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FRANCHISE VALUE

everal terms are used interchangeably
when valuing the intangible assets of a
dealership. Some of these terms are
franchise value, blue sky, goodwill,
personal goodwill and personal covenant not-to-
compete. Personal goodwill is the goodwill that
attaches to the individual dealer, not the corpora-
tion. For some dealerships, much of the total blue
sky value is due to this personal goodwill. Gen-
erally speaking, these values are the excess amount
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affected the value for certain new-vehicle dealer-
ships over what would have been paid in the past.

As a general “real world” rule, many new-vehicle
dealerships that have performed, in the past, well
below or well above average from a profit perspec-
tive will not have a franchise value that will fall
within the normal range that some formulas com-
pute in determining franchise value. For those
dealerships that are performing below average,
without special circumstances,

paid for a dealership above the
“fair market value” of the hard
assets such as cash, accounts
receivable, inventory and fixed
assets. Many dealers and some
outside the industry call this
excess value goodwill or blue sky.

many “experts” assign too low or
no franchise value. We feel that

Carl Woodward, almost all willing buyers will pay
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Woodward & some franchise value for a new-
Associates vehicle dealership because of the

competitive situation involved in
dealership acquisitions. Also, a

It does not matter which of these
categories this excess value is called from an IRS
perspective, since they are all deductible from a
buyer’s perspective.

The profit levels of new-vehicle

willing buyer is more concerned
with profits they expect to make than the profit
history of the dealership.
please turn the page =

dealerships are determined more by
the effectiveness of the dealership’s
employees/dealer than by the fran-
chise involved, location, facilities or
any other factor. Public ownership
of new-vehicle dealerships has also
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For those dealerships that obtain well above aver-
age net profits, which in many cases are due to the
personal goodwill of the dealer, many buyers may
discount historic profits to a greater degree when

CAN TECHNOLOGY
REPLACE PERSONNEL?

he answer is yes and

no. In most cases, tech-
nology will assist and
speed up the personnel
you have, allowing them
to serve more customers
and be more effective. A
recent example of this
was at the Auto Group
meeting in Key West,
Florida, when Eric Good-
manson of BZ Productions
Sales & Marketing pre-
sented virtual managers.

This system is made up of
eight products: Virtual
Marketing Manager, Virtual Phone Manager, Virtual
Dealership, Virtual Business Development Center
(BDC) and Internet Manager, Virtual Sales Manager,
Virtual Test Drive, Virtual Trainer and Ad Tracker.
BZ realizes that technology alone will not generate
results, so it delivers a detailed training program
that gives dealers a customized strategy for their
people. Of course, these tools do not replace man-
agers, but they automate many steps, freeing the
manager to handle many more customer needs.

The Virtual BDC and Internet Manager automati-
cally executes thousands of daily activities for your
BDC to keep your dealership in contact with your
customers, to create more traffic and sales. It man-
ages and measures all customer activity for the
showroom, phone and Internet, sending multimedia
e-mails to customers throughout the sales process
and during their whole ownership cycle to bring the
customer back to the dealership for service and
sales. One strategy that has proven successful has
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they determine the franchise value. They feel that
they will not be able to equal or exceed the profit
levels of the existing dealer because of the personal
goodwill of the current dealer. %

been the use of a new
type of e-mail market-
ing in which the dealer
sends multimedia
“buzzmails” that
include animation and
sounds and look like a
television commercial.
This is not only a less
expensive method of
marketing, but it is
very easy and takes
very little of the man-
ager’s time. Also, the
Virtual Phone Manager
can make more than
100,000 calls in one minute for half the cost of a
postage stamp. This device would replace a room full
of telemarketers.
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One eye-opening statistic is that 7 out of 10 cus-
tomers (up from 6 out of 10 in 2003) use the Inter-
net before they buy, yet fewer than 3 out of 10
use the newspaper or television and radio. Also,
the average cost per sale with traditional media is
$300, while the cost per sale on the Internet is
only $135.

In the end, the customer is “king” and the most
successful dealers are very quick to adapt to mod-
ern customers by focusing on how they want to
buy rather than on how the dealership wants to
sell. The most successful dealerships in the coun-
try are adapting to changes in the way customers
are shopping for cars. Using proactive digital mar-
keting to attract, sell and keep more customers is
less expensive than traditional media and is more
measurable. ©
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TOOLS FOR MONITORING PERFORMANCE
OF YOUR SERVICE DEPARTMENT

iven the challenges being faced by most of our

dealerships in the front end these days, many are
now more keenly focused upon back-end perform-
ance and profitability. It’s often been quoted, “You
cannot manage what you cannot measure.”

One tool that some dealership groups use to manage
service advisor (SA) performance is the job stack
report or RAP report. Your dealer management
services (DMS) system creates this report. If you
are not familiar with the RAP report, it allows you
to track specific SA performance on a daily, month-
to-date or specified date basis.

Specific categories of performance for each advisor
include total repair orders (ROs) by class count
(i.e., customer pay, internals and warranty); num-
ber of operations per RO; hours, labor dollars and
parts dollars sold per RO; total labor sales and total
parts sales; total dollars per RO; and the effective
labor rate (ELR). Again, all of these totals are on
an aggregated basis. However, the RAP report
allows the dealer/manager to “drill down” into and
“explode” the detail of each advisor’s total by the
use of an “RO detail” report.

NADA ORLANDO!

he annual National Automobile Dealers Asso-

ciation (NADA) Convention has once again come
and gone. This year’s event was held in frigid
Orlando, Florida, February 11-14, 2006. Even
though temperatures dipped below freezing during
the convention, it did not stop attendees from enjoy-
ing the area and getting the most out of the conven-
tion. At least we were not in New York City, which
received a record 27 inches of snow over that week-
end. The Auto Group was once again present with
its booth. It is always nice seeing so many clients
and friends and building new relationships at the
convention.

This year’s mantra for dealers and manufacturers
alike seemed to be “Back to Basics!” During tough

Drilling down into
the detail of the
RAP report allows
for the analysis of
each of the SA’s
closed ROs on a
given date by RO
number for hours
sold, labor cost, cost
per hour, labor sales, ELR, vehicle identification
number and customer name.

In addition, your DMS can generate exception re-
ports (REX), which show additions, changes, dele-
tions and overrides executed on each RO. For ex-
ample, if you are interested in seeing the discounts
transacted, REX can show you by RO number a
description of the service, amount charged and the
discount from the standard menu price.

Given the squeeze on front-end grosses these days,
management tools such as RAP and REX may come
in handy to help your dealership maximize back-end
performance and profitability. £

times, dealers must focus on improving basic selling
and managerial principles and building customer
loyalty. There were a variety of seminars focusing on
these issues as well as an assortment of other issues
impacting the industry. There were also many ven-
dors offering new and innovative solutions helping
dealers to improve their business practices for the
upcoming year. Most of the manufacturers were also
talking the “Back to Basics!” talk, saying they will
focus on product quality, product development and
dealer relations during the upcoming year.

Obviously, a lot of the talk regarding manufactur-
ers centered on the domestics, Ford and General
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(continued from page 3)

Motors. Incoming NADA Chairman William Brad-
shaw assured dealers that his and the NADA’s
number one initiative for 2006 are industry rela-
tions. Chairman Bradshaw indicated he and NADA
would pay particular attention to relations with
troubled makes.

Despite the challenges ahead for 2006, the major-
ity of dealers have an optimistic outlook and ex-
pect to improve their profitability. Regardless, it
should prove to be an exciting year. The members
of the Auto Group look forward to seeing everyone
again at next year’s convention in lucky Las Vegas,
Nevada, February 3-6, 2007. #

For assistance, please call 1-800-4AUTOCPA or see our website at
www.autocpa.com. Headlights is prepared by the Auto€PAGroup for the
clients of its members. We are required by IRS Circular 230 to inform
you that the advice contained herein (including all attachments) was
not intended or written to be used for the purpose of avoiding any
penalties that may be imposed under Federal tax law and cannot be
used by you or any other taxpayer for the purpose of avoiding such
penalties. © 2006 Headlights
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