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One challenge dealers may face on an annual basis is navigating the 
working capital requirements of automotive manufacturers – particu-
larly for dealers that have multiple franchise lines. For many years, 
dealers have been required to maintain healthy Net Working Capital 
(NWC) in each of their stores – the NWC Standard is a computation 
that is periodically modified and adjusted by each manufacturer, and 
one that can become tricky when various manufacturer requirements 
accumulate due to multiple franchises in one particular entity. 

Let’s Talk: Working Capital
The amount of working capital that manufacturers require of dealers, 
the NWC Standard, is a critical component of any franchise agree-
ment. As a brief review, working capital is the financial metric that 
represents a business’ available operating liquidity. In accounting 
terms it is the difference between current assets and current liabilities. 
Typically, manufacturers consider elements such as expenses, customer 
receivables, used cars and trucks, parts, factory receivables and war-
ranty claims when computing their NWC Standard. 
 Essentially, manufacturers may be grouped in one of two categories 
in terms of establishing their NWC Standards:

1. Below lists a series of occurrences and stipulations that are 
typical during the development of the franchise agreement:
•	 The manufacturer provides a NWC Standard at the start of 

the application process which is based either on historical 
market share information or planning volume.

•	 Such manufacturers will set a dollar amount per new 
vehicle.

•	 There will be likely no requirement negotiations. 

2. If not using the above method, below lists a different series of 
actions that manufacturers might take during the development 
of the franchise agreement: 

•	 The manufacturer provides a NWC Standard that is 
dependent upon the dealership owner’s forecast included 
as a part of the application package. 

•	 Requirements are provided in the middle of the application 
process following the manufacturer’s review of the 
dealership owner’s forecast. 

•	 In this case, working capital calculations may have 
significant variances from franchise to franchise. 

 Finally, after establishment of the NWC Standard, it is revised 
periodically, sometimes as frequently as annually, typically based upon 
the same formulae used during the application process. As many deal-
erships naturally offer vehicles from more than one singular manufac-
turer, you can see how the NWC Standard web may become tangled 
given the likelihood that the manufacturers may stem from both of the 
above categories and will further maintain their own unique formulas 
that you, as one entity, must accommodate. 

Let’s Talk: NWC Challenges
NWC Standards and computations pose challenges to dealers, 
particularly because they often represent inconsistency. As every 
manufacturer derives its own Standard and computations, there is 
no consistent calculation for the industry. Furthermore, not only does 
each manufacturer compute its own Standard and calculations, but 
the manufacturer has the ability to change each as they see fit. A good 
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example of this is when in 2013, General Motors added the debt to 
equity ratio computation and made modifications to the types of debts 
on the balance sheet – requiring all of their dealers to reevaluate and 
adjust their computation processes. To learn more about this specific 
instance, click here to read an industry bulletin regarding Dixon 
Hughes Goodman’s perspective on the matter.
 Between having to merely consider the number of different manu-
facturers a dealer may work with and being concerned with the many 
different computation standards from manufacturer to manufacturer; 
the NWC Standards and computations can easily lead to a myriad of 
interlacing obstacles. Some of the larger scale challenges that dealers 
regularly face with respect to NWC include:

•	 Becoming acquainted with the evolving NWC Standards and 
computations of each manufacturer.

•	 A high likelihood of increased NWC required due to increased 
sales levels.

•	 Similarly, the need to obtain working capital loans to meet new 
cash flow requirements.

•	 Making sure that the financial information on the Monthly 
Operating Report is properly recorded.

•	 Identifying different options available in the everyday conduct 
of the business which could positively affect working capital.

Let’s Talk: What You Can Do
In calculating NWC and meeting manufacturers’ NWC Standards, 
there are several precautions one should consider taking to help ensure 
accuracy and accountability.

1. Double check account groupings on the Monthly Operating 
Report (factory statement) to be sure that the account balances 
are properly linked to the correct financial statement line.

2. Make sure to properly classify debt on the Monthly Operating 
Report. 

3. Determine if carrying reserves on your books in places that would 

affect your computations are distorting your NWC computations.

4. Determine how any inventory packs are recorded on the Monthly 
Operating Report and review how this is impacting the NWC 
computation and ultimately the manufacturers’ NWC Standards 
computations.

5. Check to see if the store is deferring operating income or expenses. 
Delayed adjustments may distort the NWC computation and 
ultimately the NWC Standard since the manufacturer can use 
your Monthly Operating Report to formulate their revisions to 
your NWC Standard. 

6. Review all related party (i.e. owners and officers) notes or open 
accounts and make sure that they are properly recorded in 
accordance with the manufacturers’ accounting standards.

7. Review how the dealership records any mortgages and facility-
related loans and how that might impact the NWC computation 
and ultimately the NWC Standard when it is reformulated.

8. Carefully review the prepaid expenses to make sure this account 
is not misused to inappropriately defer expenses in your Monthly 
Operating Report.

9. Question the calculation if it looks unrealistic. 

In Review: Talk to your Dealer CPA
Gaining assistance from an advisor who understands the fundamen-
tals and intricacies of dealer operations and accounting processes is 
always a smart decision if dealers are unsure or hesitant about the 
NWC calculation processes. Not only could it make a favorable mon-
etary difference, but working with a trusted advisor with dealership 
knowledge will provide certainty and help ensure dealers accurately 
maintain NWC computations – keeping manufacturers satisfied and 
the business running smoothly. 

About Dixon Hughes Goodman LLP:  With more than 1,800 
people in 11 states, Dixon Hughes Goodman is the largest certified 
public accounting firm based in the Southern U.S. and the 15th 
largest in the nation. In addition to comprehensive accounting and 
advisory services, the firm focuses on eight major industries and serves 
clients in all 50 states. Visit www.dhgllp.com for more information.
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