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There is a lot to know when you are getting ready to buy a dealership.  Below are a few do’s and 

don’ts: 

 

1. Do your due diligence.    

 

a. Before you approach a seller: Figure out what the goodwill multiplier for the 

dealership is.  There are many ways to do this.  Goodwill will depend on a number 

of things: 1.  How profitable is the dealership?   2. How many vehicles do they sell 

a month? 3.  What is the make?  4.  Is the location a high traffic location?  5.  How 

long has the dealership been in business?  Does it have a well-developed service 

clientele?  6.  What is its planning potential?  What is its relevant market area?  Are 

there any natural barriers to the dealership within the relevant market area?  How 

many employees does the dealership have?   

 

Find out as much as you can about the seller and the dealership.  How many 

dealerships do they have?  How long have they owned the dealership you want to 

purchase?  Who is the general manager of the dealership?  Is it a well-run store?  Is 

the general manager getting ready to retire? Who is the business manager?  Do the 

GM and business manager work at other dealerships you are not buying, for the 

same seller?  How long have they been with the dealership?  What is the seller’s 

reputation among other dealers and in the dealership buy/sell community? Have 

they sold dealerships in the past?  If so, to whom?   

 

Information is power.  The more information you have, the better chance you have 

of putting a deal together if you have a willing seller.  Verifying accuracy of 

information is also important.  The auto industry is a rumor mill and not all rumors 

are true.  Finding out whether the seller has engaged a broker or whether they are 

in the market at all yet will also make a difference in the way you approach them.  

Brokers sometimes will “represent” a seller without any agreement to do so.  

Making sure any broker who approaches you has a written agreement to represent 

the seller is important.   Be careful about how you gather information.  You may 

just generate more offers than your own and create unnecessary competition for 

yourself by asking the wrong people too many questions.   
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b. Before you sign an LOI: The only thing you really need before you sign a letter of 

intent or purchase agreement is the dealership financial statements for the last three 

years.  All the issues you will look into during due diligence will be covered by 

warranties and representations that can be verified during escrow.  A well 

represented seller will not let you look at anything else without a signed purchase 

agreement. If an issue affecting the value of the dealership comes up during due 

diligence it can be addressed by further negotiations in escrow. 

 

c. After you sign a Purchase Agreement: Once you sign a purchase agreement, due 

diligence will include environmental audits, geological investigation if you intend 

to build, and maybe even if you don’t, contract review, lien review, building 

inspection and financial and corporate review. Some of this may continue even after 

purchase when you have more access to everything to ensure warranties and 

representations were accurate or to follow up on lien releases.   

 

2. Don’t let conflicts of interest interfere with your deal.  Anyone getting a fee contingent on 

the deal going through has a conflict of interest and should not be involved in negotiations.  

Brokers often want to earn their high fees, so they get involved in negotiations.  This is 

invariably problematic. Brokers tend to tell people what they want to hear because they 

think it will help them get their commission.  It usually only creates problems that the 

lawyers then have to jump through hoops to resolve, costing you more in the end. 

Accountants who take a commission are often doing the same thing.  An accountant who 

represents both sides and takes a percent of the purchased dealership without disclosing it 

to the seller has an even greater conflict of interest. Brokers and accountants can be great 

for helping to obtain needed documents, figuring out what to offer for goodwill, and 

gaining insights, but information from anyone getting a contingent fee may be biased.  

Verify, verify, verify all information from anyone getting a contingent fee.   

 

3. Once you agree on goodwill, hand off negotiations to your lawyer.  Let your experienced 

transactional attorney handle negotiations once you agree on a goodwill number, not your 

broker or accountant.  After goodwill is determined, most of the issues that need to be 

addressed are legal issues or issues involving standard practices.  Too many cooks in the 

kitchen can burn the house down.  If issues come up that require you to speak directly with 

the seller don’t tell your broker about them.  Your broker may have different ideas about 

what is possible than your lawyer, and could interfere with resolution in your best interest 

by going to the seller before you can.  Talk directly to the seller and, keep your lawyer in 

the loop by going over what you plan to say with your lawyer first.  Even though you may 

be discussing issues directly with a seller, you need to make sure you know your lawyer’s 

position before agreeing to anything.  You don’t want to agree to something only to find 

out that it causes legal issues.  For example, buyers and sellers often want to compromise 
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on employment related issues to help the transition.  There are, however, many legal issues 

that affect whether, as a buyer, you will have successor liability when it comes to 

agreements about employees. An agreement to carry over employee seniority or vacation, 

for example, could be enough to trigger successor liability if the buyer agrees to it or 

provides confidential information about employees, not to mention liability to employees 

for violation of privacy laws.   

 

4. Don’t take legal advice from non-lawyers.  Accountants and brokers are not qualified to 

give legal advice.  If you get legal advice from them, run it by your lawyer.  There is a 

reason lawyers are required to be licensed; it is to protect their clients.  Communication 

among the attorneys and the principals is the key to keeping the deal moving in the right 

direction.  Moving slowly also kills deals.  The deal needs to keep moving and your 

attorney should be the catalyst for keeping the deal moving forward. 

 

5. Know your leverage.  Making sure you know where you have leverage before you get into 

negotiations is a key to smooth negotiations.  You need to know where you want to draw 

lines in the sand so that you aren’t agreeing to things and then changing your mind.  

Changing your mind is a good way to kill a deal quickly.  That’s not to say that you have 

to be inflexible.  There are often ways to word things differently that will make all the 

difference in the world to getting the deal done.  This is why communication is key.  

Lawyers should be able to get most issues resolved, but if sticking points come up, having 

the buyer and seller communicate directly, with some guidance from their attorneys, will 

generally resolve even the most difficult issues.   

 

6. Don’t sign factory documents without reading them:  If you don’t want to read the 

agreements you are going to sign, have your attorney read them.  Manufacturers are 

including more and more that takes advantage of the fact that most dealers don’t read their 

agreements.  This can include things like, an agreement that the buyer will pay any of the 

seller’s obligations owed to the factory that the seller does not pay.  You should never be 

agreeing to be responsible for the seller’s obligations to the factory if they aren’t paid by 

the seller.   

 

7. Do hire a transactional attorney with experience handling the transfer of auto dealerships.  

How do you find out if your attorney qualifies?  There are three key ways you can research 

any attorney.  One is on their own website.  What does their profile on their website say 

about the work they do?  If they are a transactional attorney who represents auto dealers it 

will be clear from the description on their website.  If they also handle litigation the 

emphasis will not be on transactional work or corporate work or real estate transactions, 

but will be on business law generally or real estate generally or may even mention 

litigation.  The second is at martindale.com.  This is a great website for researching 

attorneys.  It not only describes the work the attorney primarily does, it also has two ways 

https://www.martindale.com/


 

4 
 

of rating attorneys.  The peer review rating system is a rating by other attorneys who have 

worked with the attorney and tends to be very reliable.  An AV rating is the highest rating.  

They also have a newer, client rating.  However, not all attorneys are rated.  Finally, you 

can ask your attorney what percent of their practice has been transactional for the last ten 

years and what percent has been litigation.   

Erin K. Tenner is a partner with Gray·Duffy, LLP and has been legal counsel representing auto 

dealers in buying and selling auto dealerships for more than 30 years. She can be reached 

at 818-907-4071 or etenner@grayduffylaw.com. 

 

 
This article is not intended to be legal advice with respect to any particular matter. Readers should consult with an 

attorney before taking any action affecting their interests. 

 

Return to the newsletter. 
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