
Keeping your 
dealership in balance 

Odds are you’re doing a balancing act at your dealership as you 
make decisions on the appropriate inventory to keep on hand. 
Shifting product demand, the volume of used cars coming into 
the market, unpredictable sales levels – all these factors and 
more make it a challenge to keep your lots stocked with the 
right level and types of autos. With sales growth in new autos 
beginning to level off across the nation, the risk today is having 
too much inventory on hand. It’s a miscalculation that comes 
with a very high price tag. 

Days-on-hand inventory and credit lines

A key metric used by lenders in setting credit lines is days–on-
hand inventory, a figure that’s impacted by your unit sales rate. 
The industry benchmark is that dealers have a 90-day supply 
of new cars on the lot and a 60-day supply for used cars: 
When days-on-hand inventory at a dealership surpasses the 
benchmark used by the lender for credit purposes, the dealer 
exceeds the established line limits.  

In the wake of the Great Recession, dealers worked hard to 
keep inventories low in the face of slumping sales. As the 
economy recovered, sales began to take off and many dealers 
were challenged to keep lots stocked with in-demand models. 
By 2017, however, growth in new auto and light-truck sales 
began to level off. While annual new car sales is still healthy by 
historical measures, the days-on-hand inventory benchmark 
rose significantly in the first several months of 2017. To avoid 
problems with credit line limits, dealers need to be especially 
circumspect when making decisions about adding inventory. 
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Key takeaways

Rising interest rates, changes in product 
demand, a slowdown in the growth rate 
of new auto sales, and swelling levels 
of late-model used cars in the market 
are creating challenges for dealers in 

managing inventories.  

The risk of growing days-on-hand 
inventory is heightened by pressure from 
manufacturers to take production, often 

through incentive programs.

Dealers can avoid credit overline 
situations by working closely with lenders 

and employing disciplined inventory 
management practices.
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The balancing challenge is growing

The problem of balancing inventory with dealership credit line limits isn’t new, but it has become a growing concern 
in the current environment. 

•  Interest rates are rising, which increases the borrowing cost of carrying inventory as well as non-floorplan funding. 
To keep borrowing costs under control, many dealers will be under pressure to carry lower levels of inventory.  

•  A massive shift in consumer preference from sedans to crossover utility vehicles, trucks, and SUVs has resulted  
in stockpiles of autos building up on dealer lots. 

•  Low-mileage, late-model used cars are flooding into the market as a result of expiring leases. According to 
estimates by Atlanta-based auto auction firm Manheim, a record 3.6 million off-lease units will become available in 
2017 with another 4 million coming on stream in 2018. In addition, Manheim says more than 1.8 million used rental 
cars will enter the used market in 2018, and these will mainly be one- and two-year-old vehicles. Used-car prices 
have been softening as a result of the increasing volume of units on the market, applying even more pressure on 
new car sales.

New cars
Inventory management is as important  

as lead generation and customer follow-
up. Even more important is that dealers 

are turning down allocation from the 
manufacturers and not just accepting  

every piece of iron sent to them.

Bill Wittenmyer, ELEAD1ONE partner, 
“What’s Your Dealership Inventory 

Strategy?”, Dealer Marketing Magazine,  
December 9, 2016

”
Days-on-hand inventory
The days-on-hand inventory industry benchmark is that 
dealers have a 90-day supply of new cars on the lot and  
a 60-day supply for used cars.

Used cars

While manufacturers were seemingly able to control the flow of off-lease cars 
coming back to the market, it appears that the supply of these lower-mileage, late-
model cars is rising fast thanks to a sharp increase in leasing as the industry pulled 
itself out of one of its biggest downturns in recent history.

Kelley Blue Book, May 19, 2017



Dealer incentives – adding risk to inventory decisions

OEMs often push their production on auto dealers by offering seemingly attractive cash incentives, 
creating pressure on dealers to take allocations even in the face of a slowdown in growth. Dealers 
may take the cars because they believe they can turn the inventory into sales in a short period of 
time. Some franchisees — especially smaller ones — may be taking autos because they can finally 
get them now. However, it’s a risky proposition for a dealer to gamble on the achievement of a 
sales goal when inventory is being added based on incentives.

“Most volume-based new-car sales programs are all-or-nothing, meaning dealers must meet the sales target to 
receive a bonus,” noted an article in Automotive News (“Dealers Fear Losing Control as Factory Incentives Burgeon,” 
April 10, 2017). “If dealers come up even one car short, they won’t recoup revenue lost from discounting cars to 
juice sales. Some dealers will buy new cars from their own inventory to hit a sales goal, and then stick them in loaner 
fleets. It’s a practice known as ‘punching’ a car. It’s bad business because it inflates inventory and can raise dealers’ 
floorplan costs, experts say.”

The proof of success or failure is in the dealer’s interest credit position: If the inventory can be sold quickly, the 
dealer makes a profit via reimbursement from the incentives, making the program a profit center. If cars take longer 
to sell than planned, the position turns negative. It’s a gamble, and it can be an expensive one if a dealer bets wrong.
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Best practices –  
communications and discipline

It’s a real challenge to limit the new inventory pipeline 
and avoid rising days-on-hand inventories, higher floor-
plan costs, and product mix issues. So how do you 
keep your balance between the competing pressures 
of taking more vehicles and avoiding credit overlines? 
In short, it comes down to two things: communications 
and discipline.

“One of the best ways to deal with this is to work 
closely with your bank to make sure you understand 
exactly where you are with them,” says Ed Reinhard, 
CPA, Partner, Retail Dealer, Crowe Horwath, LLP. 
“The better you know what can and can’t be 
accommodated credit-wise, the better you’ll be able to 
work with the manufacturer and get to the right place.”

You and your bank can maintain a disciplined 
framework for inventory management by following 
some straightforward best practices.

Best practices for inventory management

 Keep your bank involved in your inventory 
plans by talking with your Relationship 
Manager long before decisions are made  
and new autos ordered.   

  Include your lender in your inventory needs 
analysis and the assumptions you are using 
to develop sales forecasts.

 Work with your Relationship Manager and 
the online inventory management systems 
provided by the bank to run trial balances 
under various scenarios and determine the 
implications for days-on-hand metrics. 

 Engage your lender in periodic relationship 
reviews to ensure line limits are based on 
sound sales estimates and projections of 
inventory levels.

 



As a service to our clients, KeyBank is providing this brief overview to raise client awareness. KeyBank does not make any warranties regarding the results obtained from 
the use of this information. The information and recommendations contained herein is compiled from sources deemed reliable but is not represented to be accurate or 
complete. In providing this information, neither KeyBank nor its affiliates are acting as your agent, broker, advisor, or fiduciary, or is offering any tax, accounting, or legal 
advice regarding these instruments or transactions.
All credit, loan, and leasing products subject to credit approval. ©2017 KeyCorp. KeyBank is Member FDIC.  170714-260407
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It’s a collaborative effort, and it’s essential that you have an experienced lender that understands seasonal 
fluctuations, market trends, and uneven ordering cycles based on changing retail demand and manufacturer 
production schedules. You want a bank that can help you get the right level of inventory in and sell it fast —  
all while avoiding overline situations.

KeyBank dealership finance solutions

Our Relationship Managers take a common sense approach to setting and monitoring inventory levels with our 
clients. We work hard to help dealers grow profitably and take advantage of opportunities that can help them 
over the longer term. 

KeyBank Dealer Finance offers a comprehensive array of financial services to help dealers with inventories, 
including Key Inventory Management.® This web–based system allows instant access to floorplan loan information 
24 hours a day, 7 days a week. 

For more information, contact your KeyBank Dealer Finance Relationship Manager.


