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SUMMARY 

The small business person over the last few years has been 
faced with problems that have become more complicated and 
complex than ever before. To survive, these problems must be 
understood, analyzed and resolved, whether it is a problem of 
inflation or a precarious debt equity ratio, the small business 
person of to-day must be skilled in managerial planning and 
controlling. He must be visionary, alert, flexible and 
knowledgeable and all of these must be ongoing. 

During the immediate past year there has been an alarming 
number of car dealership failures in British Columbia. 

Harry Henderson of the Federal Department of Consumers and 
Corporate Affairs in Vancouver stated that during the first six 
months of 1982, there were 1,264 bankruptcies as opposed to 720 
in the saine  period of 1981. Reasons for this include in parts 

A. General  

• the retention of sloppy habits in affluent times. 

• improper financing - including high interest rates, 
cash flows, forecasting, bookkeeping and cost control. 

• poor/inefficient marketing - including promotion, 
advertising, sales, pricing policies, marketing 
surveys. 

• faulty/poor production and operation - including time 
management, inventory control, purchasing. 

• personnel problems - including staff motivation, hiring, 
selecting personnel,personnel relations, and business 
organization. 

• weak business plan. 

B. Institutions and Consumers  

• The inconsistent lending practices of banks and other 
creditors, due to monetary conditions. 

• Price sensitivity. 

• Preference of domestic or import vehicles. 
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C. 	Government 

• The imposition of Federal Bankruptcy Act maohinory by 
trustees and receivers operating under different kinds 
of economic climates. 

• Government quota imposition of 15% of the total market 
on Japanese imports. 

Although this imposed quota was implemented by the govern-
ment during these economic times many import car dealer-
ships believe: 

1. that the recession did not disrupt something as buying 
a car. 

2. demand for top-of-the-line high priced vehicles has 
varied little to those consumers who can afford to 
buy the most expensive products and who do not change 
their buying habits. 

However the demand for expensive cars which appeal to the young 
has suffered badly, as well as the demand for fleet vehicles 
leased by various businesses. 

D. 	Bankruptcies and the Trustee: 

Many small businesses have witnessed reduced revenues 
and mounting costs and been forced to resort to delaying 
payments to creditors. In return, this has lead to the 
need for the services of a trustee for possible bankrupt-
cy proceedings. 

The question that sometimes arises is: 

"Could the trustee be biased in favoring the creditor?, and 
would this assistance benefit the terminal company?" 

Trustees act in the interest of both the creditor as well 
as the debtor for the responsibility of running the 
company. A small business person does not necessarily 
have to use this alternative. He could file a bankruptcy 
proposal. Section 3 of the bankruptcy act states in effect 
that 

Through a trustee, the debtor company can make a 
proposal to its creditors for a certain settlement. 
If the proposal is accepted, it could save the company 
from bankruptcy or corporate death. 

The only downfall with this alternative is that a confident 
business person delays before he realizes how serious the 
situation really is. In addition, lending institutions 
contribute to this, by their inadequate understanding of 
small business. 



it is evident that ncithcr the small business person nor 
lending institutions are taking a positive action to save 
situations that may not lead to bankruptcy. Through our study 

gle 	on car dealerships, it appears that up to half of the potential 
bankrupt companies may have had a chance of a turn-around. 
"Chance" meaning, in most cases, debt deferral and business 
continuance. There may have been a reconsolidation of capital 
debt and a scheme for continuance and adjusted payment schedule. 
e.g. the recent Skalbania Enterprises incident in British 
Columbia. 

RECOMMENDATIONS  

From the above we can conclude that an owner/manager of a 
small business is rarely a master of all management skills. 

A business plan is one aspect that must be adopted. 
Once this has been implemented or improved, it could be a 
guiding road map for operating the business or for measuring 
its progress in the short and long run, and enable decision 
making to be objective rather than emotional. 

O 
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• General 

To correlate current economic conditions with small business 
failures in the car dealership industry in B.C., covering Fall 
1982 and Spring 1983 periods. 

Srecific  

1. To find out why some dealerships are successful 
in this recession. 

2. To attempt to discover the cause of the failures. 
3. To find out how these bankruptcies may have 

been avoided. 
4. To discover if outside organizations (such as 

Chambers of Commerce) may have been able 
to aid in avoiding these bankruptcies. 

• 



RÉSUM: 

Au cours des dernières années, le petit entrepreneur s'est trouvé 
confronté à des problèmes toujours plus complexes. Pour survivre, il faut 
comprendre, analyser et résoudre ces problèmes; qu'il s'agisse d'un 
problème d'inflation ou d'un ratio précaire entre le passif et les fonds 
propres, le petit entrepreneur d'aujourd'hui doit posséder les compétences 
de planification et de contrôle de la gestion. Il doit faire preuve 
d'imagination, être vif, souple et bien informé, et toutes ces qualités 
doivent se retrouver en permanence. 

Au cours de la dernière année écoulée, on a constaté un nombre 
alarmant de faillites de concessionnaires de voitures en 
Colombie—Britannique. 

Harry Henderson, du ministère fédéral de la Consommation et des 
Corporation à Vancouver, a déclaré que, pendant le premier semestre de 
1982, il y a eu 1 264  faillites comparativementà 720 au cours de la même 
période en 1981. Parmi les raisons de ces faillites, citons: 

A. Généralités  

• la conservation d'habitudes fâcheuses ,prises à des époques 
d'opulence; 

• un financement inadéquat, notamment les taux d'intérêt élevés, les 
besoins de trésorerie, les prévisions, la comptabilité et le 
contrôle des coûts; 

- 
• une commercialisation mauvaise ou inefficace, notamment la 

promotion, la publicité, les ventes, les politiques de fixation des 
prix, les études de marché; 

• une mauvaise production et une mauvaise exploitation,.notamment la 
gestion du temps, le contrôle des stocks, les achats; 

• des problèmes au niveau du personnel, notamment la motivation des 
employés, leur embauche, la sélection du personnel, les relations 
avec le personnel et l'organisation de l'entreprise; 

• la faiblesse du programme commercial. 

...2 



- 2-- 

B. Établissements et consommateurs  

• les modalités de prêt incohérentes des banques et autres créditeurs 
en raison de conditions monétaires; 

• la sensibilité face aux prix; 

• la préférence pour les véhicules de fabrication domestique ou 
importés. 

C. Gouvernement  

• l'imposition des rouages de la Loi fédérale sur la faillite par les 
syndics et les séquestres opérant dans divers types de climats 
économiques; 

• l'imposition par le gouvernement d'un contigent de 15 % du marché 
total sur les importations japonaises. 

Même si ce quota imposé a été mis en oeuvre par le gouvernement pendant ces 
périodes d'économie, bon nombre de concessionnaires de voitures importées 
pensent: 

1. que la récession n'a pas modifié les habitudes d'achat d'une 
voiture; 

2. que la demande de véhicules chers de haut de gamme a varié peu pour 
les consommateurs qui peuvent se permettre d'acheter les produits 
les plus coûteux et qui ne changent pas leurs habitudes d'achat. 

Cependant, la demande de voitures dispendieuses qui attirent les 
jeunes a diminué considérablement, ainsi que la demande de véhicules 
faisant partie d'un parc loué par diverses entreprises. 

D. Les faillites et le syndic  

Bon nombre de petites entreprises ont fait face-à une diminution des 
recettes et à une hausse des coûts et on été obligées de retarder les 
paiements aux créditeurs. En retour, il a fallu recourir aux services 
d'un syndic pour engager les éventuels démarches d'une faillite. 

La question qui se pose parfois est la suivante: 

"Le syndic pourrait-il avoir des préjugés favorables au créditeur? 
Et cette aide profiterait-elle à la compagnie mourante?" 



Les syndics agissent à la fois dans l'intérêt du créditeur et dans 
celui du débiteur pour ce qui est de diriger la compagnie. Un petit 
entrepreneur ne doit pas forcément recourir à cette solution. Il 
pourrait remplir une proposition de faillite. En effet, l'article 3 de 
la Loi sur la faillite stipule que: 

Par l'intermédiaire d'un syndic, la compagnie débitrice 
peut faire une proposition à ses créanciers en vue d'un 
certain règlement. Si la proposition est acceptée, elle 
pourrait sauver la compagnie de la faillite ou de la mort. 

Avec cette solution, le seul problème c'est qu'un entrepreneur confiant 
retarde avant de se rendre compte de la gravité réelle de la situation. 
En outre, les établissements prêteurs contribuent à cette situation en 
raison de leur mauvaise compréhension de la petite entreprise. 

Il est évident que ni le petit entrepreneur ni les établissements 
prêteurs ne prennent des mesures positives pour éviter des situations 
qui pourraient ne pas conduire à la faillite. Grâce à notre étude sur 
les concessionnaires de voitures, il appert que jusqu'à la moitié des 
sociétés pouvant faire l'objet d'une éventuelle faillite auraient pu 
avoir une chance de retourner la situation. Dans la plupart des cas, 
le mot "chance" désigne un report de la date et la poursuite des 
activités. Il peut y avoir une .reconsolidation de la dette de capital 
et un plan pour la poursuite des activités et le rajustement des 
versements, par ex. l'incident récent des Skalbania Enterprises en 
Colombie—Britannique. 

RECOMMENDATIONS  

D'après ce qui précède, nous pouvons en conclure qu'un 
propriétaire/gestionnaire d'une petite entreprise est rarement un champion 
de toutes les aptitudes de gestion. 

Un programme commercial est un aspect qu'il faut adopter. Une 
fois qu'il a été mis en oeuvre ou approuvé, il pourrait constituer un guide 
pour exploiter l'entreprise ou pour mesurer ses progrès à court et à long 
terme et pour permettre de prendre des décisions objectives et non 
émotives. 
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METHODOLOGY 

Research Design 

The primary method of research used in this study was of 
the descriptive type in the form of a survey. This was 
supplemented by exploratory research which consisted in 
examining existing literature and questioning people with 
expertise. 

Data Collection Method 

Data collection for the exploratory research was done by 
gathering relevant literature to obtain an understanding of the 
current economic conditions and the current position of the car 
dealership industry. From this base of information, contacts 
were made with people directly involved with the automobile 
industry, management consultants, accounting firms and 
bankruptcy trustees. These contacts led to much in-depth 
information. 

Primary data was collected through means of a questionnaire 
(ApPendix I). The questionnaire was designed to allow easy 
tabulation when possible, and elaboration by the respondent on 
important topics. To achieve this, various types of questions 
were used: dichotomous (Yes/No), multiple choice (A,B, or C) 
and open-ended (for commenting). Scales were also used to 
determine degrees of importance for certain items. The 
questionnaires were administered personally when feasible. 

Sampling 

Cluster sampling (various respondents were randomly 
selected within a specified geographical area) was used. This 
type of sampling is efficient when time and money constraints 
do not allow the researcher to use a simple random sample (done 
much like a lottery). 

Areas of sampling were Vancouver Island, the Lower Mainland 
and the northwestern corner of B.C. These areas were all done 
through personal interviews, and questionnaires were mailed to 
the Interior, the Kootenays and the Peace River area. 

Of the 72 completed cases, approximately 80% were done 
personally, the balance being from the mail survey. 

Fieldwork  

The questionnaire was designed after a great deal of 
thought and discussion between the students and their advisors. 

Once designed, the students pretested the questionnaire at 
various dealerships in the Lower Mainland. This pretesting 
resulted in some minor changes and additions to the question-
naire. The resulting 10 page questionnaire was then mailed to 
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Fieldwors.n - Cont'd. 

respondents and handed to the students for the personal 
interviews. 

Analysis and Interpretation 

Each questionnaire was edited and coded, then transferred 
to an OPSCAN sheet. This allowed the data to be tabulated by 
a computer. The computer output resulted in the various 
responses tabulated as a raw number, which was then translated 
into percentage form. 

• 
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LIMITATIONS 

As is the case with any research undertaken, there are 
always external forces which affect the accuracy of the results. 
Through planning and precautions taken, these limitations can be 
greatly reduced and sometimes eliminated. 

In this research project, some limitations must be consid-
ered when interpreting the data. 

Sample Population 

• The cluster sampling method used may not give statis-
tically accurate results and the sample may, there-
fore, not be representative of the population. 

• The exploratory research reflects the opinion of 
only a small specialized group and may not hold 
true in reality. 

Survey Instrument 

• Some of the questions asked may have been awkwardly 
worded, resulting in misleading information. 

Due to unanswered questions some data was missing. 
Had these questions been answered some results 
might have varied. 

Expertise 

• The four student researchers involved, although 
somewhat experienced due to similar projects, 
can not be classified as expert market surveyors. 

Time 

• Since the four researchers are all full-time students, 
time was a limited resource for participating in this 
project. 

• The respondents were either sales managers or dealer 
principals, and were interviewed during working hours, 
limiting the time and therefore detail, they could 
give the students. 

Time of Survey 

• The results obtained reflect the respondents° feelings 
at the time surveyed. It is possible that their 
feelings have changed. 
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Time of Survey - Cont'd. 

• Many of the dealerships to whom questionnaires were 
mailed, became bankrupt between the compilation of 
a mailing list and the date they received the 
questionnaires. 

• 
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FINDINGS 

I. Dealership Profile 

In keeping with our objectives, it was decided to find out 
• if there were any correlations between dealership demographics 

(i.e. years in business, services offered) and their success 
or failure. 

We found that the majority of the dealerships'interviewed 
had been in business for quite a few years. 

Of 

• 
In terms of services offered the breakdown of involvement 

was as followss 

Leasing 	80.6% 
Financing 	79.2% 
Rentals 	41.2% 

Possible reasons for rentals being considered so much less 
than leasing and financing are the initial high capital invest-
ment, and the rapid depreciation. 

• 
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The number of sales people a dealership has can be consid-
ered a good indicator of size. ?hi-  question resulted ir..an 
interesting statistic. 
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Although it is obvious that the bulk of these dealerships 
employ between 1 and 4 sales people, the trend upwards from 
the middle value of 5 to 6 sales people appears to indicate 
that either small or large dealerships abound whereas middle 
sized ones are less frequent. This might indicate an ineffi-
cient size, but a further in-depth study would be needed to 
support such a conclusion. 

Market share, the percentage of business which a dealer 
has in his "territory", although not necessarily an indicator 
of size, can be used to determine how busy the dealer is. 
Unfortunately, many dealers had no record of this, and many 
more were not familiar with the concept. This resulted in many 
dealers giving "guestimates". The graph below upholds the 
_previous conclusion that many of the car dealerships in B.C. 
are small. 
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A. Cuctomers 

'An area of interest to us, as business students, was  the 
breakdown of who the customers are, and what it is they look 
for. The customers were broken down in terms of loyalty, 
location and approximate age. 

In terms of loyalty to a dealership, the following graph 
shows the percentage of sales which are repeat business. 
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It was mentioned during the personal interviews that often 
there is a loyalty between a customer and a salesman, not the 
dealership at all. 

In determining location, we 
the customers were from the city 
dealership is located or if they 
one to "shop around" for. Fr_DM_the__ 
that the locals have the greater 
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This may be due to much of the s ample beinz  dorme in isolated 
areas, or to many .of the Lower Mainland dealer thinking that 
anyone within that large area was considered local. 

B. Demograrhics  

Customer demographics also showed the followings 
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This graph indicates that the composition of an average 
B.C. dealer's clientele would be made up, with each category 
falling within the appropriate percentage range, as follows: 

Retired 
Middle aged 
Married with Children 
Young Marrieds 
Single male/female 

1 - 15% 
1 - 30% 

16 - 45% 
1 - 30% 

16-30% 

C. Advertising 

The advertising media used to attract pctential customers 
are newspaper with 95.8% of the dealers selecting this medium, 
radio followed with 82.6%, then displays (62.0%) and television 
(52 .3%). 

D. Effects of the Recession 

What customers look fors 

We asked the dealers to rate each  of the  following items 
in terms of importance on a four point scale, with consid-
eration given to the current recessionary time as opposed to 
"the good old  daysTM.  

• 



Compact 
Subcompact 
Midsize 
Large 
Luxury 
Trucks 
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L. Consumer F4----e ,3rences  

Brand Preference 
Style 
Comfort 
Mile  age  
Parts 
Fast Service 
Price 
Luxury 
Performance 
Self Maintenance 
Options 
Quality 

There has been a dramatic change in consumer attitudes, 
particularly in terms of mileage, and price. This shows the 
trend away from flashy, gas-guzzlers to more fuel efficient, 
inexpensive models. 

F. What factors are currently affecting auto sales? 

When the above question was posed to B.C.'s car dealers, 
interest rates had just begun to come down, and the importance 
they are given below may no longer hold true. 

fri Inme 	 tom tiPoRTANT 
Interest Rates 
Changes in Consumer Attitudes 	

_ 

Domestic Competition 
Foreign Competition 
Unemployment 
Economy 
Product Shortage (Product shortage was cited only by import 
car dealers as affecting their sales). 

Dealers feel that domestic competition alone is unimportant 
in comparison to the other listed factors which are at work in 
the market place. 

G. Breakdown of Sales by size/type of vehicle.- 

To confirm our hypothesis that consumer trends were 
leaning towards smaller, fuel efficient vehicles, we obtained 
the following  datai  

One may conclude that large and luxury vehicle sales are 
low, whereas compacts and subcompacts are selling well. (

e 
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H. Success 

ten, 

 

What do successful dealerships credit their success t'o? 
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Although almost all factors listed were rated as important, 
reputation and management were overwhelmingly considered to be 
very important ingredients to success. We rephrased the 
question to find if the dealers considered themselves equipped 
to deal with their competition. 
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In responding to this question, many dealers elaborated on 
tir  responses. Negotiable prices were considered i:npontant 
to very important, the reason being that if every other dealer 
in B.C. has them, they may not be much of an advantage, but if 
a dealer did not offer them, it would be a competitive dis-
advantage. 

Promotion ranked very low in the past two questions, and 
this combined with the high rating of reputation seems to 
indicate that dealers are aware and sensitive to the old image 
of the fast talking car salesman. This awareness has led 
dealers to empathize with the customer, who is making a major 
purchase decision, feeling he is dealing with an organization 
he can trust. 

I.  Agency Management Tools  

To find out which tools the management used for planning 
and controlling, we asked the dealership if they used the 
following, and to what extent: 

Business plan 
Market research 
Annual budgets 
Cash flow projections 
Up to date records 

83.3% 
68.0 
84.7 
87.5 
98.6 

This indicates a dealer awareness of what is needed to run 
a business efficiently, but, although in use, are these tools 
being used effectively? Many dealers needed an explanation of 
what a business plan was, before they could respond to this 
question. We, as business students, feel that some type of 
management training may be required in this field. 

• 
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J. Icbt to Equity 

.11.•••••••11 

b=1 

• 
In trying to determine causes of dealership bankruptcies, 

attention must be given to financial data. We asked the 
gl› 

	

	dealers what percentage of their capital belonged to debt 
or equity. 
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This graph shows that on the extremes, few dealerships 
indicated equity .  between 1 and 20%, or debt over 80%. This 
also shows that a number of businesses are based on equity of 

• above 80% (38.6%). Throughout the middle ranges, equity and 
debt are almost equal. 

• K. Equity Capital Sources 

We found venture capital to be relatively rare in this 
industry, with only 21.6% of the dealers who responded having 
been involved with this type of capital. ' 

L. Debt CaDital Sources  

We found banks to be the major suppliers of debt capital, 
with 87.5% of the dealers responding that the greater majority 
of their debt capital came from this source. Trust companies 
Were the only other source quoted, with 18.2% of the dealers•
financing all or a portion of their debt capital. 

M. The Future Profit Picture 

The dealers were asked what they felt the 'next year holds 
for them in terms of profit. 61.4% of the dealers responding 
to this question felt that it would improve, 37% thought it 
would remain  the sanie, and 1.6% thought it would worsen. 
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When the question was asked in a time frame of 2 - 3 
97% of the de.liers felt it would get better, 1.5% felt it. wouid 
remain the same, and 1.5% felt it would worsen. 

This shows a great deal of optimism in an industry that has 
been hit quite badly by the current recession. It is interest-
ing to note that some dealers qualified their answer with "If 
we're still around", so although these dealers see light at the 
end of the tunnel for the industry, they are realistic in eval-
uating their position within that industry. 

• 

• 



II. FEDERAL REGULATIONS  
- 

In this section of our report we will look at what Federal 
restrictions dealers are opposed to, as well as any comments on 
reformulation of those regulations. 

The strongest protest on Federal regulations came from 
dealers of Japanese products, and concern the recently imposed 
import restrictions. None of the dealers of Canadian/American 
built automobiles expressed any disagreement with the quotas, 
and there even were a few dealers who would like to see even 
tougher restrictions placed on Japanese vehicles imported into 
Canada. 

Other federal regulations that adversely affect North 
American auto dealers, are those concerning the lack of 
emmission control on Japanese vehicles and on Chrysler vehicles 
built in Japan, as well as mandatory average fleet mileage goals. 
(The mandatory fleet mileage goals are average mileage figures 
of all the vehicles manufactured by a domestic automaker. The 
average mileage of the fleet must meet or surpass that mileage 
figure stated by federal regulation). 

There was 
the running of 
interest rates 
and dollars of 
regulations.  

also dissatisfaction by many dealers concerning 
the Federal Government, and the setting of 
for new car loans, as well as the costs in time 
doing paper work relating to various Federal 

Dealers were split approximately 50 - 50 on the affect of 
Federal regulations on their sales and on profits. It was 
generally felt that the regulations applied to all the dealers, 
so these rules do not affect any one dealer more or less than 
any other dealer. 
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III. F=INOIAL REGULATIONS 

The biggest dissatisfaction with provincial regulation:: 
came under the Provincially owned, Insurance Corporation of 
B.C.'s mandatory damage disclosure policy for dealers. The 
policy forces auto dealers to disclose to the consumer, damage 
to a vehicle if it exceeds $1000. The regulation does not 
apply to consumers who sell privately or trade in their cars, 
so the dealer ends up taking the loss, as this greatly reduces 
resale prices. The other problem with this regulation is that 
a $1000 in damage is relatively minor in to-day's market, as a 
damaged fender can easily cost $1000, yet there has not been 
any serious or major damage. This reduces the value of the car 
and the dealer usually ends up accepting a lower sale price. 

There were also calls for tighter controls on individuals 
who sell used cars from their back yards or service station 
with no dealer license or bond. 

Dealers expressed some dissatisfaction in the regulation 
forcing dealers to mark the retail prices on all their vehicles 
for resale. Besides the excess paperwork required, the 
regulation also tends to hurt the salespeople, in that the 
consumer does not need to talk to the salespeople to find 
out prices and other pertinent vehicle information. 

The Provincial regulations are seen by dealers as "Consumer 
Protection", the consumer has all the protection and the dealer 
does not have any. 

A. Scaled Sales Tax System 

The tax system in B.C. is as follows: 

TAX RATE 	MAX. FUEL CONSUMPTION 

4% 	8.5 Litres per 100 Kilometers 
6% 	11.3 Litres per 100 Kilometers 

Above 11.3 Litres per 100 Kilometers 

When we asked autodealers to comment on the effects if any, of 
the scaled tax on new car sales, approximately 20% of the 
dealers responded that the system helps the small car dealers 
with the sales of small cars. Approximately 37% of the dealers 
said the tax system did affect their sales in either a nega-
tively or positively way, with most dealers agreeing that 
consumers can afford to pay the additional tax. The tax was 
also seen to be discriminatory to large families who usually 
have to purchase large cars. 

Recommendations were quite varied concerning possible 
revisions to the system. Five of the autodealers would like to 
see a weighted scaled tax system on fuel efficient trucks as 
well. Still nine other dealers, would like to see the re- 

• 
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instatement of the one standard rate system, as it was less 
confusing to the dealer and consunu.r.  alike. Dealers feel.there 
is too much gray area between the various tax rates, that is, 
that a car could be getting 2 kilometers per litre more than 

110 	a similar car, yet be taxed 2% less. In other words very slight 
differences in fuel consumption, can result in significant 
differences in provincial taxes. 

Some other recommendations were to reduce the sales 
tax, or to eliminate this tax entirely. Many automobile 
dealers disagree with the repetitive charging of tax on used 
vehicles. The sale of used vehicles are taxed everytime they 
are sold, resulting in many vehicles being taxed several times. 

The possible scaling of tax rates on used cars, was also 
mentioned as a means to help sales of small, used, fuel efficient 
cars. In general though, automobile dealers have found that the 
consumer accepts the scaled tax system, or in some cases is not 
aware the system even exists, so it does not present any major 
problems in the sale of vehicles. 
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IV. IMPORT RCZTRICTIONS  
• 

When we asked certain British Columbia's auto dealers about 
the effects  the  recently imposed federal quotas on Japanese 
vehicles would have on their sales, 20 dealers, all of Japanese 
product expected a significant decrease in sales. 

On the other hand 24 dealers of domestic and foreign cars 
expected that their sales would not change, and that the quota 
would have little effect. 

Only 10 dealers, all of North American built vehicles 
expected any sort of increase in their sales. Additionally 7 
dealers did not know what effects, if any, would be felt by 
the quotas. 

While dealers of Japanese product were crying 'unfair', 
15% of those dealers of North American product were looking for 
tougher restrictions on Japanese cars, as well as quotas on 
Japanese trucks. Still 5% of the dealers saw the quotas as 
"hype", as the market has decreased in size, so the quota won't 
even be met. The biggest argument against the quotas was the 
stopping of free trade and free enterprise, as well as being 
unfair to dealers of Japanese cars. 

The quotas were seen as a detriment to Canada's economy, in 
that we currently ,  enjoy a trade surplus with Japan, and this 
could jeopardize this relationship through retaliatory measures. 
In times of high unemployment, many dealers of Japanese vehicles 

• expect to lay off staff once the quota starts to be felt. It 
was mentioned that Canada was cutting her own throat, as the 
Government would be losing the income from duties and tariffs on 
Japanese cars restricted from entering Canada. 

Most dealers of Japanese cars expect the quotas will help 
push prices up, of both domestic and import vehicles, as well 
as creating a high demand and higher margins for Japanese vehicles. 

Those dealers who are looking for stronger restrictions, want 
to see the government support our own national economy first, as 
well as supporting North American manufacturers. 

It was mentioned by dealers that the quotas would prove to 
be more detrimental here in B.C. as the quotas would save jobs 
in Eastern Canada at the cost of jobs in Western Canada. Jobs 
on the terminals, with auto carriers, and jobs at the dealer 
level could be lost in order to provide more jobs in Ontario. 

- 
A Cabinet Minister, of the recently elected B.C. Social Credit 

Government has gone on record as saying that the B.C. Government 
.has no intention of limiting the number of Japanese automobiles 
imported into this  country. As well, this same MLA in a radio 
editorial also stated -the quotas were probably designed to save 
the jobs of Ontario auto workers, and the federal government has 
once again taken a shot at the West. 

• 
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INFORMATION FROM SOURCES OUTSIDE THE QUESTIONNAIRE 

A. Introduction 

In order that this report contain input from various 
sources, we decided to go out and interview people who were 
either receivers or consultants dealing with failing car dealer- 
ships. From these people we gained some detailed knowledge 
about why car dealerships are successful and why they fail. The 
number of these external sources we used was seven. Although 
this number may not appear substantial the reader must take into 
account: 

o experience with dealerships - The people we interviewed 
were highly knowledgeable of the automobile industry. 

o time - As students we have other courses to deal with 
and that in order to cover car dealers and secondary 
sources we have to set some constraints - one being 
the number of outside interviews. 

Although we have a limited amount of specialist interviewees, 
we had a large diversity of responses to similar topic areas. 
This diversity gave us more of a challenge because it meant that 
we would somehow have to consolidate our information into an 
organized form. The most logical place to start seems to be a 
definition  of failure in the car industry. This is a benchmark, 
the fine line that separates success from bankruptcy. 

B. Definition of Failure  

The first indication of failure is the inability to meet 
payments such as those covering payroll and overhead. A bank 
can then either call in its demand loan or lend more money. The 
decision to terminate or continue a business is usually based on 
a report. This report is often completed by a company that 
handles receiverships and consulting. The contents of the report 
analyzes asset value, management techniques and cash flow. This 
is done through monitoring the activities in the business. The 
consultant has no authority to make any changes but to simply 
assess the situation and make recommendations. Based on these 
findings the bank makes the decision to close down the dealership 
or keep it running. If the dealership has too many outstanding 
accounts receivable, low equity in investment and minimal cash 
flow, the chances are that he is failing. A failing business may 
be turned around but at this point 80% never will because their 
indebtedness has become irreversible. The next step is receiver-
ship, the way to close up a dealership's. business and to distrib-
ute equitably his remaining assets among creditors. 

C. Conseguences of Receivership 

The decision to go into receivership is often a relief to the 
owner. It signifies a near end to gruelling months of uncer- 

g, 	tainty and worry. On the other hand it also  cari  mean the loss 
of lifetime savings. Dealers are very emotional and will mort-
gage everything they have just to keep their business afloat. 

If 

• 
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Not only tanlblcs are lost, but also intangibles of great value 
such as custor.:er e;codill. The effect of a receivership ha: 
widespread consequences depending on the size and volume of the 
dealership. A "domino effect" is created where others who were 
employed in related businesses often suffer losses too. A 
receivership has widespread consequences and is simply not just 
an issue of closing up a business but also an event that can 
slow down the economy in small towns and city suburbs. 

What does a receivership mean? It means the cutting off of 
a lifeline. We must now take a closer look at the reasons for 
failure and success. From these reasons we will draw 
conclusions as to the present and near future of the automobile 
industry. 

D. 	Reasons for Business Failures  

There are actually three essential reasons for business 
failures' 

1. lack of management skills 
2. inadequate level of capital 
3. technical inadequacies. 

From these three reasons stem many problems that occur in a 
dealership. These problems will be discussed in this section. 
One must take a good look at the three main reasons and classify 
problems under them before making any decisions. Therefore, the 
following is a list of problems that stem from the above three 
reasons. 
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VI. SPECIFIC LOOK AT DEALERSHIPS  

A. 	Diversification 

Diversification can mean three things: 

1. The dealer has expanded his dealership so that 
he can sell items other than those which fall 
under his manufacturer's product line. Some 
areas of diversification are recreational 
vehicles, boats, trailers, motorcycles and 
allied parts. 

2. The dealer may have a number of car lots. 
The car dealerships legally have to be those 
of different manufacturers. i.e. One Honda, 
one Mazda. 

3. The dealer may have a variety of interests 
unrelated to the'business. This has pros 
and cons, but if one of the outside interests 
is failing, it not only takes a dealer's time 
but also drains cash flow from his auto sales. 

A seemingly common outside interest is real estate investment. 
Presently the value of property is low which will cause an 
inevitable strain on dealers who have invested in this area. 

The end result of all three types of diversification may be 
a loss of control by the dealer. Once problems occur in outside 
interests, the dealer's time and efforts become concentrated else-
where. The problems within the dealership itself tend to go 
unrecognized for a while and then become unmanageable. 

B. 	Dealer Experience  

Like any business there are no hard and fast regulations for 
a person to own the dealership. The criteria of utmost impor-
tance is sufficient capital. A potential car dealer is subject 
to manufacturer's approval. Manufacturers do however prefer the 
dealer to have some previous experience in the automobile 
industry. Therefore it is difficult to have consistent manage-
rial experience. Many dealers, as other entrepreneurs, have 
little or no management skills, do not keep accurate records 
and lack experience in: 

• • planning 
• measurement 
• an understanding of return on investment. 

The tendency in the automobile industry is for a good car 
salesman to go out and start his own car dealership. This 
salesman only knows about sales and little about management or 
parts and service. 



- 22 - 

Parts people will also do this but not so often. 

Car dealers lack the skill to identify problems and get 
themselves out of trouble. They often do not realize they are 
in trouble until it is too late to turn the business around. 

C. 	Turnover 

There are two types of turnovers that are neCessary for a 
*car dealership to survive and they ares 

1. automobile turnover 

2. parts turnover 

1. Automobile turnover - this is the rate at which a 
dealer sells his cars. The hitch here is that the 
manufacturer will often require the car dealer to 
carry extra slow moving vehicles when he orders 
vehicles that are in high demand. 

If the car dealer cannot sell them, this causes 
problems. He either pays high interest rates or 
goes out of business. What  cari  happen is that a 
manufacturer may provide certain models to be sold 
that just are not desirable or suitable to the 
territory. These automobiles then end up staying 
on the lot for a long time, tying up capital, 
necessitating clearances at a later date. 

2. Parts turnover - this is the rate at which parts 
are sold. A dealer must carefully determine what 
quantity and what types of parts are necessary to 
satisfy his customers. Unfortunately, car dealers 
are not aware of and do not use aging techniques. 

As a result, a large stock builds up of old 
parts that not only tie up capital and space, but 
which can become obsolete. 

With either type of turnover, the dealership problem is 
one where dealers just cannot keep their inventory moving. 
Inventory sales are not monitored so a dealer does not realize 
how much he has tied up in capital till he goes into receiver-
ship or near receivership. 

D. 	UndercaDitalization 
• 

This is the main reason for business failures. The key 
here is to look at the debt to equity ratio. How much debt 
does a dealership have and how much equity? 
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If debts surpasses owners' equity by too much, problems 
start to arise and bankers become concerned about receiving 
their money back. A car dealership may borrow more money 
or may have his loan called, thereby causing receivership. 

If there is not sufficient revenue to meet debts, a 
problem arises. Although it may seem obvious that this problem 
should be detected quickly, it is not so. Dealers seem to 
be optimistic and hate to admit they have problems and often 
hope revenues will increase without doing anything about them. 

E. Collection Policies  

Another major problem is collection of accounts receivables. 
This problem arises for car sales, parts & service sales and 
leasing. Right now there are customers who just cannot meet 
their payments and as a result the car dealership suffers. 
Friends and business contacts are one of the largest problem 
areas, especially in smaller towns where dealers know most of 
their customers. Other problems exist simply because collection 
policies have not been written down or they simply have not been 
created. 

F. Lack of External Aids  

Most car dealers have computer terminals which are directly 
tied in with the manufacturer's main frame computer. 

There is a gradual movement into computer use. Present 

110 

	

	
computers are basically used for inventory reordering and 
vehicle searches. This, however, is not the problem area. The 
area of concern is for car dealers that have their own small 
computers (Apples, Pets, etc) but do not know how to use them. 
Therefore, marketing research that is available cannot be 
utilized efficiently. If computers were understood better 
many problems might be solved and pitfalls avoided. 

G. Qualified Advisors 

The people asked to frequently advise managers are lawyers, 
accountants and bankers. There is a problem here because these 
professionals are not normally qualified as consultants. These 
professionals usually can only help in their end of specializa-
tion but can seldomly see the picture as a whole. Therefore, 
these people should be used for advice only in their areas of 
expertise. There is a strong need for qualified consultants 
specialized in automobile dealerships that can make the business 
run as an integrated unit. 	• 

H. Dealer Extravagance  

During good times, dealers live extravagantly. They go 
wild purchasing luxury items such as boats, condominiums etc., 
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and finance these items through dealerships. When times are 
tough the 	capital needed to pull a dealership through 
is sitting in the dealers' mortgaged private assets. Much of 

ql› 

	

	this style is just part of the expected behavior of a dealer, but irrational spending can eventually lead to failure. 

In looking at all the reasons for business failure, an 
outsider on investigation can witness many if not all these 
traits in car dealerships across Canada. There is no doubt 
that dealers have tightened their belts over the past few months 
but unfortunately many should have done so earlier. 

• 

• 
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VII. MANUFACTURER INVOLVEMENT 
- 

The car manufacturers have been blamed for many dealer- 

. 	
ship problems. It has been said that once a car is produced 
and transported to a dealership, the manufacturer has no more 
concern. Much of the evidence gathered for this report tends 
to enforce this conclusion. Several consultants have suggested 
that if manufacturers provided more management assistance 
dealerships would have a lower fatality rate. In fact, tWo or 
three years ago there was a manufacturer assistance program 
where the manufacturer and dealer could become partners. The 
manufacturers would send out people from Eastern Canada to 
help dealers with management and operational problems. Un-
fortunately this program has virtually disappeared due to high 
costs. The manufacturers and dealers should take a second 
look at this program and determine the difference between the 
costs it takes to provide assistance and the profits foregone 
due to lost sales. 

Another manufacturer problem is that manufacturers like to 
meet dealership demand for popular selling cars by selling them 
a slower moving car at the saine time. Currently in the Van-
couver market this is being stopped by some of the larger Ford 
dealers who have gotten together and formed a computer inven-
tory list. This is where dealers get vehicles from each other 
instead of from Ford. This seems to be effective so perhaps 
the answer to some manufacturers' pressures may be through the 
strength of dealership organizations. 

S
Manufacturers also provide financing for the final consumer, 

but generally only under pressure and often as a last resort. 
Perhaps if there was more manufacturer cooperation in this area, 
sales could be increased through easier financing. 

Manufacturers do howelier, provide some services-such  as t 

• Corporate advertising 

• location analysis 

• trade shows 

• list of possible product defects 

Unfortunately this list is not extensive enough. It provides 
a few tools, but dealers must have the knowledge to use them 
effectively. The-re-i-s-a-trend toward more manufacturers' 

 assls-tance-espaclalle-in-the-area-of-frnMeLne.--MârilinEtrifèrs 
still need to offer more services and perhaps develop a better 
communication system between the dealers and themselves. 
Another solution might be to create more control through a 
more centralized system so that manufacturers have a better 
understanding of dealers'  problems. 

• 



- 26 - 

VIII. BANKERS AND THEIR RESPONSIBILITIES 
- 

Some people feel that bankers are not rational because 
they give out large amounts of money and then call it in un-
expectedly. Bankers are the key to the operation of a dealer-
ship. There are some banks, such as the Continental Bank, that 
specialize in this area. Dealers place a lot of trust in 
bankers because they are professionals and are the people who 
approve of their business plans. 

Unfortunately bankers simply decide on financing according 
to equity and not plan viability. Bankers might be wise to 
hire a consultant to look into business operations and have 
them evaluated before lending out money. This may be expensive 
initially but could save dollars in the end. 

Another difficulty that bankers run into is when a dealer 
approaches him for pore money. A problem arises because the bank 
has previously lent the dealer money and wants its initial loan 
paid back, therefore, it lends more to keep the business 
operating. This does not help matters because once a dealer has 
used this money up, he'll come back for further financing. 
Problems such as these can be discouraged by making more 
detailed inventory and accounting checks to ensure that money 
being loaned is used wisely by the dealer. 

Bankers have a difficult position because once they are 
involved they often do not know when to give up. The banking 
system should be closely looked at and have some controls and 
standards built into it. 
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IX. OUTSIDE ORGANIZATIONS  
• 

During our research we were constantly wondering to whom 
dealers could go to if they were having business problems. We 
found that there were services available but they just were not 
being utilized. A dealer's time is limited. Once a business has 
started up it takes a manager's total effort just to keep the 
dealership alive. As the business grows the weak links in the 
chain eventually break. It is at this time that a business 
recognizes its problems and it is too late. 

We have also discovered that during good times, problems 
are often not noticed if a business is making profits. It is 
during recessionary times that these problems are the cause of 
a dealership going under. 

Dealers are very proud and do.not like being told what to 
do. They figure that if their business has been successful 
for twenty years using old techniques, it can go on using these 
methods. This attitude has been the reason for many old dealer-
ships finally closing their doors over the past two years. 

It is at this point that we should look at three sources 
that are available to car dealers should they decide they need 
help. 

A. C.A.S.E.  - Federal Business Development Bank 

This is the most inexpensive source as well as a lender of 
last resort. The only difference in the FBDB's lending policies 
and those of chartered banks is that the FBDB requires a note of 
denial. Therefore, like a bank, the FBDB may call in a loan. 
This indicates that financially the FBDB is virtually the same 
as a bank but it offers consulting services as well. Un-
fortunately when people with cash flow problems go back to CASE, 
their problems are seldomly resurrected. This source in effect 
may not be as beneficial as it claims to be and may not be of 
any use to floundering car dealers. 

B. Chambers of Commerce and Boards of Trade  

These associations tend to operate more as social clubs 
and their services vary drastically from township to township. 
There are, however, some beneficial services that can be used 
in some of the offices. Information that is available are 
customer demographics, management evaluation forms, market 
research, management of liabilities and assets, statistical 
data sources and other such data. 	• 

So, if used properly this source cari  be beneficial. 

(;. 

• 
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C. 	Consultants  

• One of the best ways to get information is by hiring a 

11› 	consultant. But, this happens to be somewhat costly. There 
are specialists who  cari  start you off on the right foot by 
evaluating your business plan and if you are in trouble these 
specialists can turn your business around, providing the 
dealership is not too deeply in debt. If there are any signals 
that a problem will get serious and cari  not be properly solved 
by a dealer, he should get immediate help. Again, there are 
people who have had experience in the car business and they 
know the abilities and limits of a dealership. These people 
can develop an effective business plan and help dealers put it 
into use. The benefits derived from a consultant cannot be 
stressed enough. Unfortunately, dealers must be given more 
information in this area before they will use and understand 
a need for it. 

• 
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. 	COMPONENTS OF SUCCESS  

To be successful a dealer must have an operable plan. It 
is adherence to the plan that determines the destiny of a car 
dealer. Things are not as simple as just making a plan; there 
are many variables at play that must be considered. This 
section discusses the necessary components that are required 
to have a successful business. 

A. Good General Manager and Assistant 

A business does not just run itself. There is a need for 
someone to direct the course of a business. Budget and plans 
must be realistic. A manager must be actively involved in 
his business. He must monitor the activities of his business 
to determine possible problem areas. He must also have an 
assistant who can take over when he is tied up with business 
or any unforeseen event. The assistant should be able to 
carry on operations and understand the business thoroughly. 
These two people are part of the main reasons for success or 
failure. 

B. Good Controller - Someone who specializes in handling cash 
flow. 

The reasons for hiring a good controller are similar to 
those of a good manager. This person should be a professional 
accountant, not just a bookkeeper. A controller must have 
cash flow activities running as smoothly as possible. This 

dliperson takes much of the burden off of a manager who cannot 
n'e possibly perform this specialized task and run his business 

efficiently. 

C. Market Forecasting 

This is crucial. A manager must be able to anticipate 
industry demand or he can lose money through high inventory 
costs or forego profits from lost sales. There are forecasts 
available through manufacturers and bankers for a manager that 
understands them. 

D. Qualitm Salespeople  

Not just anyone should be hired off the street. A manager 
should hire someone who is aggressive and preferably has some 
past selling experience. Salespeople are the link to the 
customer and they must know how to push products and "CLOSE THE 
DEAL". Periodic sales seminars are being offered but at such a 
high cost and inconvenience. Local sales seminars would be 
of further,use in order to keep salespeople up to date on 
selling techniques and consumer trends. 
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E. New Markets 

A manager must be consistently looking for different 
markets. If the 19 year olds have lost their jobs, dealers 
must find other age groups with needs for specific car types 
and promote products toward them. Another interesting 
suggestion is that you must have the right product in the 
right place. West Coast people seem to like smaller, more 
gas efficient vehicles while on the Prairies, luxury gas 
guzzlers are still popular. 

F. Location 

A car dealership should be located where there is high 
traffic flow unless they are selling an extraordinary product. 
In many towns there are business strips where consumers can 
shop and compare prices and vehicles. A good location will 
often attract passers by where as an "out-of-the-way place" 
will only be sought by those who are definitely in the market 
for a car. 

G. Follow-up Service 

• Once a sale is made, contact with the dealer should not 
be over. By offering good service, a dealer will keep his 
customers coming back. When it comes time for the customer 
to buy another vehicle he will often stay with the same _ 
dealer. Not only does the dealer have a repeat customer, but 
he also has a trade-in which he has maintained and can get a 

dik 	good price for. 
• now 
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XI. AREAS FOR DEVELOPMENT 

During our interviews we found many areas that dealers 
should consider in greater detail. 

A. Planning 

This topic has already been mentioned but plans must be 
made, controlled and adjusted to changing market needs. It 
is a never ending job. 

B. Recognition of Strengths and Weaknesses 

A car dealer must know the strengths and weaknesses of 
his business. The weaknesses should be monitored and 
eliminated. The strengths should be maintained and 
analyzed as to why they are strengths. Although this may 
seem an obvious development, many dealers "fly by the seat 
of their pants". If the economy is good, sales are good, 
but if the economy is poor, low sales are blamed on the 
economy without trying to rectify poor sales performance. 

C. Innovation and Creativity 

A dealer must constantly find new ways to attract 
customers into his dealership. Comments have been made that 
Canadian dealerships are standardized and drab. There is a 
need for excitement and change. 

D. Stock Planning 

Accurate records must be kept of inventory movement and 
inventory trends. This allows efficient ordering procedures, 
a form of measurement and accurate records. Problems ean be 
more easily . detected and acted upon. Good records allow 
quick manager response and allows time to adjust inventory 
supply. 

E. Qualifications  

Several people have suggested that there be some qualifi-
cations for an individual before he obtains a business license. 
The qualifications would probably be educational in nature. 
Even a short course in small business would give dealers more 
insight. Perhaps a satisfactory pass in a short term business 
course should be mandatory before a business license is 
issued (e.g. a two day seminar on business basics). 

• 
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XII. FUTURE TRENDS IN AUTO REnILINO  

From our conclusions the reader must wonder where the 
future of the car dealer is heading? For one thing the 
chances of our economy being as lax as it has been during 
the '70's is slim. Many dealers have cut back their costs to 
a minimum and realize how unnecessary many of their expenses 
were. Successful operations depend on good management. There 
will not be a sudden jump to improvement but an evolution 
over the next ten years. Many dealers are becoming more 
aware of the information available to them through manufac-
turers and economic forecasts. Few dealerships have survived 
the past two years on luck alone. Managers have become more 
aware and careful. The only assurance a car dealer has is 
that there is a built in market for cars. North Americans 
depend on their vehicles because transit systems are not 
extensive enough. Cars eventually break down. This also 
implies a lack of used cars in the next few years as 
people will drive their cars till they are forced to buy a 
new one. People are not servicing their vehicles as often 
thereby shortening the lives of many automobiles. Leased 
fleets will also be leased for longer periods. 

Consumers have changed, they are more value conscious 
although they tend to be more careful during periodic gas 
shortages. There is a trend toward middlesized and small 
cars which manufacturers are meeting. It is now a buyer's 
market. 

Another suggestion made was that dealers cut back 
their inventories by only carrying one sample of each model 
made by their particular manufacturer. This means that 
there would be central warehouses dispersed throughout North 
America from which dealers could order the appropriate 
vehicles. Overhead would be decreased because there would 
te less show room and lot space required and other additional 
expenses. 

This highly volatile industry enjoys no certainty. It 
appears that particularly on our West Coast we have been hit 
hard. Our primary industry of forest products has been in a 
slump for a few years and has shaken consumer confidence. Con-
sultants interviewed, felt that over the next five years the 
economy would slowly recover but businesses would hold down 
wage demands and labour management unrest. We will witness 
careful consumer buying. Salespeople must have the informa-
tion and skills that are necessary to sell cars. Many of 
the successful car practices will be recognized and perhaps 
imitated. 

• 
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found some poorly educated car dealers. A need exists 
fcr 1:,.::iness training especially in small isolated communitieL:. 
Education should be an effort by both manufacturers and gov-
ernment, chambers of commerce and educational institutions. 

This section on outside information sources represents a 
noted contrast to and departure from the information we gathered 
from car dealers. This section is a compilation of professional 
opinions and should be considered seriously. Through these 
people we feel the more shakey dealers will survive and the 
entrepreneurial dealerships will become more progressive. 
We see an encouraging future for automobile dealers but a 
long hard process in getting their cooperation from many 
sources if required. 

: 

• 

• 
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XIII. PREDICTING SMALL BUSINESS ENT2RPRISE FAILURE:  

In the past, tremendous strides have been made to advance 
remedies and cures for failing health. This principle applies 
to small business as well. 

With all the empirical data available on the success and 
failure of small business, shouldn't there be some simple way 
to predict whether a small business will continue to prosper 
or be in danger of failing? If we can apply some technique 
or series of techniques that point to failing small business 
health, then appropriate remedies can be applied at an early 
stage, well in advance of incurability. 

Is there some method or model in existence which can aid 
in predicting small business failures? 

In the late 1960's, Professor Edward L. Altman of New 
York University did some work in this area. Basically, 
Professor Altman developed a statistical model (simply 
called Z-Analysis) that gave weights to several financial 
ratios. He selected thirty successful manufacturing firms 
and thirty failed manufacturing firms. These two groups were 
about the same in most respects. To these firms he applied 
twenty-two variables which roughly fell into the following 
categories. 

1. Liquidity - Working Capital to Total Assets 

2. Leverage - Retailed Earnings to Total Assets 

3. Profitability - Earnings before Interest and 
Taxes to Total Assets 

4. Solvency - Market value of Equity to Book 
Value of Total Debt 

5. Activity - Sales to Total Assets. 

Surprisingly Altman's prediction model was quite accurate. 
Zeta Services Inc., a U.S. financial service with the assis-
tance of Professor Altman, adopted and refined the original 
Altman Z-Analysis model. Zeta Services Inc. has since com-
puterized a credit measuring model which is used to identify 
companies that may have problems if predictions of credit 
pressures occur in the short run. 

In effect, the Zeta computer model Is designed to digest 
and analyze a firm's selected financial data. Should a 
•resulting score of below zero be computed, that firm is 
considered  susceptible  to continued failing health, with 
possible difficulties in satisfying its creditors and a 
candidate for bankruptcy. 
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In this data processing model, seven pertinent financial 
raticc arc analyzed and weighted according to their impc.rzance 
to success or failure to the firm. The ratio considered the 

110 	
most important in the model is the one that divides retaineu 
earnings by total assets. This is called "cumulative 
profitability". "Earnings stability" calculated over the 
past ten years and "leverage" are considered to be the next 
most important ratios. The remaining four ratios in the 
overall Zeta equation are "return on total assets", "fixed 
charge coverage", "liquidity" and "asset size". 

How accurate is this model? 

At least twenty major U.S.A. corporations, including 
several leading lending institutions in New York and Chicago 
subscribe to Zeta Services Inc. Some 2600 public companies 
are included within the data base. Although this model at 
present is based on financial data of only publicly trading 
retailing and manufacturing companies, there is no diffi-
culty in analyzing financial data of privately owned firms 
or expanding the model to incorporate financial data of either 
service or not for profit organizations. 

While below zero Zeta scores are common, caution is 
exercised before such firms are considered prone to failure. 
This model has value as warning triggers to such examples as 
dividend reductions, downgrading of debt/credit ratings, sale 
of assets, difficulty in meeting notes and interest payments, 
cutbacks in budgets particularly discretionary costs, in-
creased borrowings, etc. 

Is this model valid in Canada? 

It can be argued that the Zeta model, or some variation 
of it, is applicable to firms in Canada. The Canadian 
Institute of Chartered Accountants, whose handbook is law 
for the accumulation and presentation of financial data in 
Canada, has very similar rules and regulations with their 
U.S. counterpart, the American Institute of Certified Public 
Accountants. If generally accepted accounting principles 
and financial reporting in both countries are so similar, 
then the application of this model of credit analysis should 
be valid here. 

Some work has been done in Canada. 

Mr. Gordon Springate tested twenty failed and twenty non 
failed firms. Mr. Earl Sands tested twelve failed and twelve 
non failed firms. In the latter test, Sands was able to 
identify 11/12 or about 92% of the failed companies and 9/12 
or 75% of non failed companies; for overall accuracy of 83.3%. 

• 
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Springate in his study of forty Canadian firms had similar 
(—. 	success, predicting outcomes of fallure and ncn failure at 

over 90% success. In a subsequent, experiment. Springate with 
limited resources and an inability to find sufficient data on 

• failed firms did analyze thirty-one successful companies. 
This test was valid in over 90% of his predictions. 

The Springate model was later applied to twenty-five 
failed and successful companies and the results were similarly 
astonishing with 88% accuracy. Again, another twelve failed 
and non failed firms were selected. Here the outcome was 
again substantiated, with slightly over 83% accuracy. 

Such preliminary studies strongly indicate that there is 
much merit in developing a formula, modified where necessary, 
that would be useful to creditors and other financial 
institutions, or for that matter any firm or individual in 
Canada interested in whether a business is capable of 
continued success or is approaching failure. It is hoped 
that continued study and research will be encouraged in this 
particular area and that the results be readily and easily 
made available to anyone concerned or affected. 

• 
. ,, ••"'",,M0•1111irirr 	•. 
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XIV. C=CLUSIONS 

<es 	Our Conclusions are focused around the following topics. 

A. 	Dealerships 

We found most of British Columbia's auto dealerships to 
be fairly small (employing from 1 to 4 salespeople), well 
established (in business for more than 10 years), having a 
market share of 11 to 20%, the majority of which is composed 
of local, repeat customers. 

These customers are mainly married couples with children 
and single males or females. Young marrieds and middleaged 
customers also account for a reasonable proportion, whereas 
retired people form a small segment of this market. 

The advertising medium most often used was newspaper, 
followed by radio, displays and television. 

Our research confirmed the consumer trend towards 
small fuel efficient automobiles. Possibly due to the lack 
of established products in this area, domestic competition 
was not considered a factor in dealers' sales. 

Components, dealers considered most important for success, 
were reputation and good management. Tools, dealers stated 

Ç . they used, were current record-keeping, cash flow projections 
and annual budgets. 	 • 

Most dealerships have fairly high equity. Venture capital 
did not figure as a source of funds. In terms of debt, banks 
were the major supplier of debt capital, followed only by 
trust companies. 

When questioned about future profits, the majority of 
dealers felt that this would improve within the next year. An 
overwhelming majority feel it will improve within the next 2 
to 3 years. 

Federal Regulations 

Areas of dissatisfaction involving federal regulations 
were g 

(1) Japanese import restrictions, which were opposed 
only by dealers of import products. 

(2) Lack of emmission control standards on Japanese 
built Chrysler products. 

(3) Mandatory average fleet mileage goals. 

. • 

• 

• 



Other areas of concern involvinz the Federal government - were 
the general running of th countr:;, the Bank of Canada's • 
interest rate setting policy and the cost of doing paperwork 
relating to federal regulations. 

Provincial Reeulations  

The Insurance Corporation of British Columbia's damage 
disclosure policy, which applies only to dealers, is consid-
ered to be unfair, since it does not apply to private sales 
or trade-ins. Dealers would also like to see tighter con-
trols on individuals selling used cars without a dealer 
license or bond. 

Dealers also object to mandatory retail pricing on all 
vehicles for resale, as this increases paperwork and reduces 
consumer need for a sales person. 

The provincial scaled sales tax on motor vehicles is 
considered helpful to small car dealers by some, and did have 
an effect on many dealers'sales. 

Outside Information Sources  

A variety of interviews were done with outside sources, 
such as consultants and receivers. From these interviews we 
formulated the following conclusions. 

Major reasons for business failure (at the dealership level) 
were cited  as:  lack of management skills, inadequate level 
of capital and technical inadequacies. These three areas 
cover diversification, dealer inexperience, turnover of stock 
and parts, undercapitalization, collection policies, lack of 
computer expertise, dealer extravagence and lack of qualified 
advisors. All of these are latent problems which do not 
generally manifest themselves until hard times hit. 

Components of a successful car dealership were found to 
bet good general manager and competent assistant who actively 
manages the dealership (by monitoring daily movement, market 
forecasting, planning realistically, defining and targeting 
new markets); good controller; quality salespeople (who 
should be aggressive and capable of closing deals); location, 
follow up service and a product compatible to the area. 

The involvement of the manufacturer, money lenders, 
consultants and government institutions was also looked into. 

Manufacturers have been referred to as both the cause of 
many dealer problems and as the possible solution. We feel 
that more extensive manufacturer involvement at the dealer 
level is called for. 
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• 
Banks are essential to the operation of a car dealership 

an:I often dealers place an unwarranted trust in them. Deei-
sions on lending money should place more emphasis on the 
business's viability, possibly to the extent of calling in a 
consultant prior to a loan approval. Refinancing and the 
extent to which a bank becomes monetarily involved in a 
business can be trouble spots. 

We found that services offered by outside organizations 
such as the FBDB, Chambers of Commerce and management 
consultants are not being utilized to any significant degree 
by car dealers. 

Areas of skills that dealer should develop are planning, 
realistic business evaluation, innovative marketing, 
stock planning and accurate record keeping. For people 
applying for a business license of a dealership, some criteria 
other than capital and enthusiasm should be established. 

The future of this industry holds more than a mere 
projection of past and current trends. The change in con-
sumer needs combined with poor economic conditions have 
caused dramatic changes in this industry. Future recovery 
will be a gradual evolution. There is a brighter future for 
this industry, but reaching that future will be an arduous 
task. 

• 
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XV, RECCMMENDATIOM 

From the information we have gathered in this report, we 
make the following recommendations and identify areas that 
warrant additional investigationt 

1) The issuing of business licenses should be regulated in 
order that those who seek a license have some rudimentary 
business skills. 

2) For those potential licensees who do not have many business 
or managerial skills, supplemental courses should be offered 
and encouraged. 

3) Instead of each lot stocking ten variations of each model 
for example, only one model could be stocked, and a 
centralized warehouse could supply the necessary selection. 
This would reduce costs for the dealer very greatly. 

4) The provincial scaled tax system on cars should also be 
applied to fuel efficient trucks. 

5) Provincial sales taxes should be relaxed in order to 
stimulate sales during low periods. 

6) The repetitive provincial sales tax charged on used 
cars should be abolished, and tax charged only at the 
time of first original purchase. 

7) The amount at which damages must be disclosed concerning 
I.C.B.C. damage disclosure laws, should be raised to 
reflect rising material overhead and labour costs as well 
as inflation. 

8) Stronger emission controls should be placed on Japanese 
vehicles imported into Canada, as well as those Japanese 
vehicles distributed by American manufacturers. 

9) The auto dealers find that there are too many regulations 
that take valuable time to comply with as well as the 
problems of excess paperwork. Therefore, some de-
regulization, and less red tape concerning federal 
regulations would be appreciated. 

• 
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• 
December 26, 1982 

Dear Sirs: 

As graduating Marketing students (May 1983) at the 
British Columbia Institute of Technology, we are undertaking 
a study on car dealerships in B.C. 

Your co-operation in completing and returning the 
enclosed questionnaire as soon as possible in the self 
addressed, postage paid envelope care of our instructor, Mr. 
Ernie Iannacone, will be appreciated. 

Thank you. 

Sincerely, 

/1•1"1-4-1  

Ernie Iannacone 
Business Management Division 

3 EI/ N 
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11-15 years 

1] 16-20 years 

, 1  21-25 ye,Irs 

[1] 26 + years 

1 year 

2-3 years 

4-6 years. 

 7-10 years 

We  are BCIT students doing a study on car dealerships in British 

Columbia. 

We have chosen you, the dealer principal, as our major source of 

information. 

We would like to thank you for your time and cooperation. 

HŒ  N LONG HAVE YOU BEEN IN BUSINESS? 

WHAT SERVICES DOES YOUR DEUERSHIP OFFER? 

Other (specify) 

RRE] HO  W MANY SALESPEOPLE DO YOU DTIOY? 

Salespeople 

• 
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4 
c` 

' 1 - 

L-J 

11 - 20% 

r-i 21 - 30% 
D 31 - 40% 

E7.1 41 - 50% 

El 51 - 60% 

L___J 61 - 75% 

E 75% or more 

„ 
. .44%24 ,  • 

L:1T 	SHAPE  r 	CJ CURI u....7rLy 1 LAVE IN  YC'Ui P T C": ?'. 

MAT % OF YOUR S 	ARE REPEAT BUSINESS? 

1 - 10%   41 - 50% 

11 - 20% 	Li 51 - 70% 

L 21 - 30% 	ri  Above 70% 
E] 31 - 40% 

a. WHAT % OF YOUR  SALES ARE  TO LOMIS ? 

• % 

b. %‘PAT % OF YOUR SALES ARE TO PEOPLE/BUSINrSSES FROM OUTLYING 

REGIONS ? 

(a + b = 100%) 

APPROXIII;TTILY II7T %. OF yOUR CUSTOMERS FALL INFO rAcli OF TIŒ 
FOLLOWING.  C.ATÈGORIES ? • (total = 1 0 0%) 	,* 

Single males  	Married with kids  •  

Single females  	Middle agad 

Young marrieds  	Retired 



••n••n 
q.  

- 

; 

radio 

Televisinn 

Magazines 

D Newspaper 

Other 

Dir • 	n il 

TraJr,  

Billboards 

Displays 

IN YOUR OPINICII, 1.517£r DO CUSTCI= TODAY GENERALLY LOOK roR 
INA-VEHICLE ? 	very 	 not 

important 	important  

Brand preference 	1 	2 	3 	4 

Style 	 1 	2 	3 	4 

Comfort 	 1 	2 	3 	4 

, 
Gbod mileage 	1 	2 	3 	4 

Parts availability 	1 	2 	3 	4 

Fast servicing 	- 1 	2 	3 	4 

Affordable price . 	1 	2 	3 	4 

Luxury 	 1 	2 	3 	4 

Performance • 	1 	2 	3 	4 

Self maintenance . 	1 	2 	. 3 	4 

Opti nis 1 	2 	3 	4 . 	 . 

other 	1 	2 	3 	4 

WHAT DID CUSr.InCiMIS PREVIOUSLY LOOK  FOR?  

very 	 not 
importnnt 	important 

Brand preference 	1 	2 	3 	4 

Style 	 1 	2 ' 	3 	4 

Comfort 	 1 	2 	' 3 	4 

Good mileage 	1 	2 	3 	4 

Parts availability 	. 1 	2 	3 	4 

Fast servicing 	1 	2 	3 . 	4 

Afforànhle prices • 	1 	2 	3 	4 
• Lumury • 	1 	2 	3 . 	4 

Pcrformance 	1 	2 	3 	4 

Siq F maintenance 	1 	2 	3 	4 

Options 	. . 	1 	• 	2 	3 	4 

Othar ' 	 1 	:2 	3 	4 
",./1111M111111.M • • 



TYPE OF VDU= IX) YOU SELL 'ME tIDST OF? 

Model.  Narre 

PLEASE INDICATE YOUR SAMS OF THE FOLLOr..IING VECIIITr_g. 

Low 	 High 

Compact 	 •• 	1 	2 	3 	4 	5 	6 . 

Sulx-cmbact 	 1 	2 	3 	4 	5 	6 

Mid size 	 1 	2 	3 	4 	5 	6 

TArge 	' 	 '1 	2 	3 	4 	5 	6 
. 	

. 
LuXuries 	 1 	2 	3 	4 	5 	6 

. 	

. 

Trucks 	 1 	2 	3 	4 	5 	6 

H 	NY VILS  DID YOU SETN, IN 1982? 

in 1981 

PLEASE STATE  THE APPRMŒMATE DDLLAR VALUE OF THESE SALES... 
(Kindly ignore if you feel this information is confidential) 

THIS YEAR? 	 LAST YEAR? 

st: 



Competition: Domestic 

Foreign 

1 	2 	3 	4 

1 	2 	3 	4 
• 

Other 

not 
.umx.ntant. 

3 	 4 

3 	 4 

3 	 4 

3 • * 	 4 
• 

3 

3' 	 4 

• 

bare PDvANTArFn Do you YOU HAVE OVER YOUR COMPETITION? EE2 

very 
important 

VHAT IS CURREnITLY AFFECTING YOUR  SALES  THE MOST? 

Very 	 not 
important 	important  

Interest rates 	, 	1 	2 	3 	4 

Declining gross nargin 	1 	2 	3 	4 

Changing consumer attitudes 	1 	2 	3 	4 

; 

7 .  
t. • 

Good salesforce 	1 	2 

Negotiable Prices 	• 	1 	2 

Good Service 	1 	2 

Good Managent 	. 	1 	2 

Reputation 	1 	2 

Promotion 	1 	2 

• 



4 

111-ERE ANY GOVI:R=JT R7GULATIONS THAT Ir1VE AN ADVErSE • EF= 

(- 	ON YOUR SALES AND/OR PR3FITS? 

II> 	
r--. YES LINO 

IF YES, PLEASE ELABORATE. 

HOW DOES B.C. PROVINCIAL SCALED SALES TAX AFFECT  YOUR BUSINESS? 

DOES THIS AFFECT YOUR SALES? 

yEs 	 D  NO 

ANY REMeENDATIONS 

• 

• -•1. e^tve,ruirree.*: 	• 	• 	• • - 	• • 
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HCW DO YOU FEEL THE RECENTLY IMPOSED FEDERAL QUOTAS CN JAPANESE 
VIMUCIES WILL AFFECT YOUR SALES ? 

El] Increase sales 

. I No effect 

I I Decrease sales 

Dcn't know 

Ccrrnents: 

ARE YOU AIAARE OF ANY BANKRUPTCIES IN YOUR AREA? 

D Yes 	D  No  

Ir YES PLEASE LIST, 

WHAT COULD HAVE BEEN DONE TO PREVENT THESE BANKRUPTCIES ? 

COULD ANYTHING HAVE BEEN DONE BY OUTSIDE ORGANIZATIONS SUCH AS CHAMBER 
OF COMPŒRCE TO HEMP PREVENT THESE BANIMUPTCIES ? 



4 

4 

4 

4 

4 

4 

4 

IN VI  EW Or THE MANY CAR DEALERSHIPS TinT HAVE BBECtE BANIMUPr.: 

IN THE PAST 'IW3 YEARS, WHAT WOULD YOU CREDIT YOUR SUCCESS 'PO ? 

very 	 Tt  

important 	 irrporta.nt 

Good salesmen 	 1 	2 	 3 

Product 	 1 	2 	 3 

Service 	 1 	2 	3 

Reputation 	 1 	2 	3 

Pronotion 	 . 1 	2 	 3 

Good management 	 1 	2 	 3 

Other 	 1 	2 	3 

WHAT DO YOU THINK ME MU YEAR  HOUE  FUR YOUR BUSINESS IN TERM 

OF PROFIT ? 

D Better  El Saine 	 Wcrse 

THE NEXT 2 MD 3 YEARS 

D 

 

E Better  Seine 	El Worse 

DOES YOUR AGENCY (a) have a business plan? 	Yes .... No.... 

(b) do market research? 	Yes ...•  No....  

(c) prepare annual budgets? 	Yes .... No.... 

(d) project cash flows? 	Yes .... No.... 

(e) keep up to date records? Yes 	No.... 

• 



— AT THE.  IRi= TIME, WHAT PERCENT OF yOUR CAPITAL I!: 

(a) EQUITY (invested by owners) 

(b) DEBT (financed externally) 

Total 	100 _% 

With reference to (a) EQUITY CAPITAL, has your firm 

had any experience with venture capital? Yes.... No .... 

If yes, what percent of your equity capital is  venture? 	 

With reference to (b) DEBT CAPITAL, kindly indicate 

the sources and current approximate percentages. 

Banks 

Trust companies 

Governmental agencies - provincial 
- federal 

Private 

Other 

Total 

What recommendations do you have regarding financing 
and capital availability? (your comments would be 

appreciated). 
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