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order (“PO”) to the vendor, specifying the repairs to be performed
and the amount authorized. The vendor will perform the repairs
as authorized and submit a bill for the authorized amount when
complete. Accounting will match the PO with the invoice and pay
the vendor. As many in the industry know, reality can typically look
quite different. A key difference between the ideal scenario and
reality is the manager may not authorize every repair, but instead
allow the vendor and a lot porter to make those assessments.
In addition, since the purchase order is required by most DMS
systems to generate a vendor check, a PO is often issued after the
repair has been performed. This scenario can invite an unethical
vendor to perpetrate fraud in several ways. For example, one
vehicle could be charged multiple times for the same repair. Or,
a repair may be billed to the dealer but was never needed in the
first place. Furthermore, the manager could engage in a kickback
arrangement, based on increased volume or higher prices
charged to the dealer.

But in busy, high-volume stores, this kind of fraudulent transaction
could very easily be overlooked.
Fuel fills, porter kickbacks and excess dent repairs are by no means
the only areas of risk. Fraudulent vendor activities can also involve
towing, wheel and leather repair, detailing and aftermarket
product installations, just to name a few.

A Prescription For Fiscal Fitness
So how do we reduce the risk of vendor-related fraud? When it
comes to protecting our physical – or fiscal – health, prevention is
far preferable to cure. Whether it’s sunscreen or internal controls,
consistent application is key. Here are some specific precautions
dealers can take:

• Original invoices - Require vendors to submit original, pre-numbered

payment, and vendor statements should be reconciled monthly. In
addition, accounting can search for duplicate charges to VIN’s by
reviewing inventory schedules or downloading data from the DMS
and verifying duplicate charges to the same control or stock number.

invoices only. Photocopies or altered invoices should not be accepted
for payment under any circumstances.
• Visual inspection - Perform a visual inspection of vehicles before and
after repairs are completed. Dedicate an on-site workspace for vendors
where work can be monitored. Periodically reconcile charges against
vehicle inventory with a visual inspection of the vehicle to ensure all
repairs have been performed.
• Reconciliation by Accounting - The accounting department should
review open and aged PO’s. Invalid or aged POs should be voided.
Vendor invoices should be matched with a PO and validated prior to

These are just a few examples of the potential risks dealers may
encounter when engaging with vendors. Be sure to take the
necessary precautions before a vendor, an employee, or both, seize
an opportunity to act unethically for personal gain. Protect your
business and reputation by applying internal controls daily and
you’ll safely enjoy more profitable days in the sun.

is required prior to initiating repairs and that the PO must be dated
and authorized on or before the repair date. POs should include the
vehicle’s VIN, stock number, odometer reading, date, authorizing
manager’s signature, description of repair, and the amount
authorized.

Another area of fraud frequently observed in dealerships
involves fuel. While gas station personnel may or may not be
directly involved, the opportunity to obtain free fuel is another
key area of exposure. How can a dealer be sure that fuel is not
being purchased for an employee’s personal vehicles or their
boat? In this case, the employee would deliberately circumvent
controls to obtain authorization for a fuel fill. But rather than
bringing a customer vehicle or a unit from inventory, he brings
his personal vehicle to the pump. Dealers often employ the use of
gas cards, paired with POs and gas tickets, which typically require
documenting the stock number of the vehicle being filled. But
once the employee leaves the dealership with this PO, it’s an
open checkbook. The gas station attendant will rarely verify if the
authorized vehicle is actually the one being fueled. Granted, the
accounting office could notice if a Toyota Corolla from inventory
had supposedly been filled with 100 gallons of diesel fuel.
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2 Avoid Getting Burned.

Before I dive into my commentary, a question and a
small disclaimer: How does a dealer secure a spot on
the Mega Dealer 100 list? Two things: 1) a significant
amount of dealership revenues and 2) a voluntary
and unaudited disclosure of these revenues.

Excerpt from article “Avoid Getting Burned”:

A Prescription For Fiscal Fitness
• Purchase Orders - Advise vendors that

• Vendor approval - An approved vendor list should be strictly

adhered to and new vendors should only be added to the DMS by
an individual other than the accounts payable clerk, or any other
individual with authority to sign purchase orders.

• Price lists - Obtain price lists in advance from vendors who provide

multiple services. Rate increases without valid explanation should be
promptly questioned.
continued on page 6
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hile perhaps obvious, it’s important to note that the following column is based on numbers that are neither absolute nor complete, once you get beyond the public companies. If you’re like me, you use the Mega Dealer 100 to
gauge which dealer groups are in growth mode and which seem to be sliding. While
the listing provides useful insights, it’s equally important to consider potential factors
that may be lurking out of sight.

a purchase order number is required prior
to initiating repairs and that the PO must
be dated and authorized on or before
the repair date. POs should include the
vehicle’s VIN, stock number, odometer
reading, date, authorizing manager’s
signature, description of repair, and the
amount authorized.

As I discuss the acquisition patterns of some privately held groups, it’s very important
to keep in mind that fast growing, privately held groups like AMSI with Terry Taylor
may not appear on the Mega Dealer 100 – but would easily rank among the top 15
dealers in the country. This is not unusual. Beyond select members of our client base,
Axiom Advisors follows other large and growing dealer groups around the country
that also would have made the cut -- but chose to remain private. Echoing our approach to due diligence on buy-sells, it’s not what you see on the books that will get
you, it’s what you don’t see that can ultimately sneak up on you.

• Multiple bids - Obtain bids from three

In 2013, we saw fewer dealership transactions than we had anticipated at the beginning of last year. We felt that given the stable 2011 and increased sales in 2012, more
buyers would reenter the market in 2013. However, I believe that because 2013 got
off to such a great start, many “would be” sellers decided to let it ride an additional
year before choosing to sell their stores. This theory appears to hold true, given the
uptick in offerings we’ve already seen in 2014.

different vendors each year to keep
current vendors honest in their pricing. The
appropriate department manager, as well
as the controller, should review these bids
and unanimously select the winning bid.
Resistance by management to engage in
this process or to change vendors without
cause should be considered a red flag.

• Vendor approval - An approved vendor
Phil Villegas
pv@axiom-auto.com
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• Multiple bids - Obtain bids from three different vendors each year

to keep current vendors honest in their pricing. The appropriate
department manager, as well as the controller, should review
these bids and unanimously select the winning bid. Resistance by
management to engage in this process or to change vendors without
cause should be considered a red flag.

The Making of a Mega Dealer – Being In The Top Ten
Doesn’t Always Mean You’re Winning By Phil Villegas

1 The Making of a Mega

Dealer – Being In The Top
Ten Doesn’t Always Mean
You’re Winning.

• Purchase Orders - Advise vendors that a purchase order number

Fueling Suspicions
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list should be strictly adhered to and new
vendors should only be added to the DMS
by an individual other than the accounts
payable clerk, or any other individual with
authority to sign purchase orders.
See the complete list on pages 5 and 6.

While last year was marked by several single-point transactions, I would describe
2013 as a year defined by the consolidation of multi-point dealership groups by
mega-privates. There was activity from the publics, but it didn’t seem to keep pace
with that of the mega-privates. Much like publicly held dealership groups, the megaprivates had to essentially sit on the acquisitional sideline in recent years due to limits
on viable opportunities. Then, 2013 presented a year where many of these groups
were ripe with cash and had bankers knocking on their doors with offers to help fuel
their expansion. These circumstances aligned perfectly for many mature groups that
had postponed exiting the market since the start of the economic downturn in 2008.
Unlike single point or small dealer groups, some of last year’s sales were by large,
more mature groups that recognized that the upside gain of trying to stretch out an
continued on page 2
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But I believe the biggest headlines of 2014 will continue to
highlight consolidation, but not the consolidation we are accustomed to talking about. I foresee two big transactions that are sure
to impact the top dealers list for 2015. I predict:

Going into transactions, mega-privates such as Larry Miller, Van
Tuyl, or Ken Garff, will often hold an acquisitional edge over public groups. Why? Because their ability to close transactions in a timely, efficient and protective manner makes them more attractive to prospective sellers. While some of the publics maintain very
streamlined deal review and negotiation processes, it’s tough
to compete with some of the mega-privates who have a dealer
group president spearheading all negotiations. Also, when going
head-to-head with privates on financial creativity with taxes, financing and extended perks, some publics simply can’t compete.

•
•

One of the names in the top 10 will be consolidated
with someone else in the top 10
We will have two or more public offerings of new
dealership groups by year’s end

While not every group will voluntarily disclose their revenues and
performance to be considered for the Mega Dealer 100 list, there
are some interesting things to note, based on the information that
was submitted to Ward’s.

An additional consideration for some multi-point dealers selling
to a public company is their ability to receive manufacturer approval on all franchises. Some publics have framework agreements with certain manufacturers that limit the number of franchises they can own or hinder approval due to substandard CSI
or facilities. More often than not, a selling dealer group will avoid
splitting up the dealer group going into the transaction.

I’m sure many of you share my reaction, when looking at the Mega
Dealer 100 list for 2014. At first glance, no big surprises. As always,
AutoNation (AN) occupies the top spot. Let’s face it, watching the
ranking of dealership groups by size the last 10 years must have
been like watching the American League standing in the 50’s, with
the Yankees perennially in taking the top spot, while the rest of
the division seemed to just interchange their runners up positions
year-to-year.

Some dealers will approach the sale with a singular focus on
achieving the highest selling number. Others, however, are also
concerned with the legacy of their stores and the livelihood of
their employees. Whether justified or not, selling to publics can
also raise concerns regarding the corporatization of their dealership and potential elimination of their employees. An additional
point helping some of these mega-dealers is the flexibility of their
business model as they enter smaller, non-metro and rural markets outside the Sunbelt states.

For the last decade, the top 10 has essentially been comprised of
publicly owned companies, along with Van Tuyl and Hendrick’s.
While there will be interchanging rankings from positions 3-9 almost every year, you don’t really start to see significant changes to
the list until you look beyond the top 10. But before we get there,
let’s take a look at some interesting developments from our top 6
players compared to last year:

While I believe we will see a significant number of transactions in
2014 compared to last year, I expect to see most of the volume coming from single-point styled transactions. Make no mistake, the
publics and mega-privates will continue to consolidate markets.

1.- AutoNation: Shows that it added 7 stores and increased its

revenues by $1.8 billion from last year. With 228 stores, it has
an average annual per store revenue of $76.8 million; representing an increase of $5.9 million from the prior year. When
you compare this year’s growth to that of Penske in place #2,
you will see an interesting contrast emerge.

2.- Penske: Shows that it added 54 stores and increased its re-

venues by $1.5 billion from last year. When looking at this,
I’m left scratching my head and asking several questions:
a. Did Penske really acquire 54 stores in 2013? Maybe, but all in
the United States? I know Penske and others have been active
abroad. But if this is the case, should the Mega Dealer numbers
reflect that? Going back to my baseball metaphor, is the World
Series really worldwide? If so, there are some very large dealer
groups outside the US that I’m sure could shake up the top 100.
b. Another question is, with 54 stores added, unless they opened very late in the year, how is it that revenues only went up
$1.5 billion? This is significantly less compared to the impact
the 7 stores AutoNation added. These are either very small
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stores (i.e. non-US market) or the year-over-year growth of their
existing stores was severely compromised.

Avoid Getting Burned

So does this have a significant impact? I believe so. Last year,
Penske enjoyed the highest revenues per store of all the public companies with annual average revenues of $94 million
per store. This year, their average store annual revenue dropped to $75.8 million, behind AutoNation, and Sonic.

By Marilou C. Vroman, CPA, CFE

Whether you want to protect your fiscal health or your physical health,
taking consistent precautions pays off.

3.- Carmax: They can open a store on any corner like Walgreens,

W

with a completely different business model and challenges
from everyone else on the list. I’m not saying that Carmax
doesn’t have its own challenges, as some of the publics and
other megas target Exclusive Pre-Owned Sales concepts, but
they are an entirely separate article.

ith the short, gloomy days of winter behind us, we’re
enjoying more hours of sunlight each day. In fact, even if
we’re not heading to the beach or pool, we’re all exposed
to varying degrees of the sun’s warm, glowing – and potentially
harmful – rays. Most of us know we can reduce our risk of skin cancer
by applying sunscreen on a daily basis. To the average person, the
virtues of seeking shade, wearing protective gear, or applying
sunscreen on a daily basis may seem overstated, unnecessary or
perhaps inconvenient. But ask anyone who has been diagnosed
with skin cancer, and their perspective is likely to be quite different.

4.- Group 1: Like Penske, they showed a big increase in store

acquisitions (27), but the revenues did not seem to be commensurate with the acquisitions. I am left wondering - as I do
with Penske - if some of these new stores are outside of the
US market. Unlike Penske, Group 1’s average annual revenue
per store only went down $1.5 million. However, likely due to
these acquisitions, they were able to take the 4th spot from
Sonic.

Stores in the 15-19 slots (Koons, Bommarito, Fletcher, Keyes and
Braman) added 0 stores in 2013, yet showed increases in revenues
exceeding 10% on average. This represents the same percentage
of increase in revenues that AutoNation and Penske had, which
were aided by acquisitions. The comparison raises questions regarding the quality of the existing operations in relation to revenues per store.

5.- Sonic: As the only public and top 19 group to reduce its dea-

lership count - and dropping from 4th to 5th place - on the
surface it would appear they are slipping. Don’t let this mislead you. While Sonic’s dealer count went down, its revenues
still went up, and they raised their average annual revenues
per store to $86.6 million, up over last year by $9.6 million per
store. If you exclude Carmax, Sonic leads all publics with per
store revenues and only trails Van Tuyl in the top 10.

So, what relevance does skin cancer have to the day-to-day work of
retail automotive professionals? Sun exposure is an apt metaphor
for risk exposure. Much like the stress of our daily lives can get in
the way of protecting our health, dealership operations and the
pressures to generate more sales revenue can be overwhelming. In
the same way we may not want to take the time to apply sunscreen
every day, managers may choose to overlook the small steps
necessary to protect their dealership from vendor-related fraud.
Odds are, with early detection, you will survive skin cancer. Similarly,
vendor fraud may not necessarily bankrupt a dealership. But, if left
unattended, it can slowly diminish the dealership’s financial health
by quietly eroding profitability.

Facts are, as long as you are not in the Fleet business, more revenues usually equals more profitability. If you were to analyze the
average revenues per store of the top 20 dealers and split up the
public groups from the privates, you would find that on average,
the per store revenues of the privates are about 30% higher on
nearly half the number of stores.

6.- Van Tuyl: The first privately held group on the list and ba-

Vendor fraud is most easily perpetrated through a lack of proper
internal controls, and/or the lax enforcement of those controls.
It may also be paired with collusion, a common fraud scheme
whereby two or more individuals conspire to commit fraud against
an organization. Collusion is usually more difficult to detect than a
fraudster acting solo.

The key take away here is that there is always talk of industry consolidation by public companies, but it never really approaches the
level where it poses a significant threat to the industry. The publics control a combined 5% of all dealerships in the US, and while
they will continue to grow, the real consolidation will continue to
occur with the dealer groups north of number 10 on the list.

sed on the available data, they are the benchmark for the
top 10 and the roadmap for other private groups to follow
with growth aspirations. The group added 4 stores since last
year, but was able to add nearly $1.1 billion in revenues. The
average annual revenue per store is $104.8 million, up $9.1
million from the previous year. My only question/comment
is: will Van Tuyl still be a privately held company at this time
next year?

Areas of Exposure
What are some specific ways a vendor may take advantage of a
dealership? In a high volume store, managers are often so busy
closing deals and getting cars “over the curb,” that they may
delegate the task of checking inventory for necessary repairs to a
porter or a salesperson. If an unethical vendor becomes aware of
this delegation of authority, they could attempt to give the porter
a $50 cash spiff to grant permission to generate an additional
$500 in repairs to the inventory than are actually necessary. The
porter is $50 richer and the vendor gets an extra $450 for doing
nothing, all while the unsuspecting dealer pays the price.

For example, a manager may collude with a vendor by guaranteeing
exclusivity to perform certain repairs or agreeing to higher pricing
in return for personal favors such as free services, gifts, or cash. The
exchange of free gifts or cash in return for preferential treatment
is known as a kickback scheme. Such schemes can be difficult to
detect because the beneficiary of the scheme often receives items
“under the table,” unbeknownst to the dealer. Kickbacks can take the
form of free services, cash reimbursements, complimentary tickets,
elaborate gifts, or any form of remuneration that yields a personal
gain for an employee. They are typically funded via excessive
billing to the dealer for the services or products being rendered (or
supposedly rendered!).

For some groups, their ascent in the Mega Dealer 100 will be the
result of growing their existing operations. For others, it will be
fueled by acquisitions. We used to quip that if one of the public
companies operated a good store, it was due to having acquired
a great store. In the end, a mega dealer may be cataloged by its
total revenues, but it’s the quality of those revenues that truly sets
dealer groups apart.

As you can see, simply looking at total annual revenues does not necessarily distinguish who may actually be on the move vs. who may
simply be camouflaging poor performance. For public companies,
revenue declines can devastate their stock prices, so acquisitions
are vital for survival as organic growth becomes increasingly challenging for large-size groups. So, the central question in evaluating
public companies on acquisition sprees becomes: if they had not
acquired - and kept the same number of stores - how much would
their revenues have increased? Or would they have gone down?

Vendor fraud can also be driven by employee complacency and
lack of enforcement of internal controls. With the pressure to focus
on sales, management may not always want to divert resources
to so-called “administrative” tasks (which are actually protective
internal controls), like issuing a purchase order before repairs are
commenced. Once certain vendors “catch on” to the dealership’s
lax approach to internal controls, the stage is set to take advantage
of the manager’s quick “rubber stamp” approval of repairs without
paying attention to the details. Once the vendor successfully
submits a fraudulent invoice, the trend will likely continue at
increased intervals and for increased amounts.

A Win-Win-Lose Proposition

Let’s take a look at dent repairs as another example. Often, these
are performed on-site by a single vendor. In an ideal scenario, a
sales manager will walk the lot to determine which vehicles in
inventory require repair. He or she will then authorize a purchase
continued on page 5
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additional year based on increased profitably could be ultimately
compromised by a diminished multiple if too many deals hit the
market simultaneously.
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But I believe the biggest headlines of 2014 will continue to
highlight consolidation, but not the consolidation we are accustomed to talking about. I foresee two big transactions that are sure
to impact the top dealers list for 2015. I predict:

Going into transactions, mega-privates such as Larry Miller, Van
Tuyl, or Ken Garff, will often hold an acquisitional edge over public groups. Why? Because their ability to close transactions in a timely, efficient and protective manner makes them more attractive to prospective sellers. While some of the publics maintain very
streamlined deal review and negotiation processes, it’s tough
to compete with some of the mega-privates who have a dealer
group president spearheading all negotiations. Also, when going
head-to-head with privates on financial creativity with taxes, financing and extended perks, some publics simply can’t compete.

•
•

One of the names in the top 10 will be consolidated
with someone else in the top 10
We will have two or more public offerings of new
dealership groups by year’s end

While not every group will voluntarily disclose their revenues and
performance to be considered for the Mega Dealer 100 list, there
are some interesting things to note, based on the information that
was submitted to Ward’s.

An additional consideration for some multi-point dealers selling
to a public company is their ability to receive manufacturer approval on all franchises. Some publics have framework agreements with certain manufacturers that limit the number of franchises they can own or hinder approval due to substandard CSI
or facilities. More often than not, a selling dealer group will avoid
splitting up the dealer group going into the transaction.

I’m sure many of you share my reaction, when looking at the Mega
Dealer 100 list for 2014. At first glance, no big surprises. As always,
AutoNation (AN) occupies the top spot. Let’s face it, watching the
ranking of dealership groups by size the last 10 years must have
been like watching the American League standing in the 50’s, with
the Yankees perennially in taking the top spot, while the rest of
the division seemed to just interchange their runners up positions
year-to-year.

Some dealers will approach the sale with a singular focus on
achieving the highest selling number. Others, however, are also
concerned with the legacy of their stores and the livelihood of
their employees. Whether justified or not, selling to publics can
also raise concerns regarding the corporatization of their dealership and potential elimination of their employees. An additional
point helping some of these mega-dealers is the flexibility of their
business model as they enter smaller, non-metro and rural markets outside the Sunbelt states.

For the last decade, the top 10 has essentially been comprised of
publicly owned companies, along with Van Tuyl and Hendrick’s.
While there will be interchanging rankings from positions 3-9 almost every year, you don’t really start to see significant changes to
the list until you look beyond the top 10. But before we get there,
let’s take a look at some interesting developments from our top 6
players compared to last year:

While I believe we will see a significant number of transactions in
2014 compared to last year, I expect to see most of the volume coming from single-point styled transactions. Make no mistake, the
publics and mega-privates will continue to consolidate markets.

1.- AutoNation: Shows that it added 7 stores and increased its

revenues by $1.8 billion from last year. With 228 stores, it has
an average annual per store revenue of $76.8 million; representing an increase of $5.9 million from the prior year. When
you compare this year’s growth to that of Penske in place #2,
you will see an interesting contrast emerge.

2.- Penske: Shows that it added 54 stores and increased its re-

venues by $1.5 billion from last year. When looking at this,
I’m left scratching my head and asking several questions:
a. Did Penske really acquire 54 stores in 2013? Maybe, but all in
the United States? I know Penske and others have been active
abroad. But if this is the case, should the Mega Dealer numbers
reflect that? Going back to my baseball metaphor, is the World
Series really worldwide? If so, there are some very large dealer
groups outside the US that I’m sure could shake up the top 100.
b. Another question is, with 54 stores added, unless they opened very late in the year, how is it that revenues only went up
$1.5 billion? This is significantly less compared to the impact
the 7 stores AutoNation added. These are either very small
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stores (i.e. non-US market) or the year-over-year growth of their
existing stores was severely compromised.

Avoid Getting Burned

So does this have a significant impact? I believe so. Last year,
Penske enjoyed the highest revenues per store of all the public companies with annual average revenues of $94 million
per store. This year, their average store annual revenue dropped to $75.8 million, behind AutoNation, and Sonic.

By Marilou C. Vroman, CPA, CFE

Whether you want to protect your fiscal health or your physical health,
taking consistent precautions pays off.

3.- Carmax: They can open a store on any corner like Walgreens,
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with a completely different business model and challenges
from everyone else on the list. I’m not saying that Carmax
doesn’t have its own challenges, as some of the publics and
other megas target Exclusive Pre-Owned Sales concepts, but
they are an entirely separate article.

ith the short, gloomy days of winter behind us, we’re
enjoying more hours of sunlight each day. In fact, even if
we’re not heading to the beach or pool, we’re all exposed
to varying degrees of the sun’s warm, glowing – and potentially
harmful – rays. Most of us know we can reduce our risk of skin cancer
by applying sunscreen on a daily basis. To the average person, the
virtues of seeking shade, wearing protective gear, or applying
sunscreen on a daily basis may seem overstated, unnecessary or
perhaps inconvenient. But ask anyone who has been diagnosed
with skin cancer, and their perspective is likely to be quite different.

4.- Group 1: Like Penske, they showed a big increase in store

acquisitions (27), but the revenues did not seem to be commensurate with the acquisitions. I am left wondering - as I do
with Penske - if some of these new stores are outside of the
US market. Unlike Penske, Group 1’s average annual revenue
per store only went down $1.5 million. However, likely due to
these acquisitions, they were able to take the 4th spot from
Sonic.

Stores in the 15-19 slots (Koons, Bommarito, Fletcher, Keyes and
Braman) added 0 stores in 2013, yet showed increases in revenues
exceeding 10% on average. This represents the same percentage
of increase in revenues that AutoNation and Penske had, which
were aided by acquisitions. The comparison raises questions regarding the quality of the existing operations in relation to revenues per store.

5.- Sonic: As the only public and top 19 group to reduce its dea-

lership count - and dropping from 4th to 5th place - on the
surface it would appear they are slipping. Don’t let this mislead you. While Sonic’s dealer count went down, its revenues
still went up, and they raised their average annual revenues
per store to $86.6 million, up over last year by $9.6 million per
store. If you exclude Carmax, Sonic leads all publics with per
store revenues and only trails Van Tuyl in the top 10.

So, what relevance does skin cancer have to the day-to-day work of
retail automotive professionals? Sun exposure is an apt metaphor
for risk exposure. Much like the stress of our daily lives can get in
the way of protecting our health, dealership operations and the
pressures to generate more sales revenue can be overwhelming. In
the same way we may not want to take the time to apply sunscreen
every day, managers may choose to overlook the small steps
necessary to protect their dealership from vendor-related fraud.
Odds are, with early detection, you will survive skin cancer. Similarly,
vendor fraud may not necessarily bankrupt a dealership. But, if left
unattended, it can slowly diminish the dealership’s financial health
by quietly eroding profitability.

Facts are, as long as you are not in the Fleet business, more revenues usually equals more profitability. If you were to analyze the
average revenues per store of the top 20 dealers and split up the
public groups from the privates, you would find that on average,
the per store revenues of the privates are about 30% higher on
nearly half the number of stores.

6.- Van Tuyl: The first privately held group on the list and ba-

Vendor fraud is most easily perpetrated through a lack of proper
internal controls, and/or the lax enforcement of those controls.
It may also be paired with collusion, a common fraud scheme
whereby two or more individuals conspire to commit fraud against
an organization. Collusion is usually more difficult to detect than a
fraudster acting solo.

The key take away here is that there is always talk of industry consolidation by public companies, but it never really approaches the
level where it poses a significant threat to the industry. The publics control a combined 5% of all dealerships in the US, and while
they will continue to grow, the real consolidation will continue to
occur with the dealer groups north of number 10 on the list.

sed on the available data, they are the benchmark for the
top 10 and the roadmap for other private groups to follow
with growth aspirations. The group added 4 stores since last
year, but was able to add nearly $1.1 billion in revenues. The
average annual revenue per store is $104.8 million, up $9.1
million from the previous year. My only question/comment
is: will Van Tuyl still be a privately held company at this time
next year?

Areas of Exposure
What are some specific ways a vendor may take advantage of a
dealership? In a high volume store, managers are often so busy
closing deals and getting cars “over the curb,” that they may
delegate the task of checking inventory for necessary repairs to a
porter or a salesperson. If an unethical vendor becomes aware of
this delegation of authority, they could attempt to give the porter
a $50 cash spiff to grant permission to generate an additional
$500 in repairs to the inventory than are actually necessary. The
porter is $50 richer and the vendor gets an extra $450 for doing
nothing, all while the unsuspecting dealer pays the price.

For example, a manager may collude with a vendor by guaranteeing
exclusivity to perform certain repairs or agreeing to higher pricing
in return for personal favors such as free services, gifts, or cash. The
exchange of free gifts or cash in return for preferential treatment
is known as a kickback scheme. Such schemes can be difficult to
detect because the beneficiary of the scheme often receives items
“under the table,” unbeknownst to the dealer. Kickbacks can take the
form of free services, cash reimbursements, complimentary tickets,
elaborate gifts, or any form of remuneration that yields a personal
gain for an employee. They are typically funded via excessive
billing to the dealer for the services or products being rendered (or
supposedly rendered!).

For some groups, their ascent in the Mega Dealer 100 will be the
result of growing their existing operations. For others, it will be
fueled by acquisitions. We used to quip that if one of the public
companies operated a good store, it was due to having acquired
a great store. In the end, a mega dealer may be cataloged by its
total revenues, but it’s the quality of those revenues that truly sets
dealer groups apart.

As you can see, simply looking at total annual revenues does not necessarily distinguish who may actually be on the move vs. who may
simply be camouflaging poor performance. For public companies,
revenue declines can devastate their stock prices, so acquisitions
are vital for survival as organic growth becomes increasingly challenging for large-size groups. So, the central question in evaluating
public companies on acquisition sprees becomes: if they had not
acquired - and kept the same number of stores - how much would
their revenues have increased? Or would they have gone down?

Vendor fraud can also be driven by employee complacency and
lack of enforcement of internal controls. With the pressure to focus
on sales, management may not always want to divert resources
to so-called “administrative” tasks (which are actually protective
internal controls), like issuing a purchase order before repairs are
commenced. Once certain vendors “catch on” to the dealership’s
lax approach to internal controls, the stage is set to take advantage
of the manager’s quick “rubber stamp” approval of repairs without
paying attention to the details. Once the vendor successfully
submits a fraudulent invoice, the trend will likely continue at
increased intervals and for increased amounts.

A Win-Win-Lose Proposition

Let’s take a look at dent repairs as another example. Often, these
are performed on-site by a single vendor. In an ideal scenario, a
sales manager will walk the lot to determine which vehicles in
inventory require repair. He or she will then authorize a purchase
continued on page 5
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compromised by a diminished multiple if too many deals hit the
market simultaneously.
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But I believe the biggest headlines of 2014 will continue to
highlight consolidation, but not the consolidation we are accustomed to talking about. I foresee two big transactions that are sure
to impact the top dealers list for 2015. I predict:

Going into transactions, mega-privates such as Larry Miller, Van
Tuyl, or Ken Garff, will often hold an acquisitional edge over public groups. Why? Because their ability to close transactions in a timely, efficient and protective manner makes them more attractive to prospective sellers. While some of the publics maintain very
streamlined deal review and negotiation processes, it’s tough
to compete with some of the mega-privates who have a dealer
group president spearheading all negotiations. Also, when going
head-to-head with privates on financial creativity with taxes, financing and extended perks, some publics simply can’t compete.

•
•

One of the names in the top 10 will be consolidated
with someone else in the top 10
We will have two or more public offerings of new
dealership groups by year’s end

While not every group will voluntarily disclose their revenues and
performance to be considered for the Mega Dealer 100 list, there
are some interesting things to note, based on the information that
was submitted to Ward’s.

An additional consideration for some multi-point dealers selling
to a public company is their ability to receive manufacturer approval on all franchises. Some publics have framework agreements with certain manufacturers that limit the number of franchises they can own or hinder approval due to substandard CSI
or facilities. More often than not, a selling dealer group will avoid
splitting up the dealer group going into the transaction.

I’m sure many of you share my reaction, when looking at the Mega
Dealer 100 list for 2014. At first glance, no big surprises. As always,
AutoNation (AN) occupies the top spot. Let’s face it, watching the
ranking of dealership groups by size the last 10 years must have
been like watching the American League standing in the 50’s, with
the Yankees perennially in taking the top spot, while the rest of
the division seemed to just interchange their runners up positions
year-to-year.

Some dealers will approach the sale with a singular focus on
achieving the highest selling number. Others, however, are also
concerned with the legacy of their stores and the livelihood of
their employees. Whether justified or not, selling to publics can
also raise concerns regarding the corporatization of their dealership and potential elimination of their employees. An additional
point helping some of these mega-dealers is the flexibility of their
business model as they enter smaller, non-metro and rural markets outside the Sunbelt states.

For the last decade, the top 10 has essentially been comprised of
publicly owned companies, along with Van Tuyl and Hendrick’s.
While there will be interchanging rankings from positions 3-9 almost every year, you don’t really start to see significant changes to
the list until you look beyond the top 10. But before we get there,
let’s take a look at some interesting developments from our top 6
players compared to last year:

While I believe we will see a significant number of transactions in
2014 compared to last year, I expect to see most of the volume coming from single-point styled transactions. Make no mistake, the
publics and mega-privates will continue to consolidate markets.

1.- AutoNation: Shows that it added 7 stores and increased its

revenues by $1.8 billion from last year. With 228 stores, it has
an average annual per store revenue of $76.8 million; representing an increase of $5.9 million from the prior year. When
you compare this year’s growth to that of Penske in place #2,
you will see an interesting contrast emerge.

2.- Penske: Shows that it added 54 stores and increased its re-

venues by $1.5 billion from last year. When looking at this,
I’m left scratching my head and asking several questions:
a. Did Penske really acquire 54 stores in 2013? Maybe, but all in
the United States? I know Penske and others have been active
abroad. But if this is the case, should the Mega Dealer numbers
reflect that? Going back to my baseball metaphor, is the World
Series really worldwide? If so, there are some very large dealer
groups outside the US that I’m sure could shake up the top 100.
b. Another question is, with 54 stores added, unless they opened very late in the year, how is it that revenues only went up
$1.5 billion? This is significantly less compared to the impact
the 7 stores AutoNation added. These are either very small

2

stores (i.e. non-US market) or the year-over-year growth of their
existing stores was severely compromised.

Avoid Getting Burned

So does this have a significant impact? I believe so. Last year,
Penske enjoyed the highest revenues per store of all the public companies with annual average revenues of $94 million
per store. This year, their average store annual revenue dropped to $75.8 million, behind AutoNation, and Sonic.

By Marilou C. Vroman, CPA, CFE

Whether you want to protect your fiscal health or your physical health,
taking consistent precautions pays off.

3.- Carmax: They can open a store on any corner like Walgreens,

W

with a completely different business model and challenges
from everyone else on the list. I’m not saying that Carmax
doesn’t have its own challenges, as some of the publics and
other megas target Exclusive Pre-Owned Sales concepts, but
they are an entirely separate article.

ith the short, gloomy days of winter behind us, we’re
enjoying more hours of sunlight each day. In fact, even if
we’re not heading to the beach or pool, we’re all exposed
to varying degrees of the sun’s warm, glowing – and potentially
harmful – rays. Most of us know we can reduce our risk of skin cancer
by applying sunscreen on a daily basis. To the average person, the
virtues of seeking shade, wearing protective gear, or applying
sunscreen on a daily basis may seem overstated, unnecessary or
perhaps inconvenient. But ask anyone who has been diagnosed
with skin cancer, and their perspective is likely to be quite different.

4.- Group 1: Like Penske, they showed a big increase in store

acquisitions (27), but the revenues did not seem to be commensurate with the acquisitions. I am left wondering - as I do
with Penske - if some of these new stores are outside of the
US market. Unlike Penske, Group 1’s average annual revenue
per store only went down $1.5 million. However, likely due to
these acquisitions, they were able to take the 4th spot from
Sonic.

Stores in the 15-19 slots (Koons, Bommarito, Fletcher, Keyes and
Braman) added 0 stores in 2013, yet showed increases in revenues
exceeding 10% on average. This represents the same percentage
of increase in revenues that AutoNation and Penske had, which
were aided by acquisitions. The comparison raises questions regarding the quality of the existing operations in relation to revenues per store.

5.- Sonic: As the only public and top 19 group to reduce its dea-

lership count - and dropping from 4th to 5th place - on the
surface it would appear they are slipping. Don’t let this mislead you. While Sonic’s dealer count went down, its revenues
still went up, and they raised their average annual revenues
per store to $86.6 million, up over last year by $9.6 million per
store. If you exclude Carmax, Sonic leads all publics with per
store revenues and only trails Van Tuyl in the top 10.

So, what relevance does skin cancer have to the day-to-day work of
retail automotive professionals? Sun exposure is an apt metaphor
for risk exposure. Much like the stress of our daily lives can get in
the way of protecting our health, dealership operations and the
pressures to generate more sales revenue can be overwhelming. In
the same way we may not want to take the time to apply sunscreen
every day, managers may choose to overlook the small steps
necessary to protect their dealership from vendor-related fraud.
Odds are, with early detection, you will survive skin cancer. Similarly,
vendor fraud may not necessarily bankrupt a dealership. But, if left
unattended, it can slowly diminish the dealership’s financial health
by quietly eroding profitability.

Facts are, as long as you are not in the Fleet business, more revenues usually equals more profitability. If you were to analyze the
average revenues per store of the top 20 dealers and split up the
public groups from the privates, you would find that on average,
the per store revenues of the privates are about 30% higher on
nearly half the number of stores.

6.- Van Tuyl: The first privately held group on the list and ba-

Vendor fraud is most easily perpetrated through a lack of proper
internal controls, and/or the lax enforcement of those controls.
It may also be paired with collusion, a common fraud scheme
whereby two or more individuals conspire to commit fraud against
an organization. Collusion is usually more difficult to detect than a
fraudster acting solo.

The key take away here is that there is always talk of industry consolidation by public companies, but it never really approaches the
level where it poses a significant threat to the industry. The publics control a combined 5% of all dealerships in the US, and while
they will continue to grow, the real consolidation will continue to
occur with the dealer groups north of number 10 on the list.

sed on the available data, they are the benchmark for the
top 10 and the roadmap for other private groups to follow
with growth aspirations. The group added 4 stores since last
year, but was able to add nearly $1.1 billion in revenues. The
average annual revenue per store is $104.8 million, up $9.1
million from the previous year. My only question/comment
is: will Van Tuyl still be a privately held company at this time
next year?

Areas of Exposure
What are some specific ways a vendor may take advantage of a
dealership? In a high volume store, managers are often so busy
closing deals and getting cars “over the curb,” that they may
delegate the task of checking inventory for necessary repairs to a
porter or a salesperson. If an unethical vendor becomes aware of
this delegation of authority, they could attempt to give the porter
a $50 cash spiff to grant permission to generate an additional
$500 in repairs to the inventory than are actually necessary. The
porter is $50 richer and the vendor gets an extra $450 for doing
nothing, all while the unsuspecting dealer pays the price.

For example, a manager may collude with a vendor by guaranteeing
exclusivity to perform certain repairs or agreeing to higher pricing
in return for personal favors such as free services, gifts, or cash. The
exchange of free gifts or cash in return for preferential treatment
is known as a kickback scheme. Such schemes can be difficult to
detect because the beneficiary of the scheme often receives items
“under the table,” unbeknownst to the dealer. Kickbacks can take the
form of free services, cash reimbursements, complimentary tickets,
elaborate gifts, or any form of remuneration that yields a personal
gain for an employee. They are typically funded via excessive
billing to the dealer for the services or products being rendered (or
supposedly rendered!).

For some groups, their ascent in the Mega Dealer 100 will be the
result of growing their existing operations. For others, it will be
fueled by acquisitions. We used to quip that if one of the public
companies operated a good store, it was due to having acquired
a great store. In the end, a mega dealer may be cataloged by its
total revenues, but it’s the quality of those revenues that truly sets
dealer groups apart.

As you can see, simply looking at total annual revenues does not necessarily distinguish who may actually be on the move vs. who may
simply be camouflaging poor performance. For public companies,
revenue declines can devastate their stock prices, so acquisitions
are vital for survival as organic growth becomes increasingly challenging for large-size groups. So, the central question in evaluating
public companies on acquisition sprees becomes: if they had not
acquired - and kept the same number of stores - how much would
their revenues have increased? Or would they have gone down?

Vendor fraud can also be driven by employee complacency and
lack of enforcement of internal controls. With the pressure to focus
on sales, management may not always want to divert resources
to so-called “administrative” tasks (which are actually protective
internal controls), like issuing a purchase order before repairs are
commenced. Once certain vendors “catch on” to the dealership’s
lax approach to internal controls, the stage is set to take advantage
of the manager’s quick “rubber stamp” approval of repairs without
paying attention to the details. Once the vendor successfully
submits a fraudulent invoice, the trend will likely continue at
increased intervals and for increased amounts.

A Win-Win-Lose Proposition

Let’s take a look at dent repairs as another example. Often, these
are performed on-site by a single vendor. In an ideal scenario, a
sales manager will walk the lot to determine which vehicles in
inventory require repair. He or she will then authorize a purchase
continued on page 5
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additional year based on increased profitably could be ultimately
compromised by a diminished multiple if too many deals hit the
market simultaneously.
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order (“PO”) to the vendor, specifying the repairs to be performed
and the amount authorized. The vendor will perform the repairs
as authorized and submit a bill for the authorized amount when
complete. Accounting will match the PO with the invoice and pay
the vendor. As many in the industry know, reality can typically look
quite different. A key difference between the ideal scenario and
reality is the manager may not authorize every repair, but instead
allow the vendor and a lot porter to make those assessments.
In addition, since the purchase order is required by most DMS
systems to generate a vendor check, a PO is often issued after the
repair has been performed. This scenario can invite an unethical
vendor to perpetrate fraud in several ways. For example, one
vehicle could be charged multiple times for the same repair. Or,
a repair may be billed to the dealer but was never needed in the
first place. Furthermore, the manager could engage in a kickback
arrangement, based on increased volume or higher prices
charged to the dealer.

But in busy, high-volume stores, this kind of fraudulent transaction
could very easily be overlooked.
Fuel fills, porter kickbacks and excess dent repairs are by no means
the only areas of risk. Fraudulent vendor activities can also involve
towing, wheel and leather repair, detailing and aftermarket
product installations, just to name a few.

A Prescription For Fiscal Fitness
So how do we reduce the risk of vendor-related fraud? When it
comes to protecting our physical – or fiscal – health, prevention is
far preferable to cure. Whether it’s sunscreen or internal controls,
consistent application is key. Here are some specific precautions
dealers can take:

• Original invoices - Require vendors to submit original, pre-numbered

payment, and vendor statements should be reconciled monthly. In
addition, accounting can search for duplicate charges to VIN’s by
reviewing inventory schedules or downloading data from the DMS
and verifying duplicate charges to the same control or stock number.

invoices only. Photocopies or altered invoices should not be accepted
for payment under any circumstances.
• Visual inspection - Perform a visual inspection of vehicles before and
after repairs are completed. Dedicate an on-site workspace for vendors
where work can be monitored. Periodically reconcile charges against
vehicle inventory with a visual inspection of the vehicle to ensure all
repairs have been performed.
• Reconciliation by Accounting - The accounting department should
review open and aged PO’s. Invalid or aged POs should be voided.
Vendor invoices should be matched with a PO and validated prior to

These are just a few examples of the potential risks dealers may
encounter when engaging with vendors. Be sure to take the
necessary precautions before a vendor, an employee, or both, seize
an opportunity to act unethically for personal gain. Protect your
business and reputation by applying internal controls daily and
you’ll safely enjoy more profitable days in the sun.

is required prior to initiating repairs and that the PO must be dated
and authorized on or before the repair date. POs should include the
vehicle’s VIN, stock number, odometer reading, date, authorizing
manager’s signature, description of repair, and the amount
authorized.

Another area of fraud frequently observed in dealerships
involves fuel. While gas station personnel may or may not be
directly involved, the opportunity to obtain free fuel is another
key area of exposure. How can a dealer be sure that fuel is not
being purchased for an employee’s personal vehicles or their
boat? In this case, the employee would deliberately circumvent
controls to obtain authorization for a fuel fill. But rather than
bringing a customer vehicle or a unit from inventory, he brings
his personal vehicle to the pump. Dealers often employ the use of
gas cards, paired with POs and gas tickets, which typically require
documenting the stock number of the vehicle being filled. But
once the employee leaves the dealership with this PO, it’s an
open checkbook. The gas station attendant will rarely verify if the
authorized vehicle is actually the one being fueled. Granted, the
accounting office could notice if a Toyota Corolla from inventory
had supposedly been filled with 100 gallons of diesel fuel.

IN THIS ISSUE

2 Avoid Getting Burned.

Before I dive into my commentary, a question and a
small disclaimer: How does a dealer secure a spot on
the Mega Dealer 100 list? Two things: 1) a significant
amount of dealership revenues and 2) a voluntary
and unaudited disclosure of these revenues.

Excerpt from article “Avoid Getting Burned”:

A Prescription For Fiscal Fitness
• Purchase Orders - Advise vendors that

• Vendor approval - An approved vendor list should be strictly

adhered to and new vendors should only be added to the DMS by
an individual other than the accounts payable clerk, or any other
individual with authority to sign purchase orders.

• Price lists - Obtain price lists in advance from vendors who provide

multiple services. Rate increases without valid explanation should be
promptly questioned.
continued on page 6
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hile perhaps obvious, it’s important to note that the following column is based on numbers that are neither absolute nor complete, once you get beyond the public companies. If you’re like me, you use the Mega Dealer 100 to
gauge which dealer groups are in growth mode and which seem to be sliding. While
the listing provides useful insights, it’s equally important to consider potential factors
that may be lurking out of sight.

a purchase order number is required prior
to initiating repairs and that the PO must
be dated and authorized on or before
the repair date. POs should include the
vehicle’s VIN, stock number, odometer
reading, date, authorizing manager’s
signature, description of repair, and the
amount authorized.

As I discuss the acquisition patterns of some privately held groups, it’s very important
to keep in mind that fast growing, privately held groups like AMSI with Terry Taylor
may not appear on the Mega Dealer 100 – but would easily rank among the top 15
dealers in the country. This is not unusual. Beyond select members of our client base,
Axiom Advisors follows other large and growing dealer groups around the country
that also would have made the cut -- but chose to remain private. Echoing our approach to due diligence on buy-sells, it’s not what you see on the books that will get
you, it’s what you don’t see that can ultimately sneak up on you.

• Multiple bids - Obtain bids from three

In 2013, we saw fewer dealership transactions than we had anticipated at the beginning of last year. We felt that given the stable 2011 and increased sales in 2012, more
buyers would reenter the market in 2013. However, I believe that because 2013 got
off to such a great start, many “would be” sellers decided to let it ride an additional
year before choosing to sell their stores. This theory appears to hold true, given the
uptick in offerings we’ve already seen in 2014.

different vendors each year to keep
current vendors honest in their pricing. The
appropriate department manager, as well
as the controller, should review these bids
and unanimously select the winning bid.
Resistance by management to engage in
this process or to change vendors without
cause should be considered a red flag.

• Vendor approval - An approved vendor
Phil Villegas
pv@axiom-auto.com
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• Multiple bids - Obtain bids from three different vendors each year

to keep current vendors honest in their pricing. The appropriate
department manager, as well as the controller, should review
these bids and unanimously select the winning bid. Resistance by
management to engage in this process or to change vendors without
cause should be considered a red flag.

The Making of a Mega Dealer – Being In The Top Ten
Doesn’t Always Mean You’re Winning By Phil Villegas

1 The Making of a Mega

Dealer – Being In The Top
Ten Doesn’t Always Mean
You’re Winning.

• Purchase Orders - Advise vendors that a purchase order number

Fueling Suspicions

JUNE 2014 - VOL. 7

list should be strictly adhered to and new
vendors should only be added to the DMS
by an individual other than the accounts
payable clerk, or any other individual with
authority to sign purchase orders.
See the complete list on pages 5 and 6.

While last year was marked by several single-point transactions, I would describe
2013 as a year defined by the consolidation of multi-point dealership groups by
mega-privates. There was activity from the publics, but it didn’t seem to keep pace
with that of the mega-privates. Much like publicly held dealership groups, the megaprivates had to essentially sit on the acquisitional sideline in recent years due to limits
on viable opportunities. Then, 2013 presented a year where many of these groups
were ripe with cash and had bankers knocking on their doors with offers to help fuel
their expansion. These circumstances aligned perfectly for many mature groups that
had postponed exiting the market since the start of the economic downturn in 2008.
Unlike single point or small dealer groups, some of last year’s sales were by large,
more mature groups that recognized that the upside gain of trying to stretch out an
continued on page 2
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order (“PO”) to the vendor, specifying the repairs to be performed
and the amount authorized. The vendor will perform the repairs
as authorized and submit a bill for the authorized amount when
complete. Accounting will match the PO with the invoice and pay
the vendor. As many in the industry know, reality can typically look
quite different. A key difference between the ideal scenario and
reality is the manager may not authorize every repair, but instead
allow the vendor and a lot porter to make those assessments.
In addition, since the purchase order is required by most DMS
systems to generate a vendor check, a PO is often issued after the
repair has been performed. This scenario can invite an unethical
vendor to perpetrate fraud in several ways. For example, one
vehicle could be charged multiple times for the same repair. Or,
a repair may be billed to the dealer but was never needed in the
first place. Furthermore, the manager could engage in a kickback
arrangement, based on increased volume or higher prices
charged to the dealer.

But in busy, high-volume stores, this kind of fraudulent transaction
could very easily be overlooked.
Fuel fills, porter kickbacks and excess dent repairs are by no means
the only areas of risk. Fraudulent vendor activities can also involve
towing, wheel and leather repair, detailing and aftermarket
product installations, just to name a few.

A Prescription For Fiscal Fitness
So how do we reduce the risk of vendor-related fraud? When it
comes to protecting our physical – or fiscal – health, prevention is
far preferable to cure. Whether it’s sunscreen or internal controls,
consistent application is key. Here are some specific precautions
dealers can take:

• Original invoices - Require vendors to submit original, pre-numbered

payment, and vendor statements should be reconciled monthly. In
addition, accounting can search for duplicate charges to VIN’s by
reviewing inventory schedules or downloading data from the DMS
and verifying duplicate charges to the same control or stock number.

invoices only. Photocopies or altered invoices should not be accepted
for payment under any circumstances.
• Visual inspection - Perform a visual inspection of vehicles before and
after repairs are completed. Dedicate an on-site workspace for vendors
where work can be monitored. Periodically reconcile charges against
vehicle inventory with a visual inspection of the vehicle to ensure all
repairs have been performed.
• Reconciliation by Accounting - The accounting department should
review open and aged PO’s. Invalid or aged POs should be voided.
Vendor invoices should be matched with a PO and validated prior to

These are just a few examples of the potential risks dealers may
encounter when engaging with vendors. Be sure to take the
necessary precautions before a vendor, an employee, or both, seize
an opportunity to act unethically for personal gain. Protect your
business and reputation by applying internal controls daily and
you’ll safely enjoy more profitable days in the sun.

is required prior to initiating repairs and that the PO must be dated
and authorized on or before the repair date. POs should include the
vehicle’s VIN, stock number, odometer reading, date, authorizing
manager’s signature, description of repair, and the amount
authorized.

Another area of fraud frequently observed in dealerships
involves fuel. While gas station personnel may or may not be
directly involved, the opportunity to obtain free fuel is another
key area of exposure. How can a dealer be sure that fuel is not
being purchased for an employee’s personal vehicles or their
boat? In this case, the employee would deliberately circumvent
controls to obtain authorization for a fuel fill. But rather than
bringing a customer vehicle or a unit from inventory, he brings
his personal vehicle to the pump. Dealers often employ the use of
gas cards, paired with POs and gas tickets, which typically require
documenting the stock number of the vehicle being filled. But
once the employee leaves the dealership with this PO, it’s an
open checkbook. The gas station attendant will rarely verify if the
authorized vehicle is actually the one being fueled. Granted, the
accounting office could notice if a Toyota Corolla from inventory
had supposedly been filled with 100 gallons of diesel fuel.

IN THIS ISSUE

2 Avoid Getting Burned.

Before I dive into my commentary, a question and a
small disclaimer: How does a dealer secure a spot on
the Mega Dealer 100 list? Two things: 1) a significant
amount of dealership revenues and 2) a voluntary
and unaudited disclosure of these revenues.

Excerpt from article “Avoid Getting Burned”:

A Prescription For Fiscal Fitness
• Purchase Orders - Advise vendors that

• Vendor approval - An approved vendor list should be strictly

adhered to and new vendors should only be added to the DMS by
an individual other than the accounts payable clerk, or any other
individual with authority to sign purchase orders.

• Price lists - Obtain price lists in advance from vendors who provide

multiple services. Rate increases without valid explanation should be
promptly questioned.
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hile perhaps obvious, it’s important to note that the following column is based on numbers that are neither absolute nor complete, once you get beyond the public companies. If you’re like me, you use the Mega Dealer 100 to
gauge which dealer groups are in growth mode and which seem to be sliding. While
the listing provides useful insights, it’s equally important to consider potential factors
that may be lurking out of sight.

a purchase order number is required prior
to initiating repairs and that the PO must
be dated and authorized on or before
the repair date. POs should include the
vehicle’s VIN, stock number, odometer
reading, date, authorizing manager’s
signature, description of repair, and the
amount authorized.

As I discuss the acquisition patterns of some privately held groups, it’s very important
to keep in mind that fast growing, privately held groups like AMSI with Terry Taylor
may not appear on the Mega Dealer 100 – but would easily rank among the top 15
dealers in the country. This is not unusual. Beyond select members of our client base,
Axiom Advisors follows other large and growing dealer groups around the country
that also would have made the cut -- but chose to remain private. Echoing our approach to due diligence on buy-sells, it’s not what you see on the books that will get
you, it’s what you don’t see that can ultimately sneak up on you.

• Multiple bids - Obtain bids from three

In 2013, we saw fewer dealership transactions than we had anticipated at the beginning of last year. We felt that given the stable 2011 and increased sales in 2012, more
buyers would reenter the market in 2013. However, I believe that because 2013 got
off to such a great start, many “would be” sellers decided to let it ride an additional
year before choosing to sell their stores. This theory appears to hold true, given the
uptick in offerings we’ve already seen in 2014.

different vendors each year to keep
current vendors honest in their pricing. The
appropriate department manager, as well
as the controller, should review these bids
and unanimously select the winning bid.
Resistance by management to engage in
this process or to change vendors without
cause should be considered a red flag.

• Vendor approval - An approved vendor
Phil Villegas
pv@axiom-auto.com
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• Multiple bids - Obtain bids from three different vendors each year

to keep current vendors honest in their pricing. The appropriate
department manager, as well as the controller, should review
these bids and unanimously select the winning bid. Resistance by
management to engage in this process or to change vendors without
cause should be considered a red flag.
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• Purchase Orders - Advise vendors that a purchase order number
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list should be strictly adhered to and new
vendors should only be added to the DMS
by an individual other than the accounts
payable clerk, or any other individual with
authority to sign purchase orders.
See the complete list on pages 5 and 6.

While last year was marked by several single-point transactions, I would describe
2013 as a year defined by the consolidation of multi-point dealership groups by
mega-privates. There was activity from the publics, but it didn’t seem to keep pace
with that of the mega-privates. Much like publicly held dealership groups, the megaprivates had to essentially sit on the acquisitional sideline in recent years due to limits
on viable opportunities. Then, 2013 presented a year where many of these groups
were ripe with cash and had bankers knocking on their doors with offers to help fuel
their expansion. These circumstances aligned perfectly for many mature groups that
had postponed exiting the market since the start of the economic downturn in 2008.
Unlike single point or small dealer groups, some of last year’s sales were by large,
more mature groups that recognized that the upside gain of trying to stretch out an
continued on page 2
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