
27 Steps to Starting and Managing a Successful

Buy Here Pay Here Operation

Step #2
Deciding the Model and Determining Capital Needs

By Jim Rhoads – Four R Consulting, LLC
Ah, the big question … how much cash will it take?! It is an important one too because this is a business where people go broke while showing big profit margins on their profit and loss reports! When this question comes up in the seminars, the attendees usually get my long-winded response. You get the quick answer today! Most Buy Here Pay Here start-ups will require from 250K to 750K to grow to that “turnover” point where they begin to generate positive cash. Why the disparity? Sales volume, cash down, cost of car, etc, etc, etc. Overhead of the operation is obviously a significant factor as well. There is a broad range of figures when it comes to dealers’ cost of operating.
I have witnessed dealers reach positive cash in less than a year on just over 100K! No joke! I know what you must be thinking, but I saw it with my own eyes and I provided consultation from their first inquiries about the business until their last draw on the line of credit. Just over 100K invested before they were collecting enough cash to cover overhead and replace inventory. The keys to their extraordinary success? A favorable market, low operating costs, and a hard-working manager/buyer who found inexpensive cars! As a footnote, they used positive cash to open a second location and are now moving on a third. 
It is entirely possible to start a very successful BHPH operation with less than 300K. I have consulted dozens of start-ups in several states who turned positive with capital investment in the 200’s, usually in 12-15 months.
I work with a lot of cash flow and profit projections. My clients are often surprised at how much impact a change such as an increase of $300 to the average unit cost can have on the projected capital needs. Consider a dealership selling 30 per month at an average unit cost of $2000. The cash flow projecting tool that I designed shows that when that average is increased by just $300, the cash required to turn positive increases by $119,891! And the time to reach positive cash is postponed by 7 months!
 That is why the answer is not always a quick and simple one. 
So, how should you decide your model? Should you decide the model and use that information to determine how much capital to plan? Or are you in the same situation as most of my clients, choosing a model based largely on the available cash? I can help with either, but I strongly urge clients to first decide what it is that they are seeking from this investment. And are all partners or investors seeking the same thing from theirs? This is very important because the answers to these questions are the ones that help to determine which model will produce the desired result.

The thing I most appreciate about the BHPH business is the flexibility. That flexibility affords the opportunity to produce a number of very different investment results, all of which can be very lucrative. One dealer may be seeking a quick turn-around on the cash with a need for some positive cash flow. Others may be content to postpone cash to reinvest and grow. I find one common thread with all of them, though … they all want money back! It is only a question of how much and how soon! This is why I always measure models in this business based on their cash on cash return. Those returns are highest at the lowest ACV’s.
Some will say, “But, Jim, I have plenty of cash, it is profit and equity I seek.” Certainly there are situations where it is important to generate assets and equity. I simply suggest that you use caution to produce too much profit on paper without converting it to cash in a reasonable time period. In other words, if you are financing poor credit customers, I know you want your profit in the bank rather than on paper. If you are seeking a cash return in less than 5 years, then I would caution against a total unit cost of more than $3500. Over that mark, profit per deal can be huge, but so is income tax and cash investment. Cash payback will be slower – cash on cash return lower. And we haven’t even begun to talk about your risk along the way. If you are new to this business, I’d recommend ‘getting your feet wet’ at collecting short contracts before moving to those over 24 months. 
So you see that limited cash does not necessarily translate to reduced profitability and it certainly does not equate to less positive cash. When managed properly, even small Buy Here Pay Here dealerships can generate enough of their own cash to sustain growth and become very large operations.
Dealers coming into Buy Here Pay Here can decide their business path in the same way they make investment choices with their financial planner. The good news is that this is one of those cases where there are more answers than questions. Finding the right answer usually requires a good tool for projecting cash flow and profits. Make no mistake, though … Buy Here Pay Here has lots of models that work to generate incredible profit and cash returns!
For more information on this subject or for assistance in forecasting cash flow and profit for a start-up or existing operation, contact Jim Rhoads and Four R Consulting, LLC at 903.816.0216 or click here to contact Jim.
� Other assumptions used for calculation: Cash Down $600; Recon per Unit $0; Add-on Cost $150; Payment per Month $273 – Repo/charge-off losses were excluded from both projections.
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