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Module 1: Intro to Automotive Accounting

· Debit v. Credit
· For a Dship: 
· bank debits account when money is deposited
· bank credits account when check is written or money is withdrawn



· T account: think of Washington D.C., debit on the left, credit on the right

__debit__________________________credit__
|
|
|
|
|

· Usual debit accounts: ACE
· Assets
· Cost of Sales
· Expenses

· Usual credit accounts: LOGS
· Liabilities
· Owner’s equity
· Gross Profit
· Sales


· Cost of Sales= sales-gross (not listed on every balance sheet other than GM)


· Dual Nature of Accounting
· Debit balance must = credit balance
· Every entry on a balance sheet affects at least 2 accounts, but can affect more than 2


· A sheet is still balanced if a particular transaction affected 2 usual debit accounts only, so long as the transaction had a balanced debit/credit
· Ex: credit cash in bank ($-3,000) to increase parts inventory ($+3,000)… both are asset accounts (usual debit) but the transaction was balanced credit/debit


· 4 accounts involved in every sale:
· Total sales- usual credit account; is offset by debiting a receivable account
· Receivables- “how paid”; is an asset account; a usual debit account
· Inventory- asset account- usual debit account, but in a sale, the account is credited when customer buys a car, etc, to balance the ‘cost of sales’ account
· Cost of sales- must debit to offset debit to inventory; is a usual debit account


· Flow of Accounting

1. Source documents- #s that populate financial statement (ex: parts ticket)
2. Data entry- into DMS (ReyRey)
3. Journals- filing area in accounting system
4. General Ledger- “Holy Grail” compilation of transactions recorded in journals
5. Trial balance- concise version of General ledger
6. Record of storage- must comply with Privacy Act 
7. Schedules- detailed view of an account at a glance
8. DOC report- daily operating control- accounting tool for owner and managers; it is broken down by profit centers and total dealership operations for the month 

· Fixed operations- the morning DOC reflects all transactions from the day prior
· Variable Operations- deal log; DOC will not represent transactions from the day before
· If fixed and variable are added together= total dealership DOC



Module 2 Balance Sheet Fundamentals

· Balance sheet consists of 3 major categories:
· Assets 
· Liabilities
· Owner’s Equity


· Financial Statement:
· Is a snapshot of the dealership’s financial position/business performance
· Each manufacturer provides a specific template for the Financial Statement


· Terms:
· Assets- what you own
· Liabilities- what you owe
· Equity- assets-liabilities 



· Assets:
· Anything a dealership owns
· Ex: accounts receivable, inventory, equipment
· Categorized in 3 categories on the Balance Sheet, and it is based on liquidity (how fast it can be turned to cash):
· Current Assets
· Fixed Assets
· Other Asstes



· Current Assets (listed in order of liquidity on balance sheet)
· Cash and cash equivalents- petty cash, cash on hand, cash in bank, payroll account, cash clearing accounts
· Contracts in transit- used when customer finances any part of a sale, submitted to bank for funding; 2 categories:
· Prime- loans to customers with good credit, funded in 3 days
· Sub Prime- loans to customers with bad credit, funded in 12 days
· Vehicle receivables- amount due from retail customers down payments, one pay customer, a wholesale vehicle sale, fleet customer, dealer trade receivable
· Service, Parts, Body receivables- amount due from customers on work excluding: factory, warranty, internal, and sublet transactions
· Warranty receivables- amount due form the manufacturer on all work performed on vehicles covered under their warranty
· New vehicle inventory- either purchased from manufacturer or dealer trades- typically floor planned (a note payable to funder of inventory)
· Used vehicle inventory- retail and wholesale vehicles, either traded or purchased
· Parts inventory- stock order from the factory or emergency purchases from non-factory suppliers
· Work in Process inventory- all $ paid to the techs on repair orders not closed/paid by the customers
· Prepaid expenses- purchased prior to use, maintained as asset until use, then is an expense



· Fixed Assets:
· Land- purchase price and any related cost for operations
· Company vehicles- vehicles used by the dealership, such as part trucks or a shuttle
· Parts equipment- all machinery and equipment used in the parts department
· Service equipment- machinery, equipment, and tools located in Service department
· Leasehold improvements- improvements made by the lessee (dealer), approved by the lessor (Landlord)- only relevant if dealership doesn’t own building that it operates out of or land is leased form another entity
· Furniture, fixtures, signs- costs of those items used in the dealership
· Building and improvement- cost of owned buildings, improvements, and additions constructed



· Other assets (least liquid)- not related to business:
· Deposits on contracts (K)- cash deposits made by the dealership on Ks requiring deposit: putting down a deposit to open a utilities account
· Life insurance- cash value- cash value of life insurance policy on the dealer in event of his death the proceeds are payable to the business
· Notes and accounts receivables- money the dealership has loaned to the owner
· Investments in affiliated companies- investments made by the dealership in related businesses
· Other non-franchised assets- money used to purchase items not directly related to the franchised dealership
· Blue Sky/Goodwill- money spent to purchase the dealership over and above the Fair market value of the business



· Liabilities- are listed in order of due date with most recent liability listed first
· Two categories: current and long term


· Current Liabilities:
· Accounts payable- trade creditors- payables due to vendors that are used by dealership on a regular basis, Ex: office supplies, DMS
· Notes payable- new vehicle- total floor plan notes payable due to the floor plan source once the vehicles are sold
· Payroll taxes payable- due to local, state, and Federal taxing authorities
· Accrual payroll- salary and wage gross payroll earned after the final payroll for the month- paid in the following accounting month
· Sales tax payable- charged to the customers and due to varying taxing authorities
· Floor plan expense- 2 types:
· New vehicle: line of credit used to purchase new vehicles
· Used vehicles: line of credit used to purchase used vehicles



· Long term liabilities
· Capital loans- long term loans borrowed by the dealership- Ex: repayment term of 5 years (first 12 months would be considered a current liability)
· Owners’/Officers’ notes- money loaned to the dealership by the owner or officer- must be paid back with interest at the prevailing interest rate


· Equity= total assets-total liabilities
· It is a combination of the dealer’s initial investment to start the business and whatever additional capital that has been paid in to the dealership, retained earnings, and current YTD net profit/loss

· Capital stock- how the dealership was initially capitalized (how much the original investment in the dealership was)
· Additional paid in capital- all capital invested in the dealership after the original capitalization
· Dividends and distributions:
· Dividends: money paid to shareholders out of the profits or reserves
· Distribution: money paid directly to owners, no shareholders are involved
· A dealership can either be an S-Corp (what we are, privately held corp that is taxed as a flow through entity (dad is taxed personally, not the corporation)), C-corp, or LLC
· C-corp= dividends
· S-corp/LLC=Distributions
· Retained earnings- dealership’s total profit or loss since the inception after dividends or distributions are paid
· Net profit/loss- YTD earnings of the business





Module 3: Income Statement Fundamentals


· Income Statement: tool used to measure the performance of the dealership over the course of a specific accounting period. It shows:
· Sales
· Gross
· Expense patterns
· Operating profit/loss
· Net profit
· It is broken down by departmental performance
· It typically begins on pp. 2 of the financial statement


· 4 Major Accounts:
· Sales
· Expenses
· Gross Profit
· Cost of Sales
· Sales-gross profit


· Profit: 3 types
· Gross profit: sales-cost of sales (cost of the good sold)
· Ex: vehicle sold at 30k (sale) – money in vehicle 27k (cost of sale)= Gross profit of 3k
· Operating profit: gross profit- expense
· Net profit: shows how profitable the dealership is on a MTD or YTD basis- operating profit + other income – bonuses

· Ex: (Gross Profit) 600k – (total expenses) 500k = 100k (operating profit)
· 100k (operating profit) + 25k (additional income) – 10k (bonuses) = 115k (Net Profit)


· Accrual and Depreciation


· Accrual account- account payable that records expenses not yet paid for
· Payroll- check issued after the month has closed
· Sales tax- collected during the month and then paid to the state at the end of the month

· Ex: $5,000 advertising expense in July, but the dealership doesn’t receive the bill until August
· In July: Debit advertising account $5,000 (imagine T chart for these) and $5,000 is credited to accrued advertising payable account
· In August: $5,000 is credited to accrued advertising payable account and $5,000 is debited to cash in bank



· Depreciation: expensing of fixed assets over time
· Fixed asset- an item with extended used, generally over multiple years
· Value of the depreciated item is reduced over time in accordance with tax regulations
· Ex: 35k front end alignment machine that will be used over a number of years. Use 5 year, straight-line depreciation= 7k per year depreciation or $583.38 depreciation per month. After 5 years, the balance of the front-end alignment machine is $0.  If it is later sold, the gain that is realized on the sale is taken in as income and taxes are paid on the gain.



· 3 largest controllable expenses to make the dealership profitable: personnel, advertising, and floor plan
· Personnel: it is the largest expense. Commissions= variable or selling expense, salaries= semi-fixed or fixed expenses.  Benefits, insurance, and payroll taxes are included in this expense category
· Advertising: 3 accounts make up this expense: advertising account- actual cost of newspaper, tv, etc ads; advertising credits account- paid by the manufacturer when the dealership purchases a new vehicle to offset the high cost of advertising/branding; co-op advertising- manufacturer offers co-op ads to offset advertising expenses incurred by the dealership
· Floor plan: 2 accounts make up this expense. The first is the expense account- which includes interest expense for flooring inventory; the second is the offsetting account- it maintains the floor plan credits, which are paid by the manufacturer to offset high expense of carrying adequate inventory


· Can calculate advertising expenses 2 ways
· Per unit- (net advertising expense)/(# of retail units sold), or
· As a percent of total department gross profit


· Best practices:
· Stock the appropriate number of vehicles
· Stock the correct models of vehicles




Module 4: Cash Flow Fundamentals

· Module focused on:
· Managing the cash flow
· Distinguishing between cash and profit
· Understanding the cash gap
· Learning to move cash quickly


· Cash on hand v. Profit 
· Cash: 
· Money in any form
· Used by the dealership to pay for vehicles bought from the supplier
· Customers use it to pay for vehicle purchases
· Used to purchase vehicles, unless floor planned
· Profit
· Paper calculation of financial gain
· Gross profit-expenses = operating profit
· Cannot be used to pay for daily operation, which is why you need cash and cash is KING



· Cash cycle:
1. Cash
2. Buy inventory
3. Sell inventory
4. Collect receivables
5. Cash (repeat)


· Dealership only generates cash after receivables collected 
· Profit is tied to the end of the transaction (how much made on product v how much spent on product)


· Cash Gap:
· This is the time between when the dealership pays cash for inventory and the time it receives cash from the customer for the same inventory that has been sold
· The smaller the cash gap, the better the cash flow
· Gaps between outflow and inflow of cash must be financed either internally or externally
· The bigger the gap, the more interest paid


· 2 ways to reduce the cash gap:
· Reduce the time the inventory is in stock
· [bookmark: _GoBack]Reduce the time in collection of receivables
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