LIFO Reserve - New Vehicles

Balance

Accumulated LIFO Reserve for all dealerships who have elected to use the LIFO method of valuing new

vehicle inventories

Controls

• The calculation of the LIFO Reserve and the documentation required to substantiate the amounts

reserved are very complicated.  Any decision to adopt the LIFO method of inventory valuation and

any procedures adopted for accounting and financial reporting under LIFO should be made with the

advice of competent tax counsel.

• All dealerships using LIFO should calculate their Working Capital as follows:

Total Current Assets

+ LIFO Reserve 242

+ LIFO Reserve 259

+ LIFO Reserve 169

- Total Current Liabilities

Credit with:

• Adjustments required to increase the reserve

as shown in Account 910

Debit with:

• Adjustments required to reduce the reserve as

shown in Account 810
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Liabilities

Account 300 Accounts Payable - Trade Creditors

Balance

Total amount authorized for payment to vendors

Controls

• This account requires a supporting schedule.  The accounting system should provide the following

information by vendor:

− Invoice number and date

− Invoice amount

− Balance due

− Amount paid

• The “Balance Due” column should be subtotaled by vendor and the grand total should agree with the

balance in Account 300.

• Accounts Payable files should be organized alphabetically by vendor name and each vendor file

should be organized by the months of the year.

• It is essential that written policies and procedures be established regarding control of  accounts

payable.  The policies and procedures should address the following subjects:

− The use of purchase orders

− Approval of selected vendors

− Managers authorized to approve purchases

− Authorized limits without prior approval of  the Dealer or an individual the Dealer designates

− Documents required to support payment

− How vendors are to be paid - per vendor terms or on a day specified by the Dealer

− Internal control system - to prevent employee misuse of dealership funds

• Account 300 is a control account.  No payments should be made to any vendors before being set up in

Account 300.  This rule should hold regardless of the amount due or the length of time from receipt

of invoice to disbursement of payment.

Credit with:

• Invoices received from vendors and

authorized for payment

• Invoices received from American Honda

charged to the balance forward statement

Debit with:

• Payments made on open accounts with vendors

• Adjustments or credit memos received from

vendors

• Payments or debits made to the American

Honda balance forward statement
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Net Worth & Contra Assets

Account 360 Capital Stock

Balance

Total dealership stock which is issued and outstanding at par or stated value

Controls

• Issuance of capital stock requires the approval of the state in which the dealership is incorporated.

This usually requires legal counsel.  It is advisable to take advantage of legal counsel at the same time

to determine the process and documentation required to issue additional stock, retire stock or buy

back stock as Treasury Stock.

• Most dealerships use only one class of stock.  However, should the dealership determine that

additional classes of stock are to its benefit, sub-accounts should be used to identify and control each

class of stock.

• All transactions in this account must be made using par value or stated value per share.  Any

premium or discount on a stock transaction should be reflected in Account 361, Additional Paid in

Capital.

Credit with:

• Par value or stated value of stock in the

dealership which is issued and outstanding

Debit with:

• Par value or stated value of stock in the

dealership which is purchased back by the

dealership and retired
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Variable Selling Expenses

Account 011 Salespeople Compensation

Balance

Compensation paid or accrued for salespeople except absentee wages and compensation earned on

financing, insurance contracts and service contracts

Typical Items Charged to This Account

• Compensation paid to salespeople:

− Salaries

− Guarantees

− Commissions

− Incentives

− Bonuses

− Vehicle Allowances

• Prizes awarded to salespeople:

− Trips

− Gift items

− Merchandise certificates

Controls

• The regular pay plan, as well as incentive or bonus programs, for salespeople should be in writing.  A

written pay plan detailing the commission structure, at what point a voucher is payable and how

debit vouchers are to be handled will help avoid problems on payday.

• The Accounting Manager must have a copy of the written pay plan, incentive programs and bonus

programs to assure proper accounting for salespeople compensation.  Having these plans and

programs in writing not only reduces misunderstanding about compensation, but also represents a

basis for an accurate accrual of expenses to the month in which the cost was incurred.

• The Sales Manager should make individual compensation calculations.

Credit with:

• Adjustments to salespeople’s compensation

previously recorded

Debit with:

• All compensation earned by salespeople, except

compensation earned on financing, insurance

contracts, service contracts and absentee wages
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Personnel Expenses

Account 020 Compensation - Owners

Balance

Compensation, excluding bonuses, paid to Owners

Debit with:

• Compensation paid to Owners as specified by

the Board of Directors, but not including

bonuses

• Compensation paid as salary to partners as

specified in the partnership agreement

• Compensation paid as salary to a proprietor

Controls

• Owners’ Bonuses, Dividends and Draws should be charged to the appropriate account listed below.

Do not charge these items to Account 020.

Bonuses Account 097, Bonuses – Owners

Dividends Account 375, Dividends

Draw Account 390, Drawings

Draws should be specifically identified per the partnership agreement

• Department allocation of Owner compensation can be based on one of several methods such as:

− The Dealer’s best estimate of the owner’s contribution to each department

− Departmental gross profit contribution

− Equal share

− Time devoted to each department
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Semi-Fixed Expenses

Account 051 Company Vehicle Expense

Balance

Cost of maintenance and operation of vehicles used in dealership business other than those classified as

vehicle sales department demos, lease or rental vehicles

Typical Items Charged to This Account

• Gasoline

• Detail

• Registration and title

• Service for:

− Executive vehicles not used as demonstrators

− Loaner vehicles for customers (not used as rentals)

− Parts truck

− Wrecker

• Expenses related to operating and maintaining demonstrators assigned to administration, service,

parts and body shop personnel

Controls

• A policy should be established and approved by the Dealer assigning a specific manager responsibility

for maintenance and control of company vehicles.  For example, the Parts Manager should be

responsible for the parts truck; the Service Manager should be responsible for loaner vehicles, etc.

• The cost of company vehicles that cannot be identified with a specific operating department should

be distributed to the departments using a reasonable, fair and consistent allocation formula.  See the

Expense Classification and Distribution section of this manual for more information on allocation of

expenses.

• All dealerships should have a signed company vehicle agreement for each employee assigned a

vehicle.  This agreement should outline the dealership’s policy regarding vehicle use, charges if any,

insurance, responsibility in case of an accident, etc.

Debit with:

• Cost of operating and maintaining vehicles used

in the dealership business not including sales

department demonstrators or lease and rental

vehicles
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Fixed Expenses

Account 080 Rent

Balance

Lease and rent costs on buildings and land used in dealership operations

Typical Items Charged to This Account

• Lease or rental of buildings

• Lease or rental of storage lot

• Lease or rental of used vehicle lot

• Property taxes or insurance when included in the monthly lease or rental payment

Controls

• The Accounting Manager should have access to all lease or rental agreements covering buildings and

property used in dealership operations.  The Accounting Manager should prepare a summary of the

details of the agreement including:

− Date the agreement begins

− Dates when the lease or rental payment is scheduled to be changed or renegotiated and basis for

such a change.

− Date the agreement is to terminate

− Whether lessor or lessee is responsible for property maintenance and which party pays for

improvements.

• In the event the dealership is responsible for the payment of taxes or insurance directly to the taxing

authority or insurance carrier, such payments should be charged to Account 084, Taxes - Real Estate

or Account 085, Insurance - Buildings and Improvements.  Taxes or insurance included in the

monthly payment of rent can be charged to Account 080.

• Rent should be distributed to the operating departments based upon a formula developed from

information provided in the “Expense Classification and Distribution” section of this manual.

Debit with:

• Cost of monthly lease or rental payments on

land or buildings used in dealership operations

Credit with:

• Amounts received from subletting part of the

premises occupied by the dealership
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Bonuses, Other Income & Estimated Income Tax

Account 096 Bonuses - Employees

Balance

Provision for employees’ bonuses for the year

Debit with:

• Monthly provision for employees’ bonuses

based on a bonus program approved by the

Owner(s)

Typical Items Charged to This Account

• The entries to this account should be debits resulting from the accrual for Employee Bonuses with

the offsetting credit to Account 338, Employees’ Bonuses Payable or resulting from Bonuses Paid on a

monthly basis

• There may be additional debit or credit entries to this account resulting from adjustments to the

balance in Account 338, Employees’ Bonus Payable

• Do not use this account for incentive or bonus payments to vehicle salespeople.  Those expenses

should be charged to Account 011, Salespeople Compensation.

Controls

• This account should be used for employee bonuses that are determined to be above and beyond the

normal boundaries of regular compensation plans and are not intended to be allocated to an

operating department.

• Do not include normal “bonuses” that are part of manager compensation. For example, department

manager pay based on “salary plus % of gross profit” should be debited to Account 021,

Compensation – Supervisor.

• The Accounting Manager should have a copy of all bonus plans in order to correctly accrue bonuses

on a monthly basis.

• The bonus plan should be reviewed by tax counsel to be certain it meets all requirements for

deductibility.  The plan should also be in writing and be approved by resolution of the Board of

Directors.

• Review the “Controls” section of Account 338, Employees’ Bonuses Payable for additional information

on accounting for employee bonuses.
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Additions to Income

Account 800 Cash Discount Earned

Balance

Income earned from taking cash discounts on payments to vendors

Controls

• Taking cash discounts of fered by vendors is a good financial management practice for the dealership.

Of course, the full terms of fered by the vendor must be known in order to make this determination.

• Dealerships should maintain a list of  vendors of fering early payment discounts and establish an

internal procedure that ensures that payments are made on time and discounts received.

Credit with:

• Discounts earned as a result of  timely payment

of vendor invoices
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Deductions from Income

Account 900 Cash Discount Allowed

Balance

Discounts allowed for payments received within the discount period or discounts for cash payment

Controls

• This account will be used only by dealerships that provide discounts to their customers for payment

within a discount period as specified by the dealership.  Some dealerships also allow discounts for

cash payment rather than credit card payment.

• The fact that this account is included in the Financial Statement should not be interpreted as a

recommendation that a discount program be used.  The use of a discount program for dealership

customers is entirely at the discretion of the Dealer.

• Discounts related to service coupons (e.g., 10% of f) should be charged to Account 062, Advertising -

Service, Body, Parts & Accessories.

Debit with:

• Discounts allowed to credit customers for

payment of charges within discount period

• Discounts allowed for cash payment versus

credit card or charge account
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Other Variable Income & Deductions

Account 002A Incentives Earned (Income)

Balance

American Honda incentives earned during the current business year

Controls

• Incentives should be recorded when earned and not when the payment is received from the factory.

• As this income is recorded and recognized in Account 221, Factory Receivables - American Honda.

A schedule supporting the amounts claimed should be prepared and maintained until all amounts

have been paid.  This schedule should include:

− VIN #

− Date sold or purchased

− Amount of incentive earned

− Incentive program name or description

− Customer name

• This schedule should be reviewed monthly and all unpaid incentives followed up accordingly.

Debit with:

• Reversal of incentives previously recorded that

were denied

Credit with:

• Promotional allowances earned from American

Honda on the sale or purchase of new American

Honda vehicles
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Sales and Cost of Sales

Accounts 400 - 416 New Vehicles - American Honda Retail

Accounts 600 - 616

Balance (Sales:  Account 400 - 416)

Accumulated sales price, net of discounts and

over-allowances, of new American Honda vehicles

sold at retail

Balance (Cost of Sales: Account 600 - 616)

Inventory value of new American Honda vehicles

sold at retail

Controls

• Vehicles sold through these accounts should be carried in the inventory Account 234, New American

Honda Vehicles.

• Dealer trades are direct inventory transfers and should not be processed as sales through these

accounts.  It is recommended that inventory transfers resulting from dealer trades be recorded in the

vehicle purchase journal. Income on dealer trades should be recorded in Account 809.

• In some states, adjacent counties have different sales tax rates.  This can cause difficulty when you

prepare sales tax returns.  The use of sub-accounts may simplify the gathering of data necessary to

prepare these returns.  Remember to total the balance in sub-accounts when presenting the general

account on the Financial Statement.

• The Accounting Manager must have a procedure to assure that all sales are recorded each month.

This can usually be accomplished by using report of sale documents.

• The report of sale is generally a numbered document supplied by the state.  Usually, the state

Department of Motor Vehicles requires the dealership to account for all report of  sale documents.

Therefore, all document numbers must be accounted for each month, from the number following the

last document of the previous month through the number on the next unused document.

Credit Sales with:

• Sales price of new American Honda vehicles

sold at retail including dealer installed

accessories, see Account 009, Aftermarket

Income.

Debit Cost of Sales with:

• Inventory value of new American Honda

vehicles sold at retail including the cost of

dealer installed accessories
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Glossary of Accounting and Financial Terms

Absorption

Percent of overhead expenses covered by gross profit from service, body shop and parts departments

(also known as fixed coverage).

Accounting System

An organized method of recording transactions of a business and reporting operating results in a

predetermined format.

Accounts Payable

Payments due vendors, trade customers and trade creditors for products or services already received by

dealership.

Accounts Receivable

Money owed to the dealership for products or services already delivered.

Accrual Basis Accounting

The method of record keeping wherein all income earned and all expenses incurred, regardless of when

collected or paid, are recorded in the accounting records in the period in which they are earned or

incurred.

Accruals

Expenses which have been incurred but not yet paid. Also, income which has been earned but not

received in cash.

Accumulated Depreciation

The accumulated total of amounts charged to a depreciation expense.

Actual Time

Hours spent by technicians to perform assigned work on repair orders.

Additional Paid-In Capital

Amounts of cash or other property from owners/officers above the par or assigned value of stock.

Additions to Income

Income derived from sources other than regular dealership activities.

Allowance for Doubtful Accounts

Estimated amount of accounts and notes receivable that may not be collected.

Amortization

Equivalent of depreciation for intangible assets and leasehold improvements.

Amortization of Leaseholds

Periodic charges to allocate the cost of capital improvements on leased property, written of f over a

period deemed appropriate by IRS regulations.

Appraisal

Establishing the actual cash value of a used vehicle or non-automotive item.
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