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October 2020 profits continued to be excellent. As you can see below 55% of dealers performed better from a
pre-tax profit perspective in October compared to September. Also, approximately 55% of dealers made 3.0% +
pre-tax profit on sales in October. Pre-tax profits have never been so good.

Monthly Profit Trends

OCTOBER OCTOBER OCTOBER OCTOBER 3%+ OCTOBER OCTOBER
BETTER THAN WORSE THAN BEST PROFIT LOSS Y-T-D
SEPTEMBER SEPTEMBER MONTH % SALES MONTH LOSS
CHRYSLER 65% 35% 25% 60% 0% 5%
FORD 40% 60% 15% 65% 10% 15%
G.M. 55% 45% 20% 60% 5% 10%
IMPORTS 55% 45% 25% 45% 5% 10%
OVERALL 55% 45% 25% 55% 5% 10%

Profit Trends

The enclosed survey reflects various financial metrics. New vehicle dealer pre-tax profits and pre-tax profits as a
percentage of sales have been the best ever for many dealers from May 2020 through October 2020. The ten
month y-t-d pre-tax net profit is 2.6% while the October 2020 pre-tax profit is 4.2% for this group of dealers,
though the average for all of our dealers is 3.4%. Remember the industry average over the last 10 years as
reported by the NADA approximates 2.5%. The typical dealer, after not having a very good March 2020 and had
a poor profit month or lost money in April, has had super profit months from May 2020 through October 2020.
The NADA reported y-t-d through September 2020 pre-tax net profit as a percentage of sales of 3.1%. This is
the best y-t-d performance we have seen in forty years. The annualized NADA sales for new vehicle dealers is
$56 million which will be less than 2019. Also y-t-d sales for the average NADA dealer is down approximately
10% from 2019. NADA reports advertising expense through September 2020 is down from 2019 approximately
20%. This is part of the reason pre-tax profits are increased in 2020 from 2019. NADA also reported floorplan
interest is down from 1.4% of total gross to a negative 0.9% of total gross. This is due to less new vehicle
inventory and also part of the reason pre-tax profits are improved in 2020. The enclosed profit survey reflects
front end used retail gross profit approximates $2,300 per unit. This is approximately $500-$600 increase from
2019. This is also a main reason pre-tax net profits and pre- tax net profit as a percentage of sales has increased
in 2020.
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Used Vehicle Writedown

Most new vehicle dealers write their used vehicle inventory down at the end of the year for income tax purposes or
should. We agree with this procedure and our office sees that this is done for almost all of our new and used vehicle
dealers that are not using used vehicle LIFO. The purpose of the writedown is to minimize and accurately reflect your
taxable income. The IRS allows dealers to value their used vehicle inventory at the lower of cost or market. This means
that if the wholesale value of the vehicle is “worth” less than what you have in it, you are allowed to adjust its value to
current wholesale market value.

We believe strongly in the above concept however, we believe the accounting of the writedown should be dealt with
in a certain way. After these vehicles have been written down, they are usually sold in the first three months of the fol-
lowing year: January, February, and March. Usually a larger than average gross profit will be shown when these vehicles
are sold and the dealership shows large “false” net profits on the monthly dealership financial statement due to the
recapture of these “writedowns.” We do not like to see this for several reasons:

It distorts the real net profit picture of the dealership.

It distorts the gross profit margins on used vehicles.

How do you pay the salespeople and sales managers on this?

When you look at your financial statement later in the year, you “feel” better about your net profits than you
should because the writedown (false) profits are in the year-to-date profits.
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The process to make this used vehicle writedown is not complicated. You need to have your staff or CPA firm “Black
Book"” each used vehicle at the end of the year. We suggest you compare your value of the vehicle with the “average
Black Book” value for that vehicle. If the “Black Book” amount is less than your value, then the difference between these
two values is the amount of writedown for that vehicle. You need to do this for all of your used vehicles and then add
up the total amount of the writedown. If you want to individually determine whether the vehicle is “rough”, “average”,
“clean”, or “extra clean” that is up to you. We suggest you use "“average” value for all vehicles. After you have the total
of the writedowns, you will make one entry to charge cost of sales- used vehicles and to either credit your used LIFO
reserve (even though you are not on used LIFO) account or credit a used vehicle with a dummy stock number. You do
not apply the writedown credit to each individual used vehicle and this credit remains on your books all year.

In summary, we suggest that you write your used vehicles down for income tax purposes. We also suggest you do
not apply this writedown to individual vehicles, but put the total amount of the writedown in used vehicle inventory as
a negative vehicle, or put it in the LIFO reserve. In each of the future years, you then will adjust this writedown reserve
amount to what it should be for that year-end.

Unemployment Compensation

We have read where states have been paying fraudulent payments for unemployment claims this year. Our state, lllinois,
has reported that they are overwhelmed with fraudulent claims. Many states send a letter to businesses when someone
has claimed unemployment benefits. We suggest you tell your office staff to carefully review each letter and confirm
with the person that they claimed unemployment. Why? If the person you received the letter for did not receive the un-
employment payment, then you need to respond in writing to the state that this person did not receive unemployment
payments. Why? You do not want this fraudulent claim to be charged to your unemployment account. Your unemploy-
ment tax rate will cost you more as the unemployment claims increase. Also, at the end of the year you might confirm
with your state unemployment department a listing of all the unemployment benefits paid in 2020 and closely review
looking for possible fraudulent payments. Where you see excessive payments, and you do not believe the person re-
ceived the unemployment benefits as reported, you need to report this to your state so they can reduce the unemploy-
ment benefits charged to your account to help reduce your unemployment tax rate and reduce future unemployment
taxes.




Monthly Sales And Profit Survey October 2020

New Gross  Used Gross Total YTD Total YTD Net Profit  Net Profit Net Profit

Make  Units New Units Used Sales Net Profit % of Sales  October % of Sales Oct
CHRY 225 $1,475 171 $1,183 $142,175,000 $2,122,000 1.5% $469,000 2.7%
CHRY 80 $1,564 115 $3,269  $75,068,000 $2,345,000 3.1% $425,000 5.2%
CHRY 70 $1,286 120 $2,432  $74,098,000 $1,858,000 2.5% $290,000 3.8%
CHRY 45 $1,920 70 $1,913  $35,367,000 $1,457,000 4.1% $230,000 6.6%
CHRY 44 $1,630 34 $2,575  $23,380,000 $463,000 2.0% $151,000 5.2%
CHRY 35 $2,955 25 $1,693  $26,254,000 $499,000 1.9% $142,000 5.3%
CHRY 49 $2,367 42 $2,207  $30,652,000 $854,000 2.8% $133,000 4.2%
CHRY 28 $2,301 42 $1,681 $20,129,000 $475,000 2.4% $130,000 5.0%
CHRY 48 $394 63 $1,622  $31,513,000 $932,000 3.0% $116,000 3.3%
CHRY 32 $1,683 29 $2,605  $24,182,000 $768,000 3.2% $92,000 3.4%
CHRY 43 $2,407 36 $3,111 $30,736,000 $591,000 1.9% $86,000 2.6%
CHRY 25 $1,288 20 $1,518  $18,855,000 $438,000 2.3% $51,000 2.6%
AVG CHRY 53 $1,673 56 $2,227  $37,836,850 $905,200 2.5% 3.9%
FORD 97 $1,798 118 $2,267  $86,997,000 $1,086,000 1.2% $302,000 3.2%
FORD 68 $1,291 94 $2,432  $51,129,000 $2,040,000 4.0% $291,000 5.2%
FORD 45 $1,920 70 $1,892  $33,677,000 $1,457,000 4.3% $230,000 6.9%
FORD 67 $1,600 52 $3,004  $38,600,000 $1,262,000 3.3% $190,000 4.1%
FORD 34 $1,480 37 $2,478  $30,391,000 $1,388,000 4.6% $170,000 5.7%
FORD 45 $1,454 44 $2,498  $35,982,000 $794,000 2.2% $100,000 2.7%
FORD 20 $2,055 43 $2,128  $18,035,000 $634,000 3.5% $98,000 5.3%
FORD 29 $2,111 33 $1,200 $24,366,000 $517,000 2.1% $94,000 3.5%
FORD 21 $2,838 48 $2,287  $19,929,000 $574,000 2.9% $93,000 4.4%
FORD 39 $2,086 32 $2,621 $26,096,000 $607,000 2.3% $90,000 3.0%
FORD 21 $2,617 12 $2,739  $11,449,000 $289,000 2.5% $68,000 4.6%
FORD 37 $3,662 23 $2,036  $25,511,000 ($51,000) -0.2% $33,000 1.2%
AVG FORD 34 $2,050 56 $2,550 $26,174,115 $649,115 2.7% 4.3%
GM 272 $1,125 174 $1,939 $137,924,000 $5,356,000 3.9% $732,000 4.4%
GM 103 $839 130 $1,942  $61,500,000 $2,392,000 3.9% $391,000 4.9%
GM 80 $816 98 $2,220  $62,294,000 $1,886,000 3.0% $262,000 3.9%
GM 45 $1,920 70 $1,913  $36,199,000 $1,457,000 4.0% $230,000 6.4%
GM 29 $1,440 57 $2,721 $30,700,000 $1,470,000 4.8% $211,000 7.1%
GM 48 $1,333 69 $3,099  $47,180,000 $989,000 2.1% $202,000 3.6%
GM 47 $2,533 53 $2,029  $44,826,000 $1,819,000 4.1% $196,000 4.2%
GM 56 $2,277 55 $1,926  $25,779,000 $751,000 2.9% $195,000 5.2%
GM 36 $1,808 53 $2,094  $22,429,000 $1,121,000 5.0% $171,000 6.2%
GM 28 $668 129 $2,681 $46,541,000 $1,565,000 3.4% $164,000 3.6%
GM 28 $869 29 $3,917  $13,115,000 $787,000 6.0% $155,000 7.5%
GM 36 $1,627 47 $2,156  $32,326,000 $1,369,000 4.2% $151,000 4.2%
GM 27 $2,664 45 $1,154  $28,119,000 $1,032,000 3.7% $147,000 4.7%
GM 36 $2,019 48 $2,375  $27,917,000 $748,000 2.7% $141,000 4.5%
GM 37 $1,638 47 $3,060  $31,032,000 $767,000 2.5% $121,000 3.7%
GM 33 $1,044 99 $1,371 $54,551,000 $891,000 1.6% $101,000 1.8%
GM 60 ($126) 68 $1,327  $48,798,000 $836,000 1.7% $96,000 1.7%
GM 59 $1,692 103 $1,509  $33,615,000 $631,000 1.9% $70,000 1.7%
AVGGM 63 $1,397 72 $2,287  $46,280,333 $1,204,100 2.6% 4.1%
IMPORT 231 $1,766 128 $2,583 $107,945,000 $2,618,000 2.4% $702,000 5.3%
IMPORT 215 $618 142 $2,787 $110,705,000 $1,437,000 1.3% $451,000 3.2%
IMPORT 102 $1,274 77 $2,256  $56,919,000 $2,923,000 5.1% $390,000 5.7%
IMPORT 33 $3,289 70 $6,287  $82,377,000 $2,763,000 3.4% $389,000 4.6%
IMPORT 111 $2,114 76 $2,155  $55,352,000 $2,263,000 4.1% $339,000 5.9%
IMPORT 62 $2,487 111 $1,363 $44,955,000 $2,416,000 5.4% $256,000 5.6%
IMPORT 28 $1,097 69 $1,783  $35,328,000 $1,455,000 4.1% $214,000 5.8%
IMPORT 30 $707 57 $2,707  $45,918,000 $1,470,000 3.2% $211,000 3.7%
IMPORT 62 $438 68 $1,191 $48,462,000 $1,674,000 3.5% $173,000 4.1%
IMPORT 101 ($611) 94 $1,373  $65,969,000 $1,926,000 2.9% $172,000 2.8%
IMPORT 33 $2,263 47 $2,982  $16,446,000 $547,000 3.3% $166,000 8.5%
IMPORT 34 $1,936 29 $3,458  $17,514,000 $980,000 5.6% $158,000 7.9%
IMPORT 88 $690 98 $1,256  $37,123,000 $520,000 1.4% $142,000 3.1%
IMPORT 54 $1,717 52 $2,667  $33,143,000 $6,000 0.0% $92,000 2.4%
IMPORT 27 $492 21 $1,945  $13,041,000 $82,000 0.6% $53,000 3.2%
AVG IMPORT 87 $1,029 73 $2,123  $51,011,850 $1,500,800 2.6% 4.4%
AVERAGE 60 $1,529 61 $2,302  $40,603,455 $1,075,485 2.6% $192,604 4.2%

MEDIAN 37 $1,592 48 $2,245  $30,792,000 $663,000 2.6% $133,000 4.0%




A
Marketing Firm

One of our dealers had a marketing firm approach them to supply certain services to the dealership. They wanted the
dealer to supply them the dealership’s I.T. username and password. This marketing firm wanted ten years of data of
every sales and service customer. Fortunately, the dealer read their agreement. It is too risky to allow any third party firm
almost unlimited access to the dealer’s data. Does any dealer have authorization from all of their customers in their I.T.
data file to share the customer's information with any third party? We know dealers allow this, but many do not realize
the legal risk they have. There was nothing in this marketing firm's agreement that limited their use of your confidential
data. Be Careful.

Another dealer sent us an email from another marketing firm. They wrote “If General Motors relies on us, why aren’t
you?" Just because they say this does not make it so. Also, if any manufacturer shares your data with unauthorized
vendors, who will be responsible if the data the manufacturer shares with third party vendors is mis-used? Probably your
dealership. Are you willing to take this risk?

New Vehicle Inventory

We measured the day’s supply of a random sample, 50 dealers, to see how much new inventory in dollars compares
from November 2020 to December 2019 based on the number of new vehicles that were sold in December 2019. The
franchises that had more dollar inventory at the end of November 2020 compared to December of 2019 included one
Lexus dealer and one Chevrolet dealer. Out of 50 dealers, only 12, had less than a 60 day’s supply based on the number
of new sold in December 2019. What does this mean? Most dealer’s have more than a 60 day’s supply at the end of
November 2020 based on the number of new sold in the month of December 2019. This indicates that if a 60 day sup-
ply of new vehicles is reasonable, most dealers now have a reasonable inventory, especially if they sold less new units in
November 2020 than December 2019. Interesting.

We also measured the day’s supply of new units at the end of November 2020 compared to the number of new
units sold in November 2019 for a different 50 dealers than above. The average Chrysler dealer had a 107 day’s supply;
average Ford dealer has a 78 day’s supply; average G.M. dealer had a 80 days’ supply; average Import dealer had a 60
day's supply; and overall average dealer had a 75 day’s supply. These two measurement groups reflect overall that deal-
er's new vehicle inventory is close to guidelines, though we recognize there are certain model shortages.

Compensation Pay Plans

We continue to see many dealers’ have wording in their commission, salary, and hourly pay plans that have some ambi-
guity. This wording can often be used against the dealer in expensive lawsuits. In “close calls” the dealer can expect to
lose and the amount of legal and professional fees to defend the dealer’s legal position can be expensive, even if the
dealer wins. We have written in the past that all dealers should have their attorney develop language for all pay plans
that there is a limited time period the employee can complain about the calculation. We suggest all dealers have such
language.
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