Your Dealership’s Goodwill
It relates to company value, not just your reputation
by: Jim Kahrs, Prosperity Plus Management Consulting Inc.
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he term “goodwill” is one of the most misunderstood
terms in business. This is partially due to the fact that
it has multiple meanings. Goodwill is most commonly known as the favor or advantage that a business has acquired, especially through its brands and its good reputation.
Beyond this very subjective meaning, there is a concrete
financial meaning. When dealing with finance, goodwill is
defined as the excess of the purchase price of a company over
its book value. In this case, book value is the value of the key
assets and liabilities that would be acquired.
Understanding both definitions of goodwill will allow you
to work toward maximizing the value of your dealership. In
my mind, goodwill is the difference between what someone
is willing to pay for your company minus the value of your
acquired assets and liabilities.
In the case of an office technology dealership, the hard
assets that would be acquired are typically the inventory,
accounts receivable and fixed assets (e.g., vehicles, computers, furniture and fixtures, etc.). Some liabilities factor
into the equation as well, such as accounts payable and
unearned or prepaid service revenue. You will notice that
there are some key assets and liabilities missing. These include cash on the asset side and debt on the liability side.
These are not listed, as they would not be part of a typical
acquisition. In most cases, the seller of a business retains
the cash and pays all debts.
Of course, in an office technology dealership, there is
significant value beyond the hard assets and liabilities.
You have service contracts that provide an ongoing stream
of revenue every month. You have a portfolio of leases that
have upgrade potential. You represent different vendors and
manufacturers. You cover a specific territory. And, you have
a team of dedicated employees. These will either add to or
take away from your goodwill.
From a mechanical standpoint, goodwill in the sale
of a business is a calculated number. To get the goodwill
amount, one starts with the purchase price of the business.
From this you subtract the book value of the hard assets
being acquired and then add the book value of the hard
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liabilities being acquired. The remaining number is the value of the goodwill.
For example, if a business is being purchased for $5 million and it has hard assets worth $800,000 ($400,000 in
A/R, $300,000 in inventory and $100,000 in fixed assets)
and $250,000 in acquired liabilities ($150,000 in A/P and
$100,000 in unearned service revenue) the goodwill would
be $4,450,000 ($5,000,000-$800,000+$250,000).
One way to view your role as an owner is to maximize
both the book value and goodwill value of your company. The
starting point is to maximize the book value of your company. As mentioned above, the book value is the difference between the hard assets and hard liabilities of your company.
If you have a very high level of accounts payable, unearned
service or debt, this will drag down the overall book value.
Some dealers have found themselves in a tight cash position
and, as a result, they have slowed down payments to their

vendors. The more the A/P swells, the
in your business — all decisions must
When looking at
lower the book value. Taking advantage
run through you, much of the sales revof cash discounts and discounts for earenue comes from your personal sales
goodwill, the strategies
ly payment will not only help bolster the
and the service team waits for you to
can be more difficult to
book value of your company, but it will
give direction — the value in the eyes of
hone in on ... goodwill
also add profits to your bottom line.
a buyer is reduced. Goodwill is built by
is increased by creating
The unearned service revenue lihaving others in the business who can
a business that is more
ability is another important aspect. Any
handle the decisions and successfully
time you invoice a service contract for a
run the business without you. Though
appealing to buyers.
term longer than a month, there is a liathis can be hard to achieve, working
bility for the future undelivered service.
toward it will add value and goodwill
Whether this liability is recognized on your balance sheet each step of the way.
or not, it exists. Some dealers have unknowingly created
Another drain on goodwill is reliance on a small handsignificant drains on their book values by taking multiple ful of customers for a significant portion of your revenue. It
years of service payments from leasing companies up front. should be easy to see how this leaves a business vulnerable.
When they wrote five-year leases, they would have their If the loss of one or two large customers would have a mateleasing companies pay them for the full five years of mainte- rial effect on your business, buyers will be leery. When buynance with the machine funding. At the time of these trans- ers are leery, it can be reflected in a significant reduction in
actions, book values were not affected, as the cash they re- offers made for your business. Having a diverse portfolio of
ceived offset the liability.
customers (with not just one or two making up 10 percent
However, if the money is spent (and it most often is) be- or more of your total revenue) will increase the value and
fore the service contract term expires, these dealerships are goodwill of your dealership.
left with only the liability and significantly reduced book
One area buyers often struggle with is forecasting future
values. Moving toward monthly contract payments and be- business. This is especially true when it comes to equipment
ing sure that there is enough cash on hand to cover the costs and software revenue. As mentioned above, having a strong
for servicing future contract obligations will help keep your sales team helps. Another thing that will add to the value
book value strong.
and goodwill of the business is a strong lease portfolio. ReDebt also reduces your overall book value. If you have viewing your lease portfolio provides a lot of insight; you
taken lines of credit, used floor planning for inventory or can see exactly when leases come due, you can see what the
have any other debt, your book value is reduced. Paying current payments are and you can dissect the profitability
down these debts will improve the book value of your busi- of each lease. Focusing on building a healthy lease portfolio
ness and will increase the total dollars realized at the time can have a significant impact on the value and goodwill of
of the business’s sale. And, as with taking cash discounts, your dealership.
you will improve your bottom-line profit by reducing or
Whether you are an accounting expert or a complete
eliminating interest costs.
novice, the goodwill in your business is crucial to your longWhen looking at goodwill, the strategies can be more term success. Too many dealership owners get caught up
difficult to hone in on. The common thread in all situations in the day-to-day problems and issues they face and do not
is that goodwill is increased by creating a business that is spend the time they could building book value and the remore appealing to buyers. There are countless ways to ac- lated goodwill. Employing these strategies can and will imcomplish this, but I will touch on a few of the more success- prove the value of your business and, when done properly,
ful strategies.
it will result in increased profitability as you go. Talk about
First, build a sales presence with a history of revenue a win-win! If you need any help outlining or executing your
growth. When you have a successful sales team and a track plans, do not hesitate to reach out. n
record of consistent growth, your business is far more apJim Kahrs is the founder and president of Prosperity Plus
pealing. Since building a sales team is one of the most difManagement Consulting, Inc. Prosperity Plus
ficult tasks a dealership owner faces, many buyers will pay
works with companies in the office systems
more for a business with a strong sales team. This increase
industry building revenue and profitability
in the purchase price is the financial manifestation of adand planning for a successful exit strategy.
ditional goodwill.
Kahrs can be reached at (631) 382-7762
Goodwill is also built by reducing the business’s reliance
or jkahrs@prosperityplus.com.
on you as the owner. If you are the focal point of everything
Visit www.prosperityplus.com.
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