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CHAPTER O1.




KEY FINDINGS

Consumer-facing Al is running well ahead of dealer-facing Al. Two
dealers described the same near-term development: third-party Al
shopper agents that take a buyer’s exact specification and canvass
every franchised dealer in a market for the best price.

Al tools now lead as the most important source of research for consumers,
even though the dealership remains their single largest research source.

Use of Al means that the advantage shifts to the buyer. Dealers used to know more
than the consumer across the table. Now, the shopper's Al agent is running more
comparisons than any human could run. This means that dealers get one shot: their
opening price and trade valuation are what they're graded on.

Convenient, Lower-Cost Service Options. Consumers increasingly consider
independents as their go-to source for service (from 20% in 2020 to 42% today), rather
than the dealership, (54% in 2020 vs. 36% today). One reason: price. Last year, at the
dealership, consumers paid ~$522 per service transaction vs. ~$271 at an independent
servicer. (Sources: Drucker Carlisle, Cox Automotive)












KEY FINDINGS
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Affordability has become the dominant OEM concern.
Product launches, presentations, and concepts increasingly reflect
consumer affordability concerns, not just manufacturing priorities.

The affordability gap is widening. Average transaction priceshave
climbed to $50K+ from roughly $30K, while monthly average vehicle
payments have nearly doubled over five years. The sub-$25K new

vehicle has largely disappeared, pushing demand into the used
market.

Dealers want products built around consumer payments,

not OEM margins. Retailers are urging manufacturers to prioritize
what buyers can afford monthly, but many feel that message has not
been heard.

Product strategy has amplified the problem. Heavy investment in
EVs that did not meet demand reduced the supply of compelling
gas-powered vehicles, leaving consumers paying more each month
for vehicles that feel only incrementally different.
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2 1 Margin Compression:

Real And Brand-Specific

The Range of Margins is

Wi D E ...
Profitability is down from COVID peaks, but how far

down depends entirely on the brand and the region.
There's no single industry number; interviewees who
One operator’s store offered one immediately added "but it depends on the

is running 15%-20% behind last year. brand.”

An accounting practice covering about 450

rooftops puts the average decline near 15%. The better word is normalization, not deterioration. New
vehicles are back to being a loss leader that drives used,

L F&l, and service: the pre-COVID model. Profits are down,
A Michigan group heavy on | (M but still well above 20719.

said profits were up slightly.

Public dealer groups continue to invest in fixed-ops and
captive financing. In the most recent earnings roundup,
the publics referred to fixed-ops investments as recession-

@ resilient and high margin. Lithia and AutoNation are both
and @ dealers were scaling their owned lending operations and describing
y " them as durable, high-growth profit centers.
consistently described as flat. N9 P
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KEY FINDINGS

One German brand expects its profit margin to fall from
roughly 7%-8% to about 3% this year, mostly because of
the roughly 15% import tariff.

Dealers feel it sideways, not as a price increase. One
dealer believes his automaker is pushing extra cars onto
dealer lots partly to book the revenue and cover its own
tariff losses. He's sitting on 275 units with nowhere to park
them.

Suppliers have been sounding the alarm for roughly 18
months. The open question is USMCA (U.S.-Mexico-Canada
Agreement) and whether bringing production to the U.S. will
offset the negative impacts of tariffs.
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Regulation is removing pricing opacity as a competitive
advantage. FTC advertising and junk-fee rules are forcing
dealers toward clearer pricing, making market messaging
more consistent across stores.

Uneven compliance is reshaping competition. Larger
groups moved first following FTC notices, while some
dealers remain out of compliance, creating traffic
advantages for stores that have not yet adjusted.

Transparency is now an M&A consideration. Buyers are
reviewing recent advertising performance

to determine whether post-compliance traffic and financial
results represent the new operating baseline.

Enforcement will determine permanence. Until
significant action is taken, industry skepticism remains, and
some dealers continue to attribute traffic declines to
uncertainty around the rules.
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KEY FINDINGS

OEM control used to mean dictating physical things —
floor tile, office furniture, chairs, paint. Now it means
dictating which digital vendors and platforms dealers use
and which programs they must enroll in.

Dealer money is tied to going along with OEM dictates.
Saying no is technically allowed but it costs dealers
margin, so few are willing to say no. Interviewees
described being nudged rather than ordered.

State dealer associations are pushing back. Association
executives around the country are going back to their
legislatures to update facility laws, written decades ago to
cover paint, floor tile, and office furniture, so that they
also cover digital vendor requirements.






And is not improving despite the fact that
many technicians are earning annually
between $140,000-$150,000 and some
above $300,000. The constraint is the

trades pipeline generally, not dealership pay.

KEY FINDINGS

Repair complexity is inflating cost on both sides of the P&L: rising loss
ratios and payouts on dealer-owned extended-service-contract and
reinsurance programs, and collision total-loss rates reportedly moving
from roughly three in ten vehicles, to seven in ten vehicles.

Compliance is expensive. OEMs are structuring incentives around dealer
investments in image compliance, increased service capacity, and more.
For some dealers, this is a tough trade-off.

One group described diversifying on purpose. Their reasoning is
because this is a capital-intensive business regardless of franchise, and it
takes the same time, energy, and headaches to run either way, so their
preference is to have capital deployed where the return is highest. That's
what drives the premium on Toyota, Lexus, Honda, and Subaru.

Readiness for a more technology-dependent operating model is
uneven. No dealer group claims to have Al figured out, and Al exposure
(or total lack thereof) concentrates among smaller groups without deep
executive bench strength.
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KEY FINDINGS

The EV pullback is documented at store level, not just in
forecasts. A GM dealership that was the number one GM EV
store in the country for three consecutive years went from a
couple hundred EVs a month to roughly a dozen, once
subsidies lapsed and lease payments moved from about
$240 to about $800.

The diagnosis is unanimous: Demand was incentive-created,
not product-created. BEV share is expected to plateau in the
mid-single digits to roughly 10%, with California’s hard
ceiling near 28% under maximum incentives cited as the
practical upper bound for a best-case market.



KEY FINDINGS (CONT.)

Hybrids are absorbing the shift, and the trajectory is steep:
roughly 2% share in 2016, to approximately 11%-14% last year, to a
projected 35-45% by 2032. One brand posted a 57% month-over-
month uptick in hybrid registrations following the EV credit’s
repeal, and essentially every manufacturer is now following the same
hybrid playbook.

Who the buyer is matters more than whether or not the
technology works. Luxury buyers can absorb the EV premium and
will adapt (home charger, planning around range). Dealers selling
mid-priced brands want as few EVs on the lot as possible: They're
hard to move and don't make enough on the front end. The gap
nobody has filled is plug-in hybrids with real electric range; most
give you around 40 miles before the gas engine takes over, and one
executive argued 80 or 90 miles would cover nearly every trip
people actually take.
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KEY FINDINGS

There is a general shift away from the old push
model (build, build, build, then incentivize to move
metal) toward building vehicles closer to observed
demand. Incentive spend sits toward the lower end of
its historical range, which several study respondents
read as a sign of health rather than restraint.

The sharpest example is policy-adjacent: One
domestic OEM halted Canadian, Mexican, and Korean
imports and committed billions to U.S. production
and retooling, in apparent alignment with the current
administration’s onshoring push. Some of this OEM's
stores now carry under 20 days’ supply, which is
described as unheard of, and brand-specific rather
than systemic.

Moving to a unified platform strategy. While the
Japanese OEMs have practiced this approach for
many years, other OEMs are moving in this direction.
Example: Stellantis and its new STLAT platform. A big
bet for the company, but the downstream production
efficiencies could be significant.



HOT PRODUCT

KEY FINDINGS (CONT.)

- Dealer-level inventory experience is uneven and in places

contradicts the discipline narrative outright. For example,
certain import and domestic brands are experiencing oversupply
and are capacity constrained, with one brand showing notably
more restraint. Where a brand is oversupplying, tariff-driven
revenue-booking is a suspected factor (see 2.2).

The control mechanism has therefore shifted. Where OEMs once

levered dealers by flooding them with inventory or rationing it,
normalized-but-mismatched supply means allocation of hot
product is now the lever; most dealers have inventory, but not the
mix they (and consumers) want.

28






KEY FINDINGS

Mainstream vehicle quality is described as at parity, with early quality
issues appearing across brands at similar rates. One brand was named
as an acknowledged outlier, having openly conceded more quality
problems than its peers.

With durability neutralized as a differentiator, competition shifts to
styling, product appeal, and transaction price, what one dealer summed
up as “the car being the star.”

Parity in quality and durability considerably raise the stakes in the
affordability gap. With consistently high quality and durability, consumers
are incentivized to hold onto their vehicles for longer, making it harder for
OEMs and dealers to entice consumers to buy new cars.

Country-of-origin resistance has largely dissolved. The historical
pattern (e.g., new Japanese, then Korean entrants dismissed initially on
quality and then later embraced), is being cited explicitly as a caution
against repeating the same misread in today’s climate.
30
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KEY FINDINGS

An operator returning from two weeks in Europe described being
shocked by the volume of Chinese vehicles on the road, which was
predicted in this year’s MOR.

The speed of European brands’ implosion in China is remarkable.
European vehicle sales in China have collapsed, down between 20% -
37% in just the last two quarters.

Canada is characterized as China’s North American test bed, with
roughly 20 BYD dealerships planned, a capped import volume, and
a stated intent to spend about three years learning North American
preferences, before China embarks on a broader continental push.

Subsidy scale is the core grievance of dealers, rather than product
quality. Figures as high as roughly 70% state subsidy of vehicles were
cited, with the operative question being how a domestic OEM
competes against a nation’s balance sheet. Legacy-OEM multi-billion-
dollar EV write-offs are tied to this global competitive pressure, not
solely to weak U.S. demand.
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KEY FINDINGS

There is broad agreement that “buy-American” sentiment has largely dissolved,
evidenced by Korean brand share growth in the Detroit market itself (among the
toughest markets in the country for foreign vehicle adoption). Consumers expect to
buy on price and product regardless of origin, with tolerance of Chinese-made
consumer goods and apparel cited as the precedent.

The residual stigma specific to Chinese brands (e.g., data security, surveillance
concerns, geopolitics) is acknowledged as somewhat greater, as compared to
Japanese or Korean brands but not a significant deterrent to consumer sentiment.

Dealers don't want Chinese brands in the U.S. at all but their objection isn't about the
brands' origin, it's about the terms by which the Chinese operate. One large group put
it concretely: a Chinese automaker can retail a car around $20,000 while the cheapest
new vehicle he can buy from his own OEM is $29,000. That price gap lands on
dealers. What dealers are asking for is a level playing field, not a permanent ban on
Chinese imports.

Dealer dissent is normative rather than predictive. One dealer agrees that consumers
will buy on price but argues that consumer preference should not dictate policy on
what is framed as a national and geopolitical decision. Separately, another dealer
questions whether Chinese product durability and residual values will hold up over a
three-year cycle.
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KEY FINDINGS
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Post-COVID retail reality. Owners who put off
succession decisions during the COVID boom now
must make them, dealers are tired of spending on EV
infrastructure, dealers are tired of managing increasing
business complexity, expanding capital costs, and
intensifying competition driven by consolidation.

M&A is accelerating and changing. Valuations are at
all-time highs. But buyers are basing their bets on
future opportunity, not past performance.









KEY FINDINGS

Consolidation isn't only about getting bigger. Buyers argue they can take a
store's existing revenue and earn more from them by installing their own
processes and technology; the return comes from running someone else's
revenue better, not from adding revenue.

Which brands a group owns drive its worth. One large group heavily
concentrated in one domestic brand has been deliberately diversifying; its
latest deal was driven by the Honda and Toyota franchises, with Chevrolet
and Stellantis stores coming along in the package, and it's now weighing
whether to sell the Stellantis points. Across the market, big groups are
shedding their weakest Stellantis, Nissan, and Ford stores.

Platforms are paramount. Dealer groups are optimizing their platforms,
which means continuous attention to selling some stores, while investing in
others to achieve best results.

Buyers have gotten choosy and aggressive. They’re looking at cash flow
quality, understanding and rewarding the underlying dynamics of the store’s
revenue mix, customer base, and market demographics. They’re also not
waiting to see which dealerships come on the market: off-market
transactions are at a record high in 2026. Dealer groups are proactively
working with advisors to approach stores that are not for sale.









KEY FINDINGS

Fixed-ops absorption is the metric buyers care about when considering
a dealership purchase; that's whether parts and service revenue alone
covers most of the store's operating expenses. With thin new-vehicle
margins, a store with poor fixed-ops absorption won't be very profitable
(and won’t be considered an attractive acquisition target) no matter
how many cars it sells.

How these buyers ‘do the M&A math’ is changing. Instead of starting
with a multiple of the seller's earnings, today’s valuations start with total
revenue and determine what the store would produce under the buyer's
own cost structure and processes. As one buyer framed it: don't underwrite
someone else's EBITDA; underwrite the revenue base and what you can
do with it.

Non-financial and forward-looking measures are now standard aspects
of valuation. These include: service capability, F&l penetration,
used-vehicle volume, customer satisfaction and loyalty, local population
growth and demographics, and where the brand is headed.
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