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Kerrigan Advisors has the honor of advising the industry’s leading dealers nationwide 

through the lifecycle of growing, operating and, when the time is right, monetizing their 

business. In the last five years, we have represented on auto retail ’s largest transactions, 

including five of the Top 100 Dealership Groups, more than any other firm, with the 

highest sale price per transaction in the industry. In our view, dealerships are too valuable 

to be advised any other way.

If you would like to learn more about the firm, please contact Erin Kerrigan or Ryan Kerrigan  

at (949) 202-2200 or visit KerriganAdvisors.com.

“Kerrigan Advisors’ team was invaluable
to our once-in-a-lifetime sale.”

Steve Bloomer
Former Owner of
Village Automotive Group
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The buy/sell market experienced a remarkable rebound in the second quarter. After stay-at-home orders 
lifted and PPP monies funded, industry earnings boomeranged from all-time lows in April to historic 
highs in June (see Chart I). Since coming to a standstill in April, transaction volume bounced back in May 
and June, fueled by a pipeline of postponed acquisitions and a surge in new investment opportunities.

Buy/sell activity in the first half of 2020 surpassed the first half of 2019 (see Chart II), despite the 
economic challenges of a pandemic-induced recession. Buyers became increasingly aggressive as 
the second quarter progressed, fueled by strong cash flows from existing operations and low-cost 
acquisition financing in a declining interest rate environment. Sellers also grew more confident in 
their valuation expectations as earnings surpassed pre-COVID levels. The volume of sellers coming 
to market rose considerably throughout the quarter and was met by strong buyer demand, resulting 
in a significant increase in transaction activity by the end of the quarter.

DEALERSHIP ACQUISITION ACTIVITY

Chart I
Average Dealership Pre-Tax Profit
Source: NADA

As industry earnings 
boomeranged from all-time 
lows in April to historic 
highs in June, buyers 
reengaged in existing and 
new acquisitions and sellers 
grew more confident in their 
valuation expectations.

“I would call 2020 anything but normal.”

David Hult, President & CEO
Asbury Automotive Group
Second Quarter 2020 Earnings Call

Chart II
Total Number of Completed Dealership Transactions
Source: The Banks Report, Automotive News, Kerrigan Advisors’ Research

Buy/sell activity in the first 
half of 2020 surpassed 
2019. This activity level 
was driven by a rebound in 
industry profits, an increase 
in sellers coming to market 
and stronger buyer demand.
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Chart IV
Average Dealership Used to New Ratio
Source: NADA

The auto retail business 
model allows dealers to 
shift revenue sources 
efficiently to maintain 
profitability during more 
challenging economic 
times. Faced with a 
shortage of new vehicles 
in the second quarter, 
the industry refocused 
on higher margin used 
vehicle sales, increasing 
the industry’s used to 
new ratio by 23.5% as 
compared to 2019.

Chart III
Average Dealership Pre-Tax Profit, 2019 vs. 2020
Source: NADA

2020’s average 
dealership earnings got 
off to an incredible start, 
only to be pummeled in 
March and April by an 
economic shutdown. 
The resurgence of 
industry profits in May 
and June demonstrates 
the strength of the auto 
retail business model 
and its ability to increase 
profits even when new 
vehicle sales experience 
dramatic contractions.

The rebound in dealership earnings in the second quarter was nothing short of extraordinary. After 
starting off the year 38.7% higher than 2019, earnings plummeted in March and April only to surge to 
record levels for the combined months of May and June (see Chart III). As consumer demand bounced 
back and new vehicle supply contracted, dealers focused on higher margin used vehicle sales, selling 
more used than new vehicles (see Chart IV) and increasing gross profit margins on new vehicles (see 
Chart V on the following page). These improvements, as well as a significant reduction in expenses, 
led to record earnings at the end of the quarter, despite US new vehicle sales in the second quarter 
declining 33.4% as compared to the second quarter in 2019 and fixed operations (service and parts) 
lagging pre-COVID levels.

“It is again a demonstration of how resilient the auto retail model is that in very challenging 
circumstances, there’s a lot of ways to manage the business.”

Mike Jackson, Chairman & CEO 
AutoNation
Second Quarter 2020 Earnings Call
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Chart V
Average Dealership Gross Profit per New Vehicle Retailed, Excluding F&I
Source: NADA

Industry gross profits per new vehicle 
increased 70.3% in June 2020, as compared 
to January 2020. Despite a 33.4% decline 
in new vehicle sales during the quarter, the 
average dealer remained highly profitable due 
to a significant increase in gross profits per 
vehicle in the second half of the quarter.

The resilience of the auto retail business model in the face of today’s historic economic disruption 
attracted more investors to the industry in the second quarter. These investors, including family offices 
and high net worth individuals, are actively seeking dealership acquisitions and the opportunity to 
finance industry consolidation. Many believe scale and innovation will exponentially increase future 
industry profits, rendering a consolidation strategy highly profitable. 

This investment thesis is supported by the breakout results of the public auto retailers in the second 
quarter. With scale, larger dealership groups are able to more easily reduce operating expenses and 
SG&A (sales, general and administrative expenses), as can be seen in the publics’ most recent results 
(see Chart VI). Also, larger groups often invest in proprietary selling systems and operating models 
which result in higher margins (see Charts VII and VIII on the following page). The business disruption 
associated with COVID-19 has shined a spotlight on the benefits of economies of scale and scope 
in a consolidating auto retail environment and enhanced the competitive advantage associated with 
innovative retailing.

“The quarter proved the strength of the new vehicle franchise dealer model.”

David Hult, President & CEO
Asbury Automotive Group
Second Quarter 2020 Earnings Call

Chart VI
SG&A as a Percentage of Gross Profit (Public vs. Private)
Source: SEC Filings, NADA, Kerrigan Advisors Analysis

The publics’ average SG&A 
as a percentage of gross 
profits was 7 percentage 
points lower than the 
average private dealer in 
the second quarter, the 
widest margin on record. 
The recent business 
disruption highlighted the 
ability of larger groups 
to rationalize expense 
structures more efficiently 
than smaller operators.
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As industry earnings rebounded throughout the quarter for both the public and private dealers, so 
too did valuations. The Kerrigan Auto Retail Index increased an impressive 150% from the beginning 
of March to the end of August, outperforming the S&P 500 by 165.5% and achieving an all-time high 
of 766.4 on August 18th (see Chart IX on the following page). Many investors believe auto retail will 
benefit from growing demand for personal mobility as the virus exposes the potential health risks of 
public transportation and ridesharing.

“We used this crisis to rebuild our operations from the ground up, and we’re going to be 
materially more efficient, as you would measure it by SG&A.”

Earl Hesterberg, President & CEO
Group 1 Automotive
Second Quarter 2020 Earnings Call

Chart VII
Gross Profit per Used Vehicle Retailed, Excluding F&I (Public vs. Private)
Source: SEC Filings, NADA, Kerrigan Advisors Analysis

The publics’ ability to 
optimize used vehicle 
gross profits throughout 
their network of 
dealerships, along with 
their customized inventory 
management systems 
resulted in a 15.4% higher 
gross profit per used 
vehicle in the second 
quarter, relative to the 
average private dealer.
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Chart VIII
F&I Gross Profit per Vehicle Retailed (Public vs. Private)
Source: SEC Filings, NADA, Kerrigan Advisors Analysis

The publics consistently 
achieve higher margins in 
F&I on a per vehicle basis. 
Investments in proprietary 
selling systems provide 
these companies with a 
competitive edge over the 
average private dealer.
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Chart IX
The Kerrigan Index™ vs. S&P 500 (rebased) March 18-August 31, 2020
Source: Yahoo Finance, yCharts, Kerrigan Advisors The Kerrigan 

Index™, composed 
of the seven 
publicly traded 
auto retailers is 
up 150% since 
its March lows, 
outperforming 
the S&P 500 
by 165.5%. 
Investors believe 
in the strength 
of the auto retail 
market and these 
companies’ ability 
to capitalize 
on profitable 
consolidation and 
retail innovations.

Methodology:
The Kerrigan Index™ is composed of the seven publicly traded auto retail companies with operations focused on the US market, including 
CarMax, AutoNation, Penske Automotive Group, Lithia Motors, Asbury Automotive Group, Group 1 Automotive and Sonic Automotive. 
The Kerrigan Index™ is weighted by the market capitalization of each company and benchmarked at 100 on 1/3/2000. 

0

100

200

300

400

500

600

700

800

Mar-20 Apr-20 May-20 Jun-20 Jul-20 Aug-20

The Kerrigan Index™ S&P 500 (rebased)

+150%

THE KERRIGAN  INDEXTM

The average dealership’s blue sky value also rebounded during the quarter. With real estate, the 
average dealership’s value is now at an historically high level (see Chart X). For the most part, when 
pricing acquisitions in the second quarter, buyers ignored profits and losses during the shutdown 
period of March, April and May and instead valued blue sky based on adjusted trailing twelve months 
earnings through February 2020, which were up 4.0% from 2019. Buyers also considered projected 
future earnings, which for many dealers are tracking to all-time highs in the second half of 2020. 
During the quarter, valuations also benefited from lower interest rates which reduced buyers’ cost of 
capital, increasing the prices they were willing to pay on blue sky (discussed further in the Buy/Sell 
Trends section on page 19).

Chart X
Average Dealership Blue Sky and Real Estate Value ($ in Millions)
Source: NADA, Kerrigan Advisors Analysis
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The average dealership 
blue sky increased 3.3% 
in the second quarter 
as compared to 2019, as 
buyers priced acquisitions 
based on pre-COVID 
earnings and post-
shutdown expectations. 
With average dealership 
real estate values up 14.9% 
since 2015, dealership 
enterprise values including 
real estate and blue sky 
are now at peak levels.



THE BLUE SKY REPORT®    
Second Quarter 2020

8|

As valuations increased throughout the quarter, more single point dealers and family-run dealership 
groups decided the time was right to sell. The volume of sellers coming to market in 2020 is up 
markedly since 2019. For the most part, these sellers are uninterested in levering up to expand their 
groups or reengineering their business for the post-COVID digital retailing reality. Many are realizing 
inertia can be risky. Without innovation or expansion, success in the car business will become 
increasingly challenging as larger groups gain a competitive advantage over smaller operators.

With this overview of the second quarter, Kerrigan Advisors has identified the following three trends, 
which we expect to meaningfully impact the buy/sell market for the remainder of 2020 and into 2021.

 Ø Valuations rise as dealership earnings grow and buyers’ cost of capital declines
 Ø More sellers come to market driven by high values and the threat of industry disruption
 Ø High growth, business friendly regions attract a disproportionate number of buyers

The Blue Sky Report® is informed by Kerrigan Advisors’ nationwide experience enhancing the value 
of the industry’s leading dealership groups through the lifecycle of growing, operating and selling 
their businesses. In the past five years, our firm has represented on the sale of the industry’s largest 
transactions throughout the US, including five of the Top 100 Dealership Groups, more than any other 
firm in the industry. We do not take listings, rather we develop a customized sales approach for each 
client to achieve their transaction and financial goals. Our sale process is extremely successful and 
has led to the highest sale price per transaction of any firm in the industry over the last five years.

We have had the honor of advising auto retail’s leading families on their growth strategies, capital 
allocation plans, operations, real estate and the sale of their valuable businesses. Our team oversees 
and manages our client engagements from beginning through a successful outcome. In our view, 
dealerships are far too valuable to be advised any other way.

We hope you find the information presented in this quarter’s report helpful to your business. We look 
forward to answering any questions you may have regarding The Blue Sky Report, The Kerrigan Index 
or Kerrigan Advisors’ client services.

“We see July being strong and we see August being similar.”

David Hult, President & CEO
Asbury Automotive Group
Second Quarter 2020 Earnings Call
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If you would like to receive the full report 
including franchise blue sky multiples, 

please email: info@kerriganadvisors.com


