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Cardealership closings, mergers slow, profitability returning

By Mariyy Bownew

Car dealerships have been hit
hard over the past three vears,
but atterneys who specialize in
this industry say the rate of
closings and consolidations has
slowed, and some are returning
to profitability.

In 2009, Chrysler and GM
closed down thousands of
underperforming dealerships
around the country,

As a result of political pres-
sure, said Alex Kurkin,
Aventura-based partner in the
law firm Kurkin Forchand
Brandes, which represents the
Florida Automobile Dealers As-
sociation, “most of the GM fran-
chises that had been terminated
were given reinstalement agree-
ments that had a performance
criterion, They would be per-
manently reinstated if they met
that performance threshold.”

Most dealers have met their
threshold, he said, but all GM
dealers struggled this year be-
cause GM produced almost
nething for them te sell, so it's
unclear how the manufacturer
will treat those who didn't meet
the sales criterion.

“With respect to Chrysler.” he
said, “we didn’t lose too many
dealerships here.” As for newsites
coming to market, Mr. Kurkin
said, “at this peint, dealers that

were sufliciently capitalized have
returmed to profitability and are
not now motivated to sell.”
There s still some repurposing
and consolidation going on, said
Robert E. Sickles, a Tampa-
based partner with the law firm
Hinshaw & Culbertson who is
outside general counsel to the
Florida Independent Auto Deal-
ers Association. “There is on-
going arbitration and disputes
about whether some dealerships
should be closed or what com-
pensation they should receive.
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New car lease programs on road back

By Marnyy Bowpex

Some manufacturers have cut back on new-
car lease programs in the past few years, but
they may be coming back, and other leasing
options are also starting Lo emerge.

“A lot of domestic manufacturers have cut
back on leasing programs,” said Robert Zarco,

a partner in the downtown Miami law firm
Zarco Einhorn Salkowski & Briwe who fo-
cuses on dealership and distribution law.
“Leasing still plays a big role, but dealers
wonld rather sell the car. Leasing leaves a huge
inventory they have toresell, sometimes at losses.”
But with consumers buying more used cars
and US manulacturers producing fewer new

models, cars that have been leased are becom-
ing easier o dispose of, said Robert E. Sickles,
a Tampa-based partner in the national law firm
Hinshaw & Culbertson who is outside general
counsel to the Florida Independent Auto Deal-
ers Association,

Among used car dealers, he said, “Buy Here
Lease Herelsstarting to take ofT. Dealers are trying

Lo create a model where consumers can have the
option to rent a used car so that they would have
a certain number of vehicles in their fleet.”

Ifa lessee defaulis on pavments, Mr. Sickles
said, “It"s much easier to get the car back under
a lease situation.

“Some are even offering warranties for the
length of the rental.™

But it’s not the problem it
once was.”

Some consolidations are the
result of changes in the way
cars are sold. Gone are the days
when a dealership carried just

There is ongoing
arbitration and disputes
aboul whether some
(i;(‘ﬂ.f‘(‘i"x,i'ﬂ-rlﬁ S}T!’JHI"E‘I })(’
closed or what
compensalion E;n'y
should receive.”

RobertSichles

ome brand, said Robert Zarco, a
partner in the downtown Miami
law firm Zarco Einhorn
Salkowski & Brito who focuses
on dealership and distribution
law, Now most manufacturers
have consolidation agreements
that allow dealers to carry sev-
eral brands on one lot.

“The larger dealerships are
gobbling up the smaller,” Mr.
Zarco said. “Consoelidation
means less real estate, fewer
employees, lower txes and util-
ity costs, s0 iUs more profitable.
That frees up working capital,™

The past few years have seen
a decline in sales of domestic
brands that is in part the result
of adrop in supply, he said. Not

wanting to get caughtin adown-
turn with huge inventories on
hand. as they were in 2008, US
autoy manulacturers have in the
past several vears cut produe-
tion back drastically, and in the

interim, Mr. Zarco said, foreign
brands such as Tovota, Hyundai
and Kia “have taken such a much
larger market share.”™

In 2012, about 30 all-new do-
mestic models are going to be
launched, he said. “What that
does is create interest in people
not others nelingd to buy a
new car. That will have asignifi-
cant impact on dealerships.™

Although financing is not as
weak as it was, Mr. Kurkin
said, “from the consumer per-
spective factories are not rebat-
ing prices as they once did.

“Customers have come 10 ex-
pect that a dealer has a lot of
room to negotiate, bul they don't.
The Manufaciurer’s Suggested
Retail Price is not now irrelevant.
So people think they are being
cheated - a perception the indus-
trv is going to have lo cope with.”

“Consumer confidence is very
much lagging,” Mr. Zarco said.
“People are afraid of buying
mew cars and are buying more
used, and that has caused a
continuous decline in the num-
ber of dealerships.

“As of Dee. 31 last vear, there
were 31,140 franchises and
17,659 dealerships in the US. That
represented a 4.4% decrease in
the number of dealers in 2010 - an
improvement over 2009, when
attrition was an unprecedented
#%.7 Almost all the attrition, he

said. affects domestic brands.

Meanwhile, independent deal-
ers, who predominantly sell
used cars, ate experiencing se-
vere inventory shortages, Mr.,
Sickles said.

The government’s Car Allow-
ance Rebate System, popularly
known as Cash for Clunkers, took
a lot of older cars off the road, he
said, and the cuis in the number of
new cars produced over the past
several years means that in the
next three Lo five vears “there will
be asmallerumiverse ol usedears,”™
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