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Costs, Compliance Make Opening Store More Challenging Than Ever

By Jim Stickford


Selling used cars isn’t as easy as it looks. 


Steve Lubbers thought of himself as a fairly intelligent person who had been in the car wash business for several years.  Then he started to notice a group of guys who were bringing different cars in to wash all the time

These guys described themselves as gypsies and had quit school in the second grade to go into their fathers’ businesses.  “They would buy them at one auction, and turn around and sell the same vehicle at another auction and make a couple thousand dollars,” Lubbers said. “I said to myself that I could do that.”

Lubbers got his license seven years ago and opened BTS Motors in Aurora, Colo., but has had little success.  “I only renewed my license the last time because it was so difficult getting that I thought I’d try one more time to turn my business around,” he said.
What Lubbers lacked was experience, he said.  The guys who came to his car wash were good at selling cars because they had been doing it for years.

Jim Mitchell, executive director of the Ohio Independent Automobile Dealers Association, sees a lot of young dealers get in the business and then quickly get out of it.  “When I talk with new used-car dealers, I’ve learned that a lot of them are former used-car managers for franchise dealers, or have been salesmen at used-car lots,” Mitchell said.  “They take a look around and say to themselves, ‘I can do this,’ and start their own lots.”  What they don’t realize, Mitchell said, is how expensive it is to run a lot and just how much paperwork is involved.

Like Lubbers, James Yoder worked in another segment of the car business before deciding to open up his own lot.  “I had my body shop business, which I had run for 12 years,” Yoder said.  “I enjoyed playing around with cars and I’d sell a few cars every now and then, and the business intrigued me.”  


So, in 2005, Yoder opened Yoder’s Auto Connection in Gambier, Ohio.  He said his biggest surprise was how much paperwork it takes to run a dealership properly these days.  “I knew about the risk,” Yoder said.  “But the amount of paperwork you have to fill out caught me by surprise.  Starting my own lot would have been a lot harder if I didn’t already have my own business.”

Yoder is in the process of combining his two businesses.  With an average of 15 to 18 cars on his lot, Yoder said he hasn’t lost any money so far, but he really hasn’t made any money yet either.  “Right now, I’m in the process of buying up my inventory again,” Yoder said.  “I bought a few, fixed them up and did a little wholesaling. I’m still in the process of feeling out to see if that works for me.”
Yoder is also figuring out what kind of car works best for his dealership and will sell in his neighborhood.  “Is it the low-end car?” Yoder said.  “Those might have more problems and cost me money to fix them up so that they can be sold. I know I can sell those around here.  Or do I stock more high-end vehicles?  They cost less to front-line ready, but I’ll sell fewer of them.  I might make more per car to make up for lack of sales volume. I still have to figure that out.”

Another surprise, Yoder said, is how much money a dealership can burn up.  “You’d think $100,000 is a lot of money,”  Yoder said.  “But it really isn’t.  Once you buy 10 or 15 cars, that money is gone.  It takes a chunk of change and a leap of faith to start your own lot.”

Even those who have a solid background in car sales can struggle when opening a new store.  Shana Mirmohamed’s dealership, Tig’s Auto Plus in Nashport, Ohio, is just over a year old. She had a varied background in the auto retail business, working for both franchise dealers and family used-car lots.  Mirmohamed understood finance, inventory and other parts of the business, but she said her biggest problem was the local economy.

“My biggest surprise was the economy,” Mirmohamed said.  “There’s the delayed reaction from Sept. 11, 2001.  Plus, here in Ohio we’ve lost a lot of manufacturing jobs. When we opened up, I didn’t realize how tough the economy was.”  The business isn’t what it was when she was coming up either.

“The customer has changed over the last few years as well,”  Mirmohamed said. “We specialize in offering alternative financing. I understand that market, but today’s customer might have a real low beacon score and want a 12 percent interest rate when he really only qualifies for a 21 percent rate.”

Mirmohamed is succeeding, and she and her partner are looking for a second location in the Columbus area. But she sees many other dealers fail.  Even those who have managed other people’s lots often fail, said Phil Greenstein, owner of Northeast Motors in Leominster, Mass., and president of the Massachusetts Independent Automobile Dealers Association.   “I run into them at auctions,” Greenstein said. “They say they’ve started their own lot and running it is not as easy as they thought it would be. It’s a full-time job.”

Often, new dealers don’t realize the breadth of expertise needed to run their own dealership, Greenstein said.  They might know how to buy and sell, but they don’t know how to help a customer with a problem.  “If someone came in with a mechanical problem, when they worked at the franchise lot, they just took that person over to the service department,”  Greenstein said.  “If there was a finance issue, they turned the buyer over to the F&I department.  Now that they’re on their own, they have to be the service department, the F&I manager.”

Even being a good salesman can get a new dealer in trouble.  “A guy who worked at a franchise lot isn’t worried about collections,” Greenstein said.  “He now has to steer a guy with poor credit to a car he can actually afford.  He can’t let him see that 2002 Nissan when all he can afford is a 1999 Neon. Because once that customer sees the car he wants, it’s very difficult to sell him the car he can actually afford.” 

Lubbers’ license expires in July.  He’ll probably be out of the business by then.  “This is much harder than I expected,” Lubbers said. “I just don’t seem to have the knack.  Take last summer, for example.  I bought a beautiful Toyota MR2 convertible. They’re nice cars and they don’t use a lot of gas.  I thought I’d buy it, fix it up, and sell it for a profit.”  Instead, he sold it for a loss.

Lubbers even tried to form a business partnership with the mechanics who worked on his cars.  He would buy fixer-uppers, they would repair them, he would sell them and everyone would split the profits.  “I would bring them a car and they would get busy with something else and it would sit for weeks,” Lubbers said.  Lubbers only manages to wholesale a couple of cars a month to dealers.  Even when he tries to retail cars, he said his customers don’t want to pay enough.
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Veteran Dealers Offer Advice

By Jim Stickford

A pair of dealers with more than 100 years of experience between them can sympathize with the challenges of dealers who are struggling as they start.  “I’d say selling cars is harder now than it ever was,” dealer Don Worden said.  “A lot of dealers I see getting into the business think it’s easy, but it isn’t.”  Worden, owner of Worden Auto Sales in New Albany, Ind., has been a car dealer since 1956 at a dealership founded by his father in 1929.  Many of the new dealers he sees struggle are in the buy-here, pay-here business, Worden attributes part of his longevity to staying out of financing his customers.  “When I sell a car, I get my money upfront,” Worden said, “I work through some local banks in helping customers get financing for cars. Most of the people I see have very good credit.”  Worden is as choosey about his cars as he is about his customers.  “There’s so much junk out there,” Worden said.  “I am particularly careful about what I buy and put out for sale.  That’s why I stick with buying cars that are coming off lease.  Even those cars are getting harder to get.” 

Many of the cars Worden buys come directly from leasing companies.  He prefers these well-maintained, one-owner vehicles.  Even though he buys clean cars, Worden still has a mechanic go over every vehicle before it’s sold.  This is part of maintaining an excellent reputation.  Because he has such a great reputation, Worden doesn’t have to do a lot of advertising. Rather he relies on word of mouth and repeat business.

Dick Keller, owner of Dick Keller Automobiles in King George, Va., has been working in the car business since he graduated from high school in 1946.  Over the years, he has owned several used- and new-car dealerships throughout the South.  Keller set up in-house financing in 1980.  He settled in King George 10 years ago, when he decided to leave the hustle and bustle of the greater Washington, D.C. area.  Setting up shop in a new town meant that he had no reputation he could trade on to bring in sales, but he did have a good location near a main highway.  Since moving, Keller has worked on building a good reputation so word-of-mouth advertising will drive his sales.  That’s something he’s learned in his 60 years in the business.  “My father always told me that you don’t have to misrepresent a car to sell it,” Keller said.  “If there is a problem, mention that and adjust the price of the car accordingly.”  Keller uses his existing customers to bring in new customers. He asks them to refer him to their friends, relatives and co-workers.  “I sell with good will in mind,” Keller said.  “Repeat customers are the key to my business.”  One way Keller maintains this good will is with a service center for his customers and the public.
Keller operates his business on three principles.  The first is to be honest with customers.  The second is to maintain good relations with people he does business with, including banks.  The third is to be good to employees.  He has three non-family member employees and they have all been with him for at least five years.  “Maintaining good relations with the people you do business with is important,” Keller said.  “I can see how lack of access to capital can hurt someone just starting out.  They have to be careful, especially if they have a flow line of credit.”  If a dealer depends on others to help finance his vehicles, Keller said, he’ll have to pay them back one way or another eventually.

