DO CONSOLIDATORS
INCREASE THE
VALUE OF YOUR
DEALERSHIP?

Asthe consolidation of the
automobileindustry
continues, the quedtion thet
often arisssis, "Has my
dedershipincreasadin
vaue'? Dependingona
number of varidbles, the
answer to that question
couldbe "Yes'! However,
before addressng those
vaiadles, itisimportant to
understand whet factors
impect the value of a
dedership.

An automobile dedership's
worth, like most companies,
isbadcaly composed of
two dements (1) thefair
market vaue of itstangible
net assatsand (2) its
intangible asst value, usudly
recognized asitsearnings
cgpacity e<preﬁed interms
ofgoodvvlll o "bluesky”.
Before the advent of the
consolidation movemert,
most dedershipswere
bought and sold between
exiding deders, and afarly
conggtent pettern of the
condderation was given for
agore.

Inmost ingtances a
purchaser would acquire the
inventories and fixed assts
of adedership, and the

buyer would pay amultiple of
ean-ingsfor the"blue sky" of
the company. Previoudy, that
multiple tended to range
between 1 - 2 times earnings,
with some low-peforming
franchisssbringing lessand
somehigh-performing
franchisesbringing more.

However, the entry of publidy
traded ownersinto the
automobile dedership industry
introduced anew breed of
purchaser, and the traditiond
goproachesto purchasing a
dedership changed Sgnif-
icantly. Inthe early dages of
consolidtion, drategic
acquistions were modly the
rule, and prices pad for "blue

ﬁ‘ Tax Tip

Roth IRAs - An Opportunity to
teach a valuable lesson and
provide a significant retirement
benefit at the same time.

Depending upon where you find
yourself in life, encourage your
children or grandchildren to set up a
Roth IRA. Assume a child or
grandchild with an earned income of
$2,000 puts the $2,000 a year into a
Roth IRA for only 10 years,
beginning at age 16 (you may have
to give them money to fund the Roth
IRA). This $20,000 investment will
accumulate to an amount in excess of
$1.3 million of tax-free dollars at age
65, assuming a 10% rate of return.

sky" produced inflated
multiples of earnings that
bordered on the absurd.
Stock prices of the consol-
idatorsweretrading at high
levelsas Wall Street
expressd itsinitid infatuation
with the dedler socks "Blue
sky" multiples between 5 - 1€
times earmnings were not
uncommon. Early dedership
sdesrecaved high vaduations

Wl Stret, aswedl know,
may be infatuated for awnhile,
but economic redity dways
winsout inthelong term.
Accordingly, multiples pad
have decreased in recent
months, and the consolidators
are much more in tune with
the earnings capaaity of the
dedlership purchase
candidates. Currently, most
consolidetors are paying
multiplesof 3- 6times
earnings, and anumber of
factors are cdlosdly evduated.

Franchise Mix - Earnings are
the key for the consolidators
now, and higher eamning
franchisss are recaiving the
higher multiples

Dealership Profitability
Potential - While higtoricd
profitability is certanly
Important, the consolidators
aeonly interested in
dedershipsthat can generate
profits.
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Dealership Size - Dederships
with high sdesvaume
(grester than $50 million per
year) ae dearly more
desirable than those
producing asmdler des
vaume

Facility Condition & Loca-
tion - A mgor factorinan
acquistionisthegatus of a
dedershipsfadlity. An
outdated fadility inan
undesrablelocation can
sgnificantly reducethe price
theinvestor iswilling to pay
due to the subgtantial amount
thet will be required to update
thefadlity.

Contingencies - Environ-
mentd issues and contingent
ligilities (Sgnificant dedership
litigetion, etc.) can dso
dramaicdly influence the
vaue of adedership.

So, with the consolidators
playing such anintegrd rolein
recent dedership acquistions,
hasthe vaue of your deder-
ship increased over what it
wasworth just a couple of
yearsago? If you arealarge
dedership (greater than $50
millionin Aes), thereisa
good possihility thet isthe
cax If youaelocaedina
mgor metropolitan area, the
vaue increases even more.
Theownership of "hot”
franchises sold from updated
fadlitiesin adesrablelocation
can dramaticaly increese the
worth.

Ultimatdy, adedership's
vaueiswhat awilling buyer
and willing Hler agreeit's
worth. The market place,
mog assuredly, indudesthe
exigence of consolidetors as
willing buyers. However,
many factorswill influence
whether or not a. consolidator
isa potentid purchaser of

your dedership. If not, dedershipswill continueto bevaued
inafaghion amilar tothet in prior years.

Auto Team Americahas va uation professondsthat may be of
assgtance should you have any quedtions. Please cdl your locd
ATA dffice

ARE YOUR WEBSITE COSTS DEDUCTIBLE?
Website Costs

Mog auto dedersdther have their own webste or are consd-
ering having one. Webste cogsindudeinitid feesfor the
webgte design, hosting, maintenance, and support. Codsfor a
typica webste, set up and maintained by awebste service
provider, could be as follows

Initial Fees:
Website Design
Calculator Licenses
Project Management

$3,000
$500
$1.000

Total $4.500

Annual Maintenance and Support Fees:
Website Hosting ($100 per month)

Website Maintenance & Support

Online Applications Maintenance & Support

$1,200
$1,000
$300

Total $2,500

If the deder has the website in-house there would be expend-
ituresfor computer hardware and packaged software. The
maintenance and support costs would be performed by deder-
ship personnd.

IRS Deductions

The codts of awebste include computer software, page
development and design, and maintenance. The purpose of the
webste isto generate more busness and cusomer satisfaction.
Sncethisisamilar to advetiang, aredl of the cogs currently
deductible?

Since 1992, the IRS has been vigoroudy atacking expense
deductions because of alawauit it won in the U.S. Supreme
Court. If the IRS can find any future benefit from an expend-
iture, it generdly condders the cod to be nondeductible. If the
codt hasadeterminable ussful life, the IRSwill alow the cogt to
be deducted over the years through depreciation.

For example, acompany thet incurs design cogts for product
pack-aging must capitaize the cost of the design, according to
the IRS. Fick up any box of cered, and you arelooking a a
design that the IRS believes generates benefits over many years
to the cered company. The cogt of the desgn mugt be
capitdized and depreciated over fiveyears. However, a least
one recent court decison went againg the IRS and dlowed a
current deduction for the cogts. On the other hand, the IRS
does nat require car manufecturersto capitaize the cost of
developing and designing anew car. Herethe IRS saysthat the
development and design of acar isin the nature of research and

expaimentd attivities. The
IRSdlowstaxpayersto eect
to take a current deduction
for dl research and

devel opment expenses.

What about the cost of
computers and
programming? Most
computer hardware must be
capitalized and deducted
over afive-year life. Cods
of acquired computer
oftware (off-the-shelf)
generdly mugt be
depreciated over aperiod of
36 months. However, the
IRSjugt ruled thet the cogt of
deve oping computer soft-
ware qudifiesfor acurrent
tax deduction. The RS
indudesthese cogsinthe
category of deductible
research and experimentd
costs.

Conclusion

How doesthis gpply to
webgte cogts? If your
websiteis developed and
maintained by an outsde
company, you probably will
not haveto buy any com-
puter equipment or off-the-
shdf software. The charges
for your webste will be for
design, devdopment and
mantenance. Thexedl
qudify for acurrent tax
deduction as ether adver-
tisng or ressarch and experi-
mental expensss. If,
however, you develop and/or
mantain the webstein-
house, and purchase
hardware and/or off-the-shelf
Software, the cogt of the
hardware and off-the-shelf
software should be deducted
through depreciation. Either
way, ay codsfor desgn and
development of thewebste,
and the cogts for on-going
maintenance and support are
currently deductible.



