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December 2021

The Kerrigan Index™ is composed of the seven largest publicly traded auto retail companies with operations
focused on the US market and is reported monthly. While the auto retail industry remains highly fragmented and
is influenced by thousands of small and mid-sized private companies, the publicly traded auto retail stocks
provide strategic insight into the dynamics affecting US auto retail and expectations for the industry’s earnings
outlook.
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2021 – Year in Review
Another Record-Setting Year for Auto Retail Valuation
Annual Changes

The Kerrigan Index™ ended December 2021 at

42.9%

1,089.81, down 1.95% for the month, but finishing the
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year up 36.2%, handily outperforming the S&P 500
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(+26.9%) for the third straight year. Auto retail’s
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outperformance is particularly notable given the equity
market’s record valuations in 2021.
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From the lows of March and April 2020, the auto retailers in
the Kerrigan Index have shot up more than 266% (the new
car public auto retailers (the index components excluding
CarMax) are up 372%.
Each component stock posted significant gains in 2021.
Penske achieved the largest increase of 75.9%, followed by
Group 1 Automotive (+47.1%), Asbury Automotive Group
(+42.2%), CarMax (+37.1%), Sonic Automotive (+25.8%),
AutoNation (+24.9%) and Lithia & Driveway (+15.8%).
In 2021, all seven of the component stocks hit all-time highs,
with five hitting highs in Q4, namely CarMax, AutoNation,
Penske, Asbury and Group 1.
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In reviewing 2021’s monthly performance data, The Kerrigan Index traded positively eight months of 2021, with the largest
increases in January, February, March and July. The market’s gains in 2021 were achieved in the first quarter of the year,
buoyed by industry profit margins at levels not seen in decades, if ever. Days’ supply slipped to 32 days by March and
auto retailers shifted to taking orders and pre-selling cars in contrast to the typical 60-90 days supply of inventory on
dealership lots. New car margins climbed to all-time highs, while advertising and flooring costs plummeted. Tightening
labor markets and strong consumer demand pushed up margins across both used cars and fixed operations as
consumers stopped price shopping and purchased bought goods and services at full price. Those margin-enhancing
trends continued throughout 2021, allowing for multiple quarters of record setting earnings on the part of the public auto
retailers, and many of those positive trends continue as we enter 2022.
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The New Landscape for Auto Retail in 2022 – Structural Change or Passing Fancy?
As we wrap up 2021 and enter 2022, the industry looks very different from its pre-Covid reality, and the question is how
sustainable these changes prove to be. Regardless, todays’ new reality encompasses the following:
New business model. For the time being, many historical financial guideposts of the auto retail business model have
been rendered obsolete. Metrics relating to days’ supply, optimal inventory, advertising budgets, staffing levels, etc. have
all been radically impacted by this “new normal”. In the current environment, auto retailers are able to operate much more
efficiently across the board, reducing inventory expense, advertising, staffing and nearly eliminating price negotiation and
discounting. It is the perfect storm for increasing margins and exploding profitability. While predictions vary on how
durable these changes will prove to be, there is no question that the operating reality on the ground today is unique from
any time in recorded industry history.
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Heightened expectations for margins. Given auto retail’s enhanced business model and exploding margins across
departments, expectations of margins and profitability have increased dramatically from prior cycles, begging the question
of whether higher expectations will lead to sustained higher operating margins. Historically, automotive retail has
generally anchored between 1% and 3% pre-tax margins, returns that seem quaint by today's standards. In 2021,
average pre-tax margins for Index companies through the first three quarters averaged 6%. It is an open question
whether retailers and their OEM partners will fundamentally reengineer industry economics to allow for mutually beneficial
changes, such as less price discounting/incentives (hugely beneficial to OEMs) and higher margins for retailers allowing
for more stable operations and possibly less employee turnover.
Record valuations. As tracked carefully in our quarterly Blue Sky Report®, increased profitability and margins have
predictably played out in pushing up auto retail valuations, in both the public and private arenas. The Kerrigan Index
companies all posted record valuations in 2021, with most companies achieving this mark in the fourth quarter. Similarly,
Kerrigan Advisors estimates that private dealership valuations have risen by approximately 60% since 2019, a very
substantial increase in a 100-year old industry. These increases have been accompanied by rising dealership real estate
prices. In contrast to other sectors of commercial real estate which suffered during the pandemic, the strength of the
automotive retail business model was reflected in dealership real estate valuations which are up an estimated 7.2% since
2019. In total, valuations for auto retailers have increased substantially in the last two years, notwithstanding the ongoing
discussion of industry transitions ahead.
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Record transaction activity. Interestingly, increased profitability and increased valuations have also translated into
increased transaction activity on the part of public auto retailers. In 2021, the publics acquired a jaw-dropping 250+
franchises, which are expected to add more than $20B in annualized revenues, and deployed an estimated $7B+ dollars
to dealership acquisitions, outspending any prior year by more than $4.5B. This represents a real shift from the last
decade when the publics were relatively inactive and sold more dealerships than they bought. Buoyant stock prices and
Lithia’s leadership with an aggressive acquisition strategy have shifted the industry into growth and consolidation mode,
with a renewed conviction that scale and geographic reach are critical in the years ahead.
*

*

*

2021 was the second year of record-setting results for the auto retail sector. While discussion continues on the impact of
autonomous, electric and shared cars, and as OEM new entrants (e.g. Rivian, Lucid, in addition to Tesla) continue to
focus on direct-to-consumer business models, the public auto retailers remain a source of strong cash flow with revenue
growth opportunities, particularly as consolidation trends continue.
Sources: Automotive News, Yahoo Finance, Microsoft Finance, SEC Filings

About Kerrigan Advisors:
Kerrigan Advisors has the honor of advising the industry’s leading dealers through the lifecycle of growing, operating and,
when the time is right, monetizing their businesses. In the last five years, we have represented on auto retail’s largest
transactions, including eight of the Top 150 Dealership Groups, more than any other firm in the industry. Kerrigan
Advisors works with auto retail’s leading families on their growth strategy, capital allocation, real estate and buy/sell
transactions. Kerrigan Advisors is often asked to keynote top auto retail conferences, as well as leading manufacturer
events. In addition to The Kerrigan Index™ monthly, the firm publishes a quarterly Blue Sky Report®, the industry
authority on blue sky multiples and buy/sell trends. To sign up to receive both reports, please email your contact
information to info@kerriganadvisors.com or visit our website at www.KerriganAdvisors.com.
No Guaranty or Warranty of Accuracy or Completeness
Kerrigan Advisors takes great care in ensuring the accuracy and reliability of the information provided in this report. However, Kerrigan Advisors cannot
guaranty the accuracy of all information provided by third parties. While Kerrigan Advisors has obtained information from sources it believes to be reliable,
Kerrigan Advisors undertakes no duty of due diligence or independent verification of any information it receives. Therefore, Kerrigan Advisors takes no
responsibility or liability for the accuracy, content, completeness, legality, or reliability of the information contained in this report. This report represents the
results of past performance and is not a reliable indication of future performance. The content in this report is provided “as-is” and no warranties, promises
and/or representations of any kind, expressed or implied, are given as to the nature, standard, accuracy or reliability of the information provided in this
report nor to the suitability or reliability of the information to your particular circumstances.
Limitation on Liability
Kerrigan Advisors expressly disclaims any liability whatsoever for any loss howsoever arising from or in reliance upon the whole or any part of the contents
of this report. Kerrigan Advisors assumes no liability as regards to any investment, divestment or retention decision taken on the basis of this report. In no
event will Kerrigan Advisors be liable for direct, indirect or incidental, special or consequential damages resulting from this report.
No Client Relationship or Investment Advice
This report has been prepared solely for informational purposes. Your receipt of this report does not create a client-advisor relationship, or any relationship,
between you and Kerrigan Advisors. This report is intended only to provide general information and shall not be construed as the basis for any investment
decision. For avoidance of doubt, under no circumstances shall any of the information provided in this report be construed as a recommendation to invest,
buy or sell or investment advice of any kind. Before acting on any information in this report, Kerrigan Advisors recommends you consult your own financial
and other advisors.
Use of Report
The content contained herein is proprietary to Kerrigan Advisors. The content shall not be used for any unlawful or unauthorized purposes and may not be
copied or distributed without the prior written consent of Kerrigan Advisors.
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