
Q & A 

The ins and outs of  
benchmarking with KPIs 

Stocking inventory:  
Trends and tips

Are you savvy about  
F&I employee fraud? 

Dealer Digest

 DEALER

 INSIGHTSJANUARY/FEBRUARY 2011

Stuart Goldstein, CPA
Managing Partner

p. (516) 466-3388
p. (212) 244-2936
c. (516) 993-3575
stuart@sgcpas.com

150 Great Neck Road, Suite 202
Great Neck, NY 11021
www.sgcpas.com



Key performance indicators (KPIs) 
are a way to benchmark your 
dealership against its past perfor-
mance and against other dealer-
ships. These financial measures 
allow you to chart successes and 
pinpoint deficiencies. KPIs provide 
a snapshot of your dealership at a 
particular point in time and, when 
gathered regularly, an ongoing 
report card on its health. Let’s take 
a closer look at the ins and outs.

Q: How does benchmarking with KPIs work?

A: One of your dealership’s overall KPIs might 
be total gross profit (TGP) per employee per 
month. For this category, you’d record metrics 
for 1) your own dealership, 2) the average per 
dealership in your franchise, and 3) the aver-
age for all dealerships.

For example, if your dealership has an aver-
age gross profit per employee of $6,200, 
while the average for other like dealership 
franchises is $6,600, you may have excess 
personnel. Further analysis by department 
will point you in the direction of where a 
reduction in headcount might be needed.

Q: How should you develop your KPIs?

A: When deciding which KPIs to use for your 
store, it’s helpful to ask the question, “What’s 
really important to my dealership’s stakehold-
ers: the owners, customers and employees?” 
Your KPI focus needs to be on what matters 
to these different groups.

Also, strive to get participation from all 
departments. Some employees might  
dislike the idea of having their performance 
measured — and fear what might happen  
if they’re not up to par. So be prepared for  
a challenge. But most employees will buy  
in if they understand how the information  
collected will help your dealership be suc-
cessful and meet its long-term goals.

Q: What should you measure?

A: Develop KPIs for your overall dealership 
and for individual departments or functions. 
Here are some potentially useful KPIs for  
your dealership as a whole:

o	� Net income as a percentage of sales,

o	� Employee expenses as a percentage  
of sales,

o	� Employee expenses as a percentage of TGP,

o	� Total advertising expenses as a percent-
age of TGP,

o	� Fixed expenses as a percentage of TGP,

Q & A 

The ins and outs of  
benchmarking with KPIs 

2



3

o	� Total expenses as a percentage of TGP, and

o	� New vehicles sold to used vehicles sold.

You’ll want to create separate KPIs for your 
new vehicle and used vehicle operations. You 
can use many of the same indicators for both 
areas. For example:

o	� Gross profit per retail unit,

o	� Advertising expenses per retail unit sold,

o	� Vehicle department gross profit as a  
percentage of TGP,

o	� Retailed cars to retailed trucks,

o	� Vehicle unit days supply,

o	� Average cost of ending new inventory, and

o	� Average cost of retail units sold. 

For new vehicles, you’ll want to add floor 
plan cost per retail unit sold.

Also develop KPIs for F&I, parts, service and 
body shop, if applicable. Additionally, con-
sider including an expense analysis section 
that lists costs such as employee benefits per 
employee, payroll taxes per employee, and 
rent or equivalent as a percentage of total 
sales. You also might want to include utilities 
as a percentage of rent or equivalent, tele-
phone expense per employee, non-floor-plan 
interest and so on.

Q: Where can you get KPI data to bench-
mark against?

A: Industry trade associations, such as NADA 
or a Dealer 20 Group — and benchmarking  
resources, such as those from Ward’s 
Automotive Group — can provide you with 
data on other dealerships.

Q: How can you use benchmarking results?

A: You want to have a set of KPIs that pro-
duce information you can use. For example, 
once the data is in, start by looking at 
departments that aren’t profitable — let’s 
say, used vehicles — and focus on major 
expense categories. Advertising, for instance, 
is one of the largest expenses in a dealer-
ship. To determine if your store’s advertising 
is effective, look at your “cost per used retail 
unit sold” combined with advertising expense 
as a percentage of the total used vehicle 
department gross.

You may find that you’re spending more on 
each unit in advertising than other dealers 
while your overall percentage of advertising 
to the department gross profit is comparable. 
Because advertising generally drives volume, 
not gross, the results would indicate that you 
could reduce your advertising expense on 
used units and not see a drop in the overall 
department gross. n

Identifying vehicle-buying trends and knowing 
how to react to them is part of your challenge 
as an auto dealership owner or manager. Here 
are some inventory trends and stocking tips 
to consider as you steer your store into 2011.

Trend: Used cars remain hot. All signs indicate 
that the used car market will hold strong in the 
months ahead. Total 2010 used car sales are 
estimated at about $37 million, according to 
the chief economist for Manheim Consulting, 
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a division of the Manheim auto auction 
company. While that’s less than the pre-
recession level of $40 million, it shines 
when compared to 2010 new-car sales. 
The U.S. used-to-new sales ratio was 
2.5:1 over the last decade, Manheim 
reported, but a hefty 3.2:1 in 2010. And 
the proportions are expected to remain 
over 3-to-1 this year.

Manheim also reported for 2010 
higher profits among dealerships’ 
used car operations, higher prices 
and more frequent inventory turns. 
Additionally, consumers are more  
willing to purchase higher-mileage 
used cars than in recent years — 
80,000 might be the new 50,000. This 
may open the door for the F&I department 
to increase sales of extended service plans.

Tips: Find out what models are selling in your 
market now and their purchase prices. Set used 
car pricing right from the onset, with an eye 
to quick turnover. This will limit frozen capital 
and keep inventory aging in line. Put in place a 
policy on aged used car inventory — anything 
older than 60 days should be considered for 
price reduction or wholesale. This will keep 
stock fresh. Consider investing in software that 
tracks up-to-date pricing information in your 
market — or do your own research — but price 
offerings based on real-market activity.

Trend: The supply of off-lease vehicles is 
shrinking. Off-lease vehicles as a used-car 
source has dropped off — or dried up alto-
gether. Domestic automakers, in particular, 
have cut back on leasing or eliminated the 
activity in the last few years.

Tips: To keep used car stock at a desir-
able level, investigate auction alternatives. 
But check prices and availability regularly, 
because of dips and bumps in supply and 
demand. Auction prices, for instance, were 
high in many markets in the third quarter  
of 2010 because fewer dealerships were  
taking used cars to auction.

Trend: Factories are shipping lean. Having 
learned hard lessons about overstocking in 
2009, most automakers have dramatically 
reduced the inventory they’re sending to 
dealerships. But some dealers are reporting 
new-car shipping trends as too lean, at least 
for the models that their customers want.

A whopping 73% of the 244 dealers respond-
ing to an August 2010 Automotive News 
survey, for example, said they had too few 
new vehicles in stock. And 77% reported 
they thought they had lost sales as a result. 
Dealerships working on a low gross margin 
are especially hurt in these situations.

Tips: Do whatever you can to make sure the 
factory is sending you what customers will 
buy. Still, it’s generally better to be one unit 
short than one unit over. Don’t accept all 
shipments blindly. Strengthen your relation-
ship with your factory representative, make 
sure your rep understands your market and 
keep him or her up-to-date.

Put in place a policy on  
aged used car inventory —  
anything older than 60 days 
should be considered for 
price reduction or wholesale.
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A few years ago, several employees from the 
same dealership were convicted of defrauding  
their customers, lending institutions and 
warranty companies, and some received 
stiff prison sentences. Their crimes — many 
originating in the finance and insurance (F&I) 
department — could repeat themselves in 
your dealership if you aren’t aware of the  
possible F&I schemes.

Are employees padding costs?
In this fraud, an F&I department employee 
includes items in the vehicle price that the 
customer didn’t agree to, such as destination 
fees and, most frequently, warranty costs. The 
salesperson quotes a price that doesn’t include 
the warranty fee, and then gives the customer 
the monthly payment amount that does include 
it — without getting the customer’s consent.

If the customer questions the warranty, the 
salesperson may say it’s required in order to 
lock in a certain interest rate. This is false: The 
interest rate depends on only the customer’s 
credit history.

To help prevent schemes such as this one, 
have customers fill out and sign a checklist 

acknowledging that they’ve approved or 
rejected your dealership’s various products 
(gap insurance, extended service contracts, 
rustproofing and so on). Then have account-
ing personnel compare the checklist against  
individual sales and finance contracts to verify 
that the information is accurate.

Are you savvy about  
F&I employee fraud?

Trend: Many dealerships are taking an 
“order by demand” approach. It’s not  
like the “old days,” when every customer 
could walk into your store and drive home 
with the exact model they wanted. Many 
dealers now report that customers expect  
to drive their existing vehicle for a few, or 
several, more weeks until their order arrives. 

But there are still customers out there who 
don’t want to wait.

Tips: Consider stepping up exchanges  
with other dealers within, say, 50 miles. 
Offering customers newer-model loaners  
is another option. n
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Is financing approval legitimate?
This scheme involves telling the customer 
that he or she has been approved for financ-
ing, delivering the vehicle and letting the  
customer drive it for a few weeks. But then 
the other shoe drops: A financing depart-
ment employee calls back to say that the 
loan fell through and, to keep the vehicle,  
the customer must pay a premium and a 
higher monthly payment.

Crooked employees usually practice this  
rip-off on customers with poor credit, who 
they assume feel shaky about their creditwor-
thiness. The employee knows the real pay-
ment amount and the interest rate offered  
by the financing institution before deliver-
ing the car. But he or she assumes that, after 
driving the vehicle for a time, the customer 
will develop a certain comfort level and agree 
to pay more to keep it.

To catch employees doing this, watch your 
contract-in-transit schedule to see if any deals 
are taking too long to be funded. You also 
can send out customer satisfaction surveys 
and read any responses received carefully. If 
you notice several buyers — or even one — 
complaining that their monthly payment went 
up unexpectedly, investigate further.

Another internal control: Almost all lenders 
provide some type of approval process for 
customer loans. Create a document for cus-
tomers that acknowledges they’re aware of 
the lender’s financing terms. Make sure that 
the document contains the bank’s approval 
code for the loan. 

Then have your accounting 
department compare the custom-
er’s acknowledgment of the loan 
terms with the bank’s approval. 
Accounting also should compare 
the acknowledgment document 
with other documents in the 
deal — sales contract, financing 
agreement, bank approval of 
loan and so on — to ensure that 
everything is spot-on.

Are credit scores accurate?
In this fraud, a financing department 
employee lies to the customer about his  
or her credit score, saying it’s lower than  
it really is. The employee then charges the 
customer a higher interest rate, increasing 
the dealership’s income from the sale.

Crooked employees try this on customers 
who won’t be too surprised to hear they’re 
having financing problems. Most consumers 
with strong credit ratings would know they 
were being duped.

One way to prevent this scheme — and, 
indeed, most financing-related schemes —  
is for an F&I manager to review all customer 
agreements. If a customer’s credit score 
doesn’t mesh with the interest rate being 
charged, foul play could be to blame. Just  
be sure to rotate reviewing duties among 
several F&I managers. If you don’t have  
more than one, randomly review customer 
agreements yourself on occasion.

The aftereffects
If you detect F&I fraud in action, the end 
result might be a conviction of your crooked 
employee. But think of the inestimable dam-
age to your business’s reputation as word is 
passed from the unhappy customers around 
your community. The best defense is a strong 
offense, they say, so safeguard against F&I 
fraud in all feasible ways. As a dealership 
owner, your customers’ loyalty is the trump  
in your hand of cards. n

Prevention, prevention, prevention

Training is essential to guard against fraud in any 
department at your dealership. Train all employees as 
to what is considered a fraudulent, unethical or unac-
ceptable practice. Make sure that they know you have 
a no-tolerance policy toward wrongdoing, and let 
them know the consequences of fraudulent behavior.
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Could your streetlights 
save you ’10 tax dollars?
A recent U.S. Tax Court ruling may result in 
tax savings for many auto dealerships with a 
large number of streetlights. Taxpayers can 
classify these assets on their 2010 returns 
as seven-year property rather than 15-year 
property and realize tax savings. Eligible 
assets include light fixtures, mast arms or 
brackets, light poles, wires, and bases that 
are bolted to their foundations.

But, what if you installed the streetlights 
before 2010? You can still recapture the 
missed depreciation this year if you file 
IRS Form 3115, “Application for Change in 
Accounting Method.” The change doesn’t 
require advance IRS consent, which means  
no filing fee is required. n

Consumer buying trends
Car purchasers are showing less dealership 
and brand loyalty, according to the 2010 
Chrome Consumer Survey, which examines 
how buyers make their purchases. Of those 

polled, only 24% said they selected a dealer 
because they or someone they know had 
bought from that dealer in the past —  
down from 37% in 2009. And only 35%  
of the buyers purchased the same brand  
they had in the past.

Consumers indicated that vehicle availability 
influenced their choice of dealerships, with 
20% saying they chose a dealer due to its 
online inventory listings. And 83% of respon-
dents said they were likely to shop online 
before making a buying or leasing decision. n

Why you should invest  
in your business this year
If you buy equipment or make improvements 
to your store, you might be eligible for an 
expanded tax break from Uncle Sam. Under 
the Small Business Jobs Act of 2010 (SBJA), 
the Section 179 expensing election limit has 
been increased to $500,000 for 2010 and 2011.

Under Sec. 179, you may elect to expense the 
cost of certain tangible personal property —  
equipment, furniture and off-the-shelf com-
puter software, for example — in the year of 
acquisition, instead of recovering the costs 
more slowly through depreciation deductions. 
A dollar-for-dollar phaseout starts when your 
purchases for the year exceed $2 million. A 
business can claim the expensing election 
only to offset its net income, not to reduce 
net income below zero.

Also under SBJA, the definition of eligible 
property has been expanded for 2010 and 
2011 to include up to $250,000 in qualified 
leasehold-improvement and retail-improvement 
property. And SBJA increased the eligible 
Small Business Administration loan from  
$2 million to $5 million. n




