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PRESIDENT’S LETTER

Hope you all have been successful in navigating through these challenging times we have faced lately.
I can’t speak for everyone, but we are faced with enough challenges in our industry and for some there
is not enough room for more on our plates.

There will be an overwhelming amount of things we are uncertain of going forward, but some have
stayed the same in our industry. People are still driving recklessly and at times turning their focus
elsewhere still creating jobs for us. Mother Nature still has not forgotten how to unleash her fury on
us between hail and high winds providing various income potential. And the deer population is still

on our side.
There will be changes in how we will go about are daily routines, some good and some not as good.
But they say change is supposed to be good ... Right?
Hope you all had a wonderful summer and got a chance to spend time relaxing with family and friends.
Be safe!!

Scott Heintzman, NDABA President

NORTH DAKOTA AUTO BODY SUPPORT
ASSOCIATION CODE OF ETHICS
members of the Association. o U R
2. To have a sense of personal obligation to each
individual customer.
4. To employ the most skilled mechanics obtainable. Wlt_hOUt them we
5. To use only proven merchandise of high quality sold by Wi " n ot have a
reputable firms.
rendered.
7. To retain all replaced parts for the customer’s inspection.
8. To uphold the high standards of our profession, always seeking to ndautobodyassociation com
9. To uphold the integrity of all members of the North Dakota Auto Body H [
Association. CheCk lt OUt'
Now is the time to join YOUR Association
| hereby apply for membership in the North Dakota Auto Body Association. | promise to abide by the Association's By-Laws
and Code of Ethics. | understand that any signs, decals or emblems provided by the Association remain the property of the
Association, and agree to return them to the Association upon termination of membership. | understand that use of

1. To promote good will between the motorist and
ADVERTISERS
3. To perform high quality repairs at a fair and just price.
6. To itemize all parts and adjustments in the price charges for services m ag aZi ne.
correct any and all abuses within the automotive service industry.
Now is the time to work together for our future!
Association logo and identification is authorized only as long as my membership is maintained.

Date

Your Name Spouse's Name

Home Address

City State Zip Code + Four Phone ( )
Business Name PO Box (Mailing Address)
City State Zip Code + Four Phone ( )

Classification (circle one)
Owner-Manager $50 - Owner-Manager (1st year) $25 - Allied $25 - Associate $5 (employee)

Mail to: North Dakota Auto Body Association, Kent Meidinger, PO Box 235, Edgeley, ND 58433-0235
(receiving the News Report does not make you a member of the NDABA)




The Labor Rate:
Where We Stand In 2020

Reprinted with permission from BodyShop Business, a Babcox Media publication

By Jason Stahl on June 23,2020

With labor rates still suppressed in 2020, it’s
time for shops to understand their economics
and get paid for all the procedures they do.

Ah, the labor rate. One of the most
talked about, debated and scrutinized
aspects of the collision repair industry.
Why is it so low compared to other
trades, and why has it not risen and
kept pace with other professions? How
can a mechanical service shop charge
$100 per hour, while the average hourly
door rate at a collision shop is a shade
above $50?

We all know the answer: the presence
and involvement of a third party in the
business transaction between a collision
repair facility and a consumer. That
third party, of course, is the insurance
company. Ninety percent of the time,
insurers are paying the bill, so they’re
only doing their job by trying to mitigate
costs. The problem is when that effort
to mitigate cost robs the body shop of
the ability to make an acceptable profit
and denies the consumer of a quality,
safe repair.

The question is, can anything be done
about it? With car counts down during
COVID-19 and the discount-by-volume
business model struggling, can the
industry make strides in getting paid
more fairly? If not, why are we talking
about it? Down the rabbit hole we go.

Making Strides?

Although some believe the collision
industry has made strides with regard
to the labor rate, most believe it is still
much lower than it should be.

“Labor rates are still incredibly
challenging in the industry,” said Aaron
Schulenburg, executive director of the
Society of Collision Repair Specialists
(SCRS). “The reason is because you
have two segments of the industry that
have opposing objectives: insurers who
are trying to mitigate costs to the greatest
degree possible, and independent
businesses providing services at a profit.

And those two things don’t necessarily
align, and it has impacted labor rates and
the control insurers have over directing
work and getting to consumers and
being involved in the decision-making
process.”

There are some things, however,
that Schulenburg said shops can do to
make up for it, such as distinguishing
themselves in their particular market.

“A lot of that is internally making
decisions on how you approach repairs
— finding tangible ways to differentiate
your business and maybe aligning with
certification programs that promote a
specialty, ensuring that you have to have
the skills, training and equipment in
order to do certain tasks,” Schulenburg
said. “And those differentiated skill
sets justify unique rates and associated
charges.

“What does my market look like?
Customers? Vehicles? How can I
distinguish myself as more than a
service [customers] need but a place
they have to go to get a proper repair?”

Another avenue to get properly
compensated is sharpening your
estimating skills and making sure to
prepare a comprehensive blueprint and
capture things that other shops miss.

“It’s good to be aware of what is
in the estimating systems and be an
expert on those systems to include not-
included operations you may overlook,”
Schulenburg said.

One place collision repairers who
want to write estimates that accurately
reflect the time it takes to do certain tasks
can go is the Database Enhancement
Gateway (degweb.org). The DEG
was developed to help improve the
quality and accuracy of collision repair
estimates through proactive feedback
from the collision repair industry and
other “end users” to the information
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providers (CCC, Mitchell, etc.) that
supply the databases for the various
estimating products.

“It’s a mechanism to become more
proficient at estimating systems and
capture missing operations and errors
in there,” Schulenburg said. “Even if
something is based on historical data, if
the model has changed, you can address
that.”

Not enough repairers know about the
DEG, and too few visit the website to
make inquiries. Even so, repairers have
made over 10,000 inquiries on the site.
It’s very easy to do, and you typically get
aresponse within 24 hours. The inquiry
process follows these steps:

* Inquiry received by the DEG

¢ Inquiry submitted by the DEG to the
information provider

e Information provider or DEG
requests additional information

* Response/resolution received from
the information provider

Compare and Contrast

Collision repairers like to draw
comparisons between their average door
rate and other trades’ rates to show how
far behind they are, but some people
wonder if that’s a pointless exercise
because it doesn’t change anything.
But Schulenburg believes holding up
bodymen’s pay to other skilled laborers’
pay does have some merit.

“Is it a viable point to point to other
trades’ pay? Does it provide justification



in consumers’ eyes? Does it help when in
the process of dealing with legislation?
Does it help to draw parallels to other
industries that have seen increasing
rates without a third party to suppress
them? Yes, it’s a great parallel to
draw and there is nothing wrong with
that,” Schulenburg said. “Belaboring
things that don’t move the needle for
you, however, is counterproductive.
Repairers need to ask themselves, what
moves the needle in my business? What
drives more profitability? There are a lot
of mechanisms out there when you focus
on what you do and what others don’t.
Look inward and adjust your practices
and find the things that work.”

A National Survey

Labor rates are Sam Valenzuela’s
business. As founder of National
AutoBody Research (NABR), he created
the Variable Rate System (VRS) to help
both insurers and body shops address
labor rates — a critical economic factor
in the health and sustainability of the
collision repair industry.

Valenzuela believes there are two
main factors that have contributed to the
labor rate being suppressed: insurers and
repairers themselves.

“My family used to own mechanical

Send us your estimate over Collision Link and
we will match prices with aftermarket parts

shops, and we had full control over labor
pricing,” he said. “In collision, there are
some of the same things as mechanical,
such as training, tooling, equipment
and environmental regulations, but the
biggest difference is the presence of
insurers.

“If you look at any type of insurance,
homeowners or health for example,
insurers are doing their job in helping
to keep their claims costs low. Their
presence helps keep pricing in check,
but in [NABR’s] opinion, it has been
held down too much over the years.
Labor rates in their current state are not
sustainable — maybe enough to barely
keep a shop alive but not thrive.”

But Valenzuela puts some of the blame
squarely on repairers’ shoulders, saying
that they don’t have a deep enough
knowledge of their own economics and
the key drivers of value and profit. Once
you know that, he said, you then have
to aggressively manage it and ask for it.

“We’ve seen too many shops behave
as if their labor pricing is what it is
and they don’t have control over it,”
Valenzuela said. “They believe if they
raise their posted rate a few dollars, it
won’t change anything for them because
insurers still won’t pay more. It’s a
learned helplessness. They can exert
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more control over pricing then they
think, but we recognize it’s not easy.”

Steps Toward Change

The first step to solving the problem,
Valenzuela said, is to try to change
repairers’ attitude.

“The first thing is to start with one’s

(Continued on next page)
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Have You Ever Adjusted Your
Labor Rate To Get Work?

Yes 59%
No 41%

(Source: 2019 BodyShop Business Industry Profile)

Do You Feel You Have The Ability

Yes 43%

To Charge Regular Rate Increases? No 57%
(Source: 2019 BodyShop Business Industry Profile)

\ Labor Rates

Body Labor $52.00
|
)i Refinish Labor $52.00
\ Mechanical Labor 585.00
Frama faber 5$75.00
Refinish hatertals %3400

Camplation sean

$130.00

T he La bO r Rate nmn (Continued from previous page)

mindset. People have to believe that they
can win this battle. If they don’t believe
that, you’ve already lost, so why play
the game? One’s attitude and behavior
is critical.”

The second thing is making pricing
transparent, Valenzuela explained. A
good example is gas stations, where
the price can be easily seen on a sign
out front.

“Body shops’ labor rate is public
information too — the posted rate, door
rate, rack rate, price of labor, whatever
you call it,” he said. “It’s important that
pricing is transparent, and that’s where
our Variable Rate System comes in. A
big step toward a free market economy
is knowing what prices are.”

The third thing is knowing who the
customer is. Some shops believe that
the customer is the vehicle owner,
while other shops believe the insurer
is the customer. Still others believe
they have a dual customer: the vehicle
owner and insurer. Valenzuela believes
wholeheartedly that the customer is the
vehicle owner.

“Whether it’s a DRP or non-DRP
relationship, the customer is not the
insurer,” he said. “When I take my car to
get repaired, [ owe that shop 100% of the
bill. The insurer doesn’t owe the shop a
penny. In practice, the insurer often pays
on behalf of the consumer, but legally,
once that customer signs the repair
order, that is a contract between the
consumer and the shop. The consumer
then turns around to the insurer and says,
reimburse me. Insurers are indemnifiers.

Certified vs. Non-Certified
The NABR survey found that the
average posted body rate for mass-
market OEM-certified shops and non-
OEM-certified shops is $58.
“This says that if OEM-certified
shops think their labor is more valuable

than non-certified shops, that value is
not showing up in their labor prices,”
says Sam Valenzuela, founder of
National AutoBody Research. “Or,
said differently, from the perspective
of what their price communicates about
the value of their labor, OEM-certified
shops don’t think their labor is worth
any more than if they did not have any
certifications. If they do believe their
certified labor really is worth more, then
their labor price is not communicating
that.”

The average posted body rate for
luxury OEM-certified shops is $63, a
statistically significant difference from
other shops.

“For what could be a variety of
reasons, luxury OEM-certified shops
price their labor higher, reflecting
a higher value for luxury collision
certified labor.”

“Shops are sellers, consumers are
buyers, so it doesn’t matter what insurers
say they pay in the market. What they
are really saying is, this is the rate we
reimburse our customers at. They are
not saying this is the price we will pay
for labor. It’s a bummer for the customer
because they will get stuck with the bill.
Many shops eat the difference, while
some are getting better at collecting
the difference from the customer. But
remember who the customer is. More
and more shops realize that and do a
good job of having a formal process to
set expectations up front.”

The fourth thing, Valenzuela said,
is to remember that customer-pay is
the best way to measure market price.
Valenzuela believes that whenever a
consumer pays for something, whether
it be a computer, smartphone or the
$100-per-hour charge at a mechanical
shop, that is proof that they accept the
price.

“When we look at customer-pay data

Rates posted in the customer
reception area of a body shop in
Akron, Ohio.

in, say, Massachusetts, the prevailing
rate, or what insurers say they’ll pay,
is $38 to $40 an hour, the lowest in
the country,” Valenzuel said. “But
customer-pay data in Massachusetts
averages in the mid-50s and goes as high
as $95. A consumer paid that, which is
proof of market price.”

Valenzuela contends that the more of
that kind of data you have, the stronger
the argument you have about the market
rate.

“And then the next step is to translate
that and say, why do insurers have the
privilege of paying a rate lower than
that? I don’t know the answer to that.”

Valenzuela acknowledges that all
shops are different and have different
prices. So what is the range of acceptable
prices? Once a shop figures that out,
shops can then operate in that range.

“And then hold their ground and
enforce the market rate. If you have
a special deal with an insurer for a
discount on labor in exchange for
volume, that’s a business decision. If
you don’t have a contract, there’s no
reason for a shop to have to accept a
below-market rate or be forced to pay
someone else’s contracted rate.”

Finally, shops need a repeatable
process. Valenzuela said that his system
is part of that, but it does not deliver a
higher labor rate to repairers on a silver
platter without their involvement.

“Shops need to understand what the
right labor rate is for their individual
shop, post the rate, change their profile
in the estimating systems, fill out the
NABR survey to make [the rate] visible
to everyone, and write an estimate at that
rate and enforce it. It can be difficult, but
they have to do that.

“Just like a flywheel, it takes effort
and torque to get it moving, but once
it gets moving, it doesn’t take as much
effort to get it moving.”



All Shops Are Alike?

As a former body shop owner
and current owner of Auto Damage
Experts, which has been providing
automotive inspection and expert
legal services nationwide since
1997, Barrett Smith knows well
the inequity of the body labor rate.
But, like Valenzuela, he believes
shop owners are complicit in the
problem.

“As long as insurers can hang
their hat on the fact that ‘all body
shops are alike,” and all they owe is
what the average shops charge —and
as long as DRP shops oblige them
— they will continue to use such
arguments to take unfair advantage
and receive the continued benefits
of doing so,” he said.

Asked if there was anything
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said his dream would be for every

shop to list and receive ample I'800‘598'I220 i |'70|'857'9250

compensation for each and every
procedure, part and material.
One alternative, in his mind, is

Fax I-877-622-7278 ¢ |-701-857-9258

mctcparts@srt.com

for repairers to abandon fictitious Hours: 8:00am - 6:00pm M-F 8:00am - 5:00pm Sat.

hours or “units” and start to charge
a “procedural charge,” where they
would simply list the service and
charge a dollar amount.

Smith does not believe legislation or government
intervention is the solution. On one hand, he
sees mandates and requirements tied to advanced
technologies that would encourage repairers to raise
their prices, but he hasn’t yet seen that rate increase.
Aluminum, he said, was the same way.

“The same thing happened with the introduction
of aluminum in collision repair. Although repairers
were forced to make substantial investments in
equipment, training, certifications and specific space
for aluminum repair, little in the way of elevating rates
and allowances have resulted.”

Smith believes collision repairers in part are to
blame for getting themselves in the “mess,” and
likewise will have to rely on themselves to get out
of it.

“The collision repair industry will be responsible to
get themselves out of the mess which they and their
forefathers have allowed themselves to get into,”
Smith said. “It will begin by getting the education
they need to see the big picture and the important
role they play in it.”

Jason Stahl has 26 years of experience as an editor, and
has been editor of BodyShop Business for the past 14 years.
He currently is a gold pin member of the Collision Industry
Conference. Jason, who hails from Cleveland, Ohio, earned
a bachelor of arts degree in English from John Carroll
University and started his career in journalism at a weekly
newspaper, doing everything from delivering newspapers
to selling advertising space to writing articles.

FREE FOR MEMBERS
NDABA CLASSIFIED ADS

Classified ads are divided into two categories — member
and nonmember.

Each member is allowed 5 lines, 25 characters per line,
plus name & phone number. If you’d like to put your
addressin,pleaseinclude that withinthe 5line,25
character portion. FREE to members only.

Fornonmembersthechargeis50centsaword,
including the words, “For Sale” and name, address and
phone number. Initials and numbers count as words.

All ad copy must be received by the 15th of the month
prior to publication.

Please type or print plainly (do not write, please) the
copy for your ad in the form.

Clip out the form and mail to: Clyde Nelson, NDABA
[ Classifieds, 1507 19th St. NW, Turtle Lake, ND
B 58575-9492. Or email to ndabnews@westriv.com.
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Collision Repair Errors, Customer
Modifications, Road Conditions Can
Hinder GM Vehicle Calibrations

By John Huetter on July 6, 2020

Reprinted with permission from SCRS-repairer driven news.

Sometimes, a variable out of a body shop’s hands can slow
or prevent the calibration of certain General Motors sensory
technology — and sometimes, the collision repair itself might
deserve the blame, according to a new ADAS guide from the
automaker.

GM’s recently released “Driver Assistance Systems”
document isn’t a substitute for its official vehicle repair
instructions. But it’s a good way to familiarize yourself with
the technology before beginning formal OEM procedure
research and attempting the actual repair on a specific year-
make-model-build.

The new guide also provides another handy jumping-off
point for troubleshooting scenarios in which three pieces of
ADAS tech — the front-view windshield-mounted camera, the
left- and right-side object sensor modules and the long-range
radar sensor module — calibrate slowly or not at all.

The shop

In some cases, the reluctance to calibrate might be the auto
body shop’s fault.

According to General Motors, the windshield camera’s
failure to calibrate could be attributed to a camera “not properly
installed or is not fully secured in the windshield bracket” — or
the windshield itself “not properly centered in the windshield
opening.”

The long-range radar sensor module might fail to calibrate or
calibrate slowly if the vehicle received an “Incorrect collision
repair,” still has “Collision damage,” or includes a “Bent
or damaged Long Range Radar Sensor Module bracket or
mounting surface.” (The module is usually “in the center grill
area, behind the brand emblem,” according to GM. Sometimes,
it’s “located behind the lower fascia.”)

GM said the left- and right-side object sensor modules
normally would calibrate themselves, and “no specific
calibration is required as a part of service.” (Though it seems
like you’d want to alert the owner that the parts might not
immediately have full function.) But a shop’s missteps or
omissions can “slow the calibration process and result in
limited system functionality” for that technology, according
to GM.

These issues could arise from “Damage to the rear fascia,
underlying vehicle body structure, or sensor bracket” or
“Incorrect collision repair,” GM wrote.

The customer

Sometimes, the customer’s poor treatment of the vehicle
might be to blame — as might actions the customer considered
improvements.

“Dirty windshield glass” or a “Cracked or damaged
windshield” can affect the windshield camera calibration,
according to GM.

But so can “Vehicle add-on equipment that blocks the
Frontview Camera — Windshield, such as a windshield tint
strip or vinyl banner, or equipment that blocks the view of the
road, such as bug deflectors or grill guards,” the OEM said.

The OEM also said “Mud or slow build-up in the sensor
area” can compromise the left and right object sensor modules’
ability to self-calibrate. Ditto the addition of “Bumper stickers
or labels on the rear fascia or bumper near the sensor.” (The
modules are “located on the left and right vehicle body sides,
behind the rear fascia, or in the rear bumper,” according to
GM.)

Some of these problems could have been addressed during
the repair (cleaning a dirty part). Others, the shop or insurer
might want to educate the customer about in advance. (“We
might need to remove your ‘26.2° bumper sticker to fix your
car right.”)

A 2022 Chevrolet Traverse High Country is shown. Off-center
glass can affect the calibration of a General Motors frontview
windshield camera, according to the OEM. (Copyright General Motors)

The road

And sometimes, the road and calibration drive itself might
be to blame. Insurers and customers should take note of this
as well. Based on GM’s discussion of calibration conditions,
it seems labor times might vary between regions — and even
day-to-day for a specific shop depending on traffic.

For a repairer desiring to calibrate a GM windshield
frontview camera, “An ideal calibration environment is a
two-lane divide highway with lane makings on both side of the
lane, driving the vehicle between 56-90km/h (35-56 MPH),”
GM wrote. It said faster or slower speeds than the 35-56 mph
range can affect calibration.

Even more conditions are needed to calibrate a long-range
radar sensor module. “An ideal calibration environment has
stationary objects on the roadside, such as mailboxes and



street signs, minimal curves and hills,
multiple vehicles to follow at a distance
of 30-50 m (100-165 ft) while driving the
vehicle greater than 56 km/h (35 MPH),”
GM wrote.

Heavy or stop-and-go traffic can affect
either component’s calibration, according
to GM — but so can “No traffic” in the
case of the long-range module.

“Curves in the roadway” and “Mountain
roads” may hinder the windshield camera
calibration, as might “Sharp curves” and
“Mountain or hilly roads” for the long-
range module, GM wrote.

The frontview camera also might not
calibrate as easily with absent, “Poor”
or “Botts Dots-type” lane markings or
in “adverse weather, such as snow, fog,
or extreme rain, or driving directly into
the sun.”

The long-range sensor also has issues
with tunnels and a “Limited number of
road side objects.”

Even the self-calibrating left- and
right-side sensor modules might have
problems on certain roads. GM said the
process could be affected by “Operating
the vehicle in an area with no traffic or
a limited number of road side objects.”
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staff has over 200 years of parts experience.

parts department offers competitive prices and a “No-Hassle” return policy.

inventory of Powertrain and Collision parts is the largest in North Dakota.

parts department will ship parts to your door via our own truck (where
available), SPEEDEE, Cross Country, Common Courier, UPS, or mail;
whichever you prefer.

At °Rydell Auto Center
your satisfaction is °R goal.

Grand Forks, ND
, Toll-Free Nationwide: 1-800-354-7278
Genuine ﬂ | Parts Parts Direct Local: 1-701-746-0412
Fax: 1-701-772-3377
Honda-Nissan: 1-800-344-1022




How Much Should
You Pay Yourself? [~ =+ —

Reprinted with permission from BodyShop Business,

a Babcox Media publication
By Hank Nunn on December 8,2014
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A good understanding of your P&L statement will allow you
to pay yourself properly without hurting your business.

“I pay myself $100,000 per year, plus all the cash I can take!”

That was the response I got when, as a young shop owner, I
asked an older, established owner how much he paid himself. I
was curious about how much I should make and how I should
pay myself. His answer didn’t help me.

Compensation for employees is usually pretty simple. We
know how to pay technicians and other employees. Flat rate
within a market is pretty standard. Hourly rates are also market-
driven based on job and required skill level.

But what about the owner’s paycheck? It may seem that
the owner has the best job. But few understand the hours the
owner puts into the business and the risk the owner has taken.

There’s a large part of ownership that no one sees. Owners
sacrifice. In a very young business, they sacrifice a lot!
The owner works the longest hours, sometimes with no
compensation so that payroll or other expenses can be met.
The owner takes out and personally guarantees business loans.
The owner is also on the hook for employee mistakes and can

Paintless Dent Repair

Door Dings ¢ Hail Damage ¢ Minor Dents

e Over 20 Years Experience

¢ Fair Body Shop and
Dealer Discounts

¢ Local References
¢ 1 Car or 1000 Car Capability

| . -

Kevin Koenig - \3
-

Jamestown, ND —

701-269-3464 §

Ty
-3

-

www.jamestowndentman.com

be sued for just about anything at any time.

Owners earn compensation in two ways. First, the owner
should earn a paycheck just like any other business employee
for working in the business. Second, the owner should earn a
return on their investment in the business.

The decision on how much an owner should or could make
is best made with the advice of a good, business-focused CPA.
Owners should have a complete understanding of the company
profit and loss statement. Remember: If the company isn’t
profitable, the owner makes no money!

The Paycheck

As noted above, if the owner is functioning as a manager or
technician (or both), the owner should draw a paycheck just
like all of the other employees.

Some owners of new or smaller business may simply “draw
against the net,” writing a check to themselves and posting the
money as an owner’s draw against profits. Obviously, if there
is no profit, the draw is taken against the owner’s equity. But
there are several problems with this method of compensation.
Taxes are not taken into account, and benefits aren’t included.
Thus, there is a significant risk of “overdrawing” and running
out of money before monthly bills are paid.

Additionally, the P&L does not reflect a true picture of
the business. Since the owner’s pay comes from net profit,
overhead is not accurately presented and the net profit is
overstated.

It’s far better to make the owner an employee of the company
so that owner compensation is shown on the P&L as an
overhead expense. Taxes and benefits are deducted and paid
just as with any employee, and the owner still has the option
to draw additional funds from profits if warranted.

How much should you pay yourself? If the business is in
its infancy, probably nothing. Remember, the company has
to make a profit before anyone can be paid. Most business
consultants suggest that new owners make sure they have
sufficient cash on hand to go six months to one year with no
income from the business. The first year is tough!

Business Plan
In a perfect world, the owner creates a solid business plan
prior to opening the doors. That business plan may show the
owner working for no compensation for the first six to 12
months, but after that initial period, the owner may plan for a
minimal paycheck for the next six to 12 months, then increase
owner’s compensation as the business builds.
But the world is not perfect, and most new business owners
(Continued on next page)
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don’t plan for living on no pay for six
to 12 months. The new owner may
be working for nothing, but other
employees are getting paid. Resentment
builds, the new owner decides to pay
himself too soon and cash flow issues
result. Cash flow difficulty is the No.
1 cause of new business failure. As a
business matures, the owner can finally
receive a paycheck. That’s a good thing!

Owner pay comes in many forms.
Obviously, there is the paycheck. As
noted before, the owner should be paid
just like any employee if the owner
works in the business on a day-to-day
basis. But there are other ways that the
owner receives compensation, such as a
company car, contribution to retirement
plans, flexible hours, expense accounts,
insurance benefits, etc. Work with your
accountant and tax advisor to make sure
those additional benefits are appropriate.
It’s really hard to justify a boat, plane or
RV as areasonable business expense for
a three-year-old collision center selling
$80,000 per month.

One rule of thumb: if the owner
manages the business day to day, the
owner’s base pay should be equivalent

to the amount the business would have
to pay for a general manager. If a mid-
sized shop in a market can attract a good
manager for $75,000 per year, then
$75,000 plus appropriate benefits would
be a good base annual compensation for
the owner.

Be careful when adding those extra
benefits! The business needs to make
money. Most use a minimum 10 percent
of gross sales as a goal for net profit
before taxes. That 10 percent net profit
allows money to be reinvested in the
business, loans to be paid and money to
be paid to ownership as dividends if the
company is a corporation. But if the total
of owner’s compensation plus owner’s
benefits such as the car, expenses, bonus,
plane, boat and RV drive the net profit
below 10 percent, the owner is being
overcompensated and the business is
being hurt.

What if the owner is doing work
in-shop? Maybe the owner works on
customer’s cars doing some body or
paint work. If so, the owner should pay
themselves an hourly rate or flat rate,
just as the other productive employees
are paid. But make sure that the total

owner’s compensation does not drive
that net below 10 percent of gross sales.

As the business evolves, many owners
hire managers to run the company. As
the owner’s active role in the business
is reduced, the owner’s pay should
shift from being an employee of the
company to that of being a stockholder.
The manager’s wages should be shown
as overhead, and the owner’s pay will
come as a dividend payment.

Some may wish to remain on the
payroll in some capacity in order to
stay on the health plan, continue to
drive the company car and pay into
Social Security and other taxes. That’s
fine! But make sure that the owner’s
compensation is not driving the net
profit below that 10 percent figure.

Equity

As a business grows, its value grows
as well. We all understand how a home
increases in value over time, and the
payoff is reduced over time by making
monthly payments. The difference
between the fair market value of the
home and the loan payoff is the owner’s
equity in the home.

Corwin WHOLESALE PARTS
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Building a business is the same thing.
Over time, the value of the business
grows and the money owed against the
business is reduced by making lease and
loan payments.

While business valuation is a complex
issue, there are two basic methods of
determining the value of any business:
cash flow or net asset value.

Net asset value is usually used to
value a poorly performing business
or one that’s very heavily invested in
inventory. The business is worth its
“net assets,” usually as shown on the
balance sheet.

Owner Pay Do’s and Don’ts

DON’T:

* Pay yourself a salary within the first
six months to a year of owning the
business

¢ Allow your compensation to drive net
sales below 10 percent

¢ Take cash from your business

DO:

* Pay yourself via a paycheck like a
regular employee

* Pay yourself a minimal paycheck after
the first six months to a year

* Increase your compensation as your
business builds

e Pay yourself (if you manage the
business) the amount the business
would have to pay for a general
manager
Cash flow valuation uses the net

positive cashflow to determine the

value. In this method, the net positive
cash flow (usually EBIDTA or Earnings

Before Interest, Depreciation, Taxes

and Amortization) is multiplied by

a number to arrive at the business

value. The number, or multiplier, is a

negotiated number representing the

number of years the buyer is allowing
the net positive cashflow to repay the
investment made in buying the business.

Example: A collision center has a
net positive cash flow of $150,000 per
year. It has a strong business, is well
managed without the owner’s full-time

involvement, has a solid crew and has
shown several years of positive sales
growth. Using that information, the
owner negotiates a multiplier of 3.5.
The business has a value of $525,000
($150,000 x 3.5). Remember, that does
not include the real estate! In selling the
business, the owner should negotiate a
fair market rent for the property.

Rental income is an area frequently
overlooked as owner compensation.
Often, the business owns the real estate
housing the company. As time passes,
the loan balance diminishes while the
fair market lease rate increases. The
building and business should be separate
entities, with the business paying a fair
market rent to the owner of the real
estate, usually the owner of the business.
The difference between the fair market
rent and the payment can be income to
the owner. In our example, the owner
will receive $525,000 for the business
plus rental income from the property.

Rental income provides a terrific
tool for allowing continuing income to
a parent who’s leaving the business to
their children or selling the business to
an outside entity or MSO.

Business owners should keep an eye
on equity as they build their business.
To maximize equity, the business must
be profitable, should show steady sales
growth and be systems driven so that the
company is not dependent on the owner
for daily operations.

To illustrate the point, let’s remember
the line given by the veteran shop owner
at the introduction of this article: “I pay
myself $100,000 per year, plus all the
cash I can take!” Taking cash from the
business may seem like a good thing
on the surface. Naturally, taking cash
avoids paying income tax and other
taxes on the revenue. That’s why it’s
illegal. But taking cash also causes
a significant negative impact to the
owner’s equity in the business. Let’s say
the owner “pocketed” the customer’s
$250 deductible, which was paid in
cash. Being a smart owner, he backed
the $250 out of the RO so that the sales
and deposits matched, thinking no one
would catch him. (Hint: The IRS can,
and they do catch that!)

The owner has money in his wallet,
but that money did not go through the
business and did not show up in sales.
In fact, that $250 came right out of net
profit! Since the business value is based
on steady sales volume and profitability,
taking that $250 reduces the net positive
cashflow and the multiplier. If we use a

multiplier of three, that $250 cost the
owner $750 in business equity! Plus,
the owner now has to wonder if “they”
will catch up to him. All that to save
$50 in taxes?

Summary

There is no simple answer to the
question, “How much should I make
as the owner of a collision center?”
But we can illustrate a solid owner’s
compensation plan.

Let’s assume that the owner also
manages a collision center. The shop
is doing $2 million per year in annual
sales and has a net profit margin of 10
percent, or $200,000. The owner is being
paid a monthly salary plus benefits, with
a company car and expense account.
The owner also owns the property,
which has a fair market rent value of
$10,000 per month. Loan payments
plus maintenance expenses, insurance
and reserves total $8,000 per month.
A good general manager would cost
$80,000 per year.

A fair owner’s compensation would
be a base pay of $80,000 per year plus
the current benefits. Additionally, since
the business is profitable, the owner may
reasonably take a quarterly dividend of
30 percent ($60,000) of the net profit.
That would probably be paid on a
quarterly basis, leaving 70 percent of
the net to be reinvested in the business.
The owner is also making $2,000 per
month as rent.

Let’s add it up: Base pay of $80,000
plus benefits, $60,000 in dividend
income, $24,000 in rental income
= $164,000 in annual income. Plus,
as time passes, the owner is earning
increased equity in both the real estate
and the business.

Yes, that’s a simplistic illustration.
The numbers and percentages used
are for illustration only. In the real
world, owners should work with their
accountants to decide just how much
the business can afford to pay the owner
and how to structure that compensation
in such a way that tax impacts are
minimized. In our example, maybe that
dividend being taken should be made as
a 401K contribution?

By truly understanding the financial
structure of a business, and working with
a business-focused CPA or accountant,
a good compensation structure can be
created for the owner.

Hank Nunn is a 35-year collision industry
veteran. He is now retired.
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| The News Report mailing list was created through the help
of distributors, associations, and suppliers. As with many
| lists, there is always the chance of duplication. So, if you
get more than one copy of the News Report, please let us
| know. It will save us the cost of mailing something that you
| don’t need two of.
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The views expressed in
articles throughout this
issue are those of the

writers, and do not
necessarily reflect views
of NDABA.

Readers are welcome
to react to views
expressed here or
elsewhere in the
magazine by writing:

Clyde Nelson
NDABA News Report
1507 19th St. NW
Turtle Lake, ND
58575-9492
ndabnews @westriv.com

Rolette
Wahpeton
Williston

On the other hand, we want to reach every possible person |
we can that is part of the Auto Body profession. We include
owners, service technicians, brokers, distributors and |
suppliers. So, if you know of someone that is not receiving
the News Report, please provide us with their name and
address below. Thank you!!

DO YOU WANT TO BE ADDED TO OR REMOVED FROM OUR
MAILING LIST? DO YOU HAVE A CHANGE OF ADDRESS?

CHECK YOUR ADDRESS LABEL. IS IT CORRECT?

Please add the following name to the mailing list for the
ND Auto Body News Report. (Please print)

Name

Mailing Address

City, State, Zip Code

If this is an address change ,what was the old address?
(Or you can attach the mailing label.)

I
I
I
I
I
I
|
|
|
I Business Name (If applicable)
|
|
|
|
|
|
|
|
|

Please remove the name on the attached mailing label
from the ND Auto Body News Report.

I
I
I
I
I
I
I
|
|
|
Please cut and tape |
mailing label here. |
|

|

|

|

|

|

|

|

4

Please mail this notice to:
Clyde Nelson
NDABA News Report
1507 19th St. NW
Turtle Lake, ND 58575-9492
or ndabnews@westriv.com
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Nationwide Toll Free

1-800-717-3109

Nationwide Toll Free

1-866-869-0481

Nationwide Toll Free

1-800-247-0585

Nationwide Toll Free

1-800-800-7244

Nationwide Toll Free

1-800-800-7244

Nationwide Toll Free

1-866-869-0481

Nationwide Toll Free

1-800-899-8900

Nationwide Toll Free

1-877-801-0641

Nationwide Toll Free

1-800-800-7244
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Nationwide Toll Free
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Nationwide Toll Free

1-800-555-8332

We work with

ese | collisionlink’

Nationwide Toll Free

1-866-869-0481

Volkswagen

Nationwide Toll Free

1-800-247-0585

Volvo

Nationwide Toll Free

1-800-742-5690

Schqu

COUNTRYSIDE

Nationwide Toll Free

1-866-869-0481

Kline Volvo
of Maplewood

Nationwide Toll Free

1-800-328-9614
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Nationwide Toll Free

1-800-742-5690
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dentsmart

PAINT FREE DENT REMOVAL

Working with body shops to bring accountability, reliability and credibility to paint free dent removal.
We can handle all aspects of the PDR repair: write estimates, schedule, supplements, repair and deliver
Written Lifetime Warranty

(863) 960-3023
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Luther Brookdale Honda
Brooklyn Center, MN

Direct ........... 763-331-6880
Toll-Free . ....... 1-800-899-8900
Fax.................... 763-331-6881
Luther Hopkins Honda

Hopkins, MN

PHGEES caooooooooo 952-908-8585
Toll-Free . ....... 1-800-328-6016
Fax.................... 952-908-8581
Luther Mankato Honda

Mankato, MN

Direct .......v:us 507-386-7800
Toll-Free ........ 1-800-733-8059
Fax.................... 507-386-7801
Luther Honda of St. Cloud

St. Cloud, MN

Direct ..........s 320-252-4262
TollFree . ....... 1-800-297-3323
Fax.................... 320-252-9217

Luther Brookdale Toyota Scion
Brooklyn Center, MN

Direct ........... 763-331-6780
TollFree ........ 1-800-328-2486
Fax.................... 763-331-6781

Rudy Luther Toyota Scion
Golden Valley, MN

Direct .....ccuuus 763-222-2170
Toll Free ........ 1-800-742-5690
Fax.................... 763-222-2171
Luther Kia

Inver Grove Heights, MN

"0 coooooooooo 651-453-9296
Toll Free ........ 1-800-377-4125
Fax.................... 651-457-5009

Luther Bloomington Kia
Bloomington, MN

Direct ........... 952-258-8480
TollFree ........ 1-866-708-9981
Fax.................... 952-258-8481

Luther Brookdale Mitsubishi
Brooklyn Center, MN

Direct ........... 763-503-4695

TollFree ........ 1-877-566-7171

Fax.................... 763-503-4764
(A)

Luther Bloomington Acura Subaru
Bloomington, MN

Direct ........... 952-887-0600
Toll Free ........ 1-800-451-5078
Fax.................... 952-881-1787

Luther White Bear Acura Subaru
White Bear Lake, MN

Direct ........... 651-481-3180
TollFree .. ...... 1-800-852-3992
Fax.................... 651-486-2775
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Automobile Dealerships

Wholesale
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Luther Burnsville Volkswagen
Burnsville, MN

N30 ccooooooaoo 952-892-9470
Toll Free ........ 1-800-328-2842
Fax.................... 952-892-9471

Luther Westside Volkswagen
St. Louis Park, MN

Direct ........... 952-374-0700
TollFree ........ 1-888-464-5426
Fax.................... 952-374-0705

Luther Park Place Motor Cars
Rochester, MN

Direct ........... 507-535-3225
Toll Free ........ 1-800-745-1358
Fax.................... 507-424-0195

Luther Brookdale Volkswagen
Brooklyn Park,MN

Parts Direct. ...... 763-331-6480
Fax.................... 763-331-6481

i

Luther Bloomington Hyundai
Bloomington, MN

Direct ........... 952-377-2080
TollFree . ....... 1-877-801-0641
Fax.................... 952-377-2081

Luther Burnsville Hyundai

Burnsville, MN

Direct ........... 952-367-4680
Fax.................... 952-367-4681

Luther Infiniti of Bloomington
Bloomington, MN

Direct ........... 952-885-7050
Toll Free ........ 1-888-857-2787
Fax.................... 952-885-7051

LAND~ Fi= )
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Jaguar Land Rover Lotus of Minneapolis
Golden Valley, MN

Direct ........... 763-222-2290
Toll Free ........ 1-800-328-8436
Fax........ ... ... .... 763-222-2281

€11D)

Luther Park Place Motor Cars
Rochester, MN

Direct ........... 507-535-3225
Toll Free ........ 1-800-745-1358
Fax.................... 507-424-0195

Fiat of Minneapolis

Brookdale, MN

Direct ........u:s 763-222-2608
Fax.................... 952-314-9667

Luther Brookdale Mazda
Brooklyn Center, MN

Direct ........... 763-503-4695
TollFree ........ 1-877-566-7171
Fax.................... 763-503-4764
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Luther Nissan
Inver Grove Heights, MN

"0 ccooooooaoo 651-453-9296
Toll Free ........ 1-800-377-4125
Fax.................... 651-457-5009
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Luther North Country Ford-Lincoln-Mercury
Coon Rapids, MN

"0 coooooooaoo 763-259-2282
Toll Free ........ 1-800-417-4203
Fax.................... 763-767-7266
Luther Family Ford

Fargo, ND

Direct Mechanical.. 701-277-4121
Direct Collision. ... 701-277-1861
Toll Free Mechanical 1-800-253-8712
Toll Free Collision. 1-800-274-2639
Fax.................... 701-277-4037

Luther Brookdale Chevrolet Buick GMC
Brooklyn Park, MN

Direct ........... 763-222-1860
TollFree ........ 1-800-727-0427
Fax.................... 763-222-1861
Luther Family Buick GMC

Fargo, ND

Direct ........... 701-356-7160
Toll Free ........ 1-800-347-0074
Fax.................... 701-356-7161
Luther Hudson Chevrolet GMC
Hudson, WI

Direct (WI)........ 715-386-2341
Direct (MN) . ...... 651-436-5231
Toll Free ........ 1-800-221-3711
Fax.................... 715-377-4955

Luther John Hirsch’s Cambridge Motors
Cambridge, MN

TollFree ... ...... 800-247-1168
Fax.................... 763-689-4650

Luther Brookdale Chrysler Jeep Dodge
Brooklyn Center, MN

Direct ........... 763-536-7644
TollFree . ....... 1-800-442-3004
Fax.................... 763-536-2292
Luther Hudson Chrysler Dodge Jeep
Hudson, WI

Direct ........... 715-377-5396
TollFree . ....... 1-800-236-1333
Fax.................... 715-377-5394

Luther John Hirsch’s Cambridge Motors
Cambridge, MN

Toll Free ........ 1-800-247-1168
Fax.................... 763-689-4650

Where Quality,
Price And Service Meet
www.lutherauto.com




