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When it comes to running a business, money management and financial planning is more than justdollars and cents. It takes
keen organization, knowledge, expert advice and an arsenal of other tools. To help car care owners better equip themselves
with their financial disposition, we turned to three experts: Roger A. Pencek, oresident and founder of Carwash Brokers Inc.,
who has been brokering and consulting carwashes since 1985; Reuven Birnkrant, president of PetroCal Associates, a com-
mercial mortgage brokerage firm; and Jim Phelps, president and owner of Capital Equipment Leasing.

Financing for a carwash in 2014
A lot has changed in a vear.

Back in 2013, I authored an article for
PC&D entitled, “Financing for a carwash.”
Here are the “revised and unleaded” facts
for what owners and buyers have to digest
in the financial world for 2014, specifically
in buying or selling a carwash.

Buyers applying for a loan to close their
ESCROW, and existing carwash owners ap-
plying for a loan for refinancing, have the
same challenge: How do we get the money?
This loan dilemma is the same challenge
for existing wash owners who choose to
convert antiquated full-service washes to
today’s popular express or flex operations.
In 2014, the biggest obstacle for sellers is
the fact that the last three years of Profit &
Losses (P&Ls) are generally in a “declining
to steady income” trend. Lenders are put-
ting more credence in the past three years’
performance than ever before. Small Busi-
ness Administration (SBA) government
lending is the most popular borrowing ve-
hicle (20-30 percent down) for buyers and
has tightened their already tough lending
requirements for 2014. Alternatively, con-

By Roger A. Pencek

ventional lenders like, Wells Fargo and
Bank of America, require (35-40 percent
down) and specifically shy away from
funding gas stations and carwashes due to
their “single purpose” real estate profile.

So, the good news is seller carry back is
the “new bank” which can be a win-win
situation assuming the buyers and sellers
have luck on their side.

Institutional (bank) financing

Banks and borrowers unanimously have
a love-hate relationship. Banks love to talk
lending money, but hate to give money up,
and they’re relentless when it comes to debt
collecting. To make the process easier, bor-
rowers need to be prepared with what lend-
ers require. The specific information that a
bank wants is commonly accumulated in
what is called “a package.” When a carwash
is typically listed for sale, the seller trans-
fers bit-by-bit information relating to the
business to a broker for a potential buyer.
The big problem is planning, pricing and
organizing books and records in prepara-

30 PROFESSIONAL CARWASHING & DETAILING® March 2014

tion of marketing their business for sale. To
maintain the attention of the lenders’ con-
sideration, pertinent information must be
assembled at the beginning to avoid buyers
and lenders losing interest.

Paramount to the sales/financing pro-
cess is getting all of the complete informa-
tion upfront for multiple lenders to review.
The buyer’s accountants and lenders can
then immediately start mustering the sell-
er’s books and records; simultaneously ap-
praisers can then begin their review. The
obvious delay factor of time, which is the
common deal breaker, is avoided when a
proper package is prepared and a deal can
commence. Each package will include the
items on the partial list below. Any lender
will require these items to do an “acid test”
on the borrower as well as the strength of
the carwash as collateral. Remember, the
borrower and carwash business are both
under the bank’s microscope, and have to
be financially strong and clean.

(Continued on page 32)
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(Continued from page 30) D - 3. Seller’s last three years of IRS tax
2’ returns
List of items needed: 4. Seller’s last three years P&Ls with

From the seller: balance sheets

1. Purchase and sale agreement, with 5. Last 12 month rolling P&Ls
asset allocation breakdown 6. Daily record book (DRB) or compa-

2. Year-to-date business financials (in- rable monthly report for last rolling

come statement and balance sheet) 12 months
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offer the experience needed o tailor the right program at very competitive rates.

To get your free car wash insurance quote, call us at 800-444-8675 or visit us at

www.carwashinsurance.com
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7. All leases (including, but not limited
to, landlord lease, if applicable)
8. Complete list of all equipment
9. Complete list of personal property
10. Complete list of all employees with
payroll records (DRB)
11. Copy of current appraisal (if avail-
able)
12. Current surveys (if available)
13. Current Phase I (if available)
14. Current plot map (if available)

From the buyer:
1. Purchase and sale agreement, with
asset allocation and breakdown
2. First-year sales and expense projec-
tion after purchase
3. Business profile (to support projec-
tions)
Personal financial statement
5. Source and documentation of buy-
er’s cash injection (bank statements,
gift letters, brokerage house state-
ments, etc.)
6. Last three years of buyer’s individ-
ual tax returns
7. Management resume on buyer’s and
existing management
8. FORM 4506 — Request for transcript
of tax form signed and dated only.
Lender will complete information.
9. Authorization to do a credit check
Note: Once the information is gathered call
the lender to pick up information. Prequalifica-
tion or a decline notice typically will be provided
within 48 hours by the lender. A prequalifica-
tion letter will be delivered to the buyer directly
by the lender and an initial interview will be set.
The selling broker and borrower should attend.
A well-prepared list will allow the lender
to expedite their decision. Most likely the
borrower will “shop” two to three lend-
ers, speed up the process, and give the
borrower a negotiating position. Keep in
mind, a full-service carwash is a “single
use business” and therefore, more risky for
lenders. Targeting banks that specialize in
that market is to your benefit. Visit www.
carwashbrokers.com for a reference list of
qualified lenders. The information above is
a fast track model to obtain a decision from

a lender.

(Continued on page 34)
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(Continued from page 32)

The process:

The initial goal is to be approved by the
lender within the first 10 days of the loan
application with a Letter of Interest (LOI),
describing the terms of the loan and ap-
proval notes. During the next 45 days,
after accumulating the lender contingency
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data, a Letter of Commitment (LOC) is ulti-
mately issued. A loan is then approved and
the buyer is ready to sign for 20-30 years,
closing 10-20 working days thereafter. The
whole due diligence loan approval takes
about 75-90 days. The following equation
is a basic “acid test” formula that will save

everyone a lot of time and generally qualify
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Put your In Bay Automatic
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- Decrease wash time while increasing profits!

+ Overhead Bridge Design = Open Inviting Bay

» Dual Arm Wash System = FasTrak Speed

» Zero Degree Wash Technology =

Superior Cleaning with Consistent Results

« Water Saving Design

REV IT UP atThe Car Wash Show!

Learn about our latest products to help maximize your revenue per car!
Booth # 1200, 1205, 1211, 1107

5842 W 34th St, Houston, TX 77092
713.683.9878 - 1.800.999.9878

www.colemanhanna.com
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a borrower for an institutional loan:

* 2014 (25-40 percent) down payment
(balance of the purchase price to be
banked);

¢ Excellent borrower credit (see page XX);

* Experience in the carwash business;

* Carwash business includes the land;
and

* Three years and year-to-date carwash
P&Ls plus tax returns, minimum of

* 30-35 percent Earnings Before Interest,
Taxes, Depreciation and Amortization
(EBIDTA).

These five items can assure most borrow-

ers that a loan will be approved

Seller carry back

This form of carry back financing is when
the carwash owner (the seller) is the “bank.”
As an example, the buyer will typically put
20-35 percent cash down and the seller will
take a promissory note for the:

$1 million Sales Price

$250,000 down (25 percent)

$750,000 Promissory Note from Seller
to Buyer including 8 percent interest am-
ortized over 10 years payable in equal
amortized payments of $6,273.30 (no pre-
payment penalty) commencing 30 days
from Close of Escrow.

The buyer will give a personal guarantee
note with a Due on Sale clause. This type
of financing is typically designed when the
carwash is on leased land or if there is soil
contamination. The caveat here is that the
sellers must have a long and desirable lease
on the property.

To review

Institutional (banks and insurance com-
panies) and SBA financing is a process that
may typically take four months or more to
complete. SBA is generally more expensive
to obtain a loan (fees $15,000-$45,000), but
requires 25-30 percent down versus con-
ventional lenders who require 35-40 percent
down. All lenders will have to order current
appraisals, environmental reports, surveys
and title policies which all consume valu-
able time. There are very strict guidelines
for both conventional and government SBA
loans. Currently, bank commercial lending
rates are very desirable; therefore, the con-

(Continued on page 36)
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(Continued from page 34)
ventional and SBA bank financing can be
unpopular. The cha]lenge, of course, is in
proving your business to the lender.
Borrowers have to qualify, the business
has to show 30 percent or more EBIDTA, and
impeccable records, to confidently qualify.
Carry back financing, commonly referred
to as a “land contract” since the 2008 financial
meltdown, is becoming more popular and by
far the easiest financing to obtain. Depending
on the comfort level of the buyer and seller,
due diligence from the time of opening ES-
CROW to closing, can take 15-30 days. Often,
in a typical sale, the seller’s tax implications,
take all the money from a sale at closing,
which is ultimately not tax favorable (capital
gains tax). The synergy of this type of lend-
ing is generally beneficial to both parties.
Both buyer and seller can speed up the sales
process with a carry back promissory note,
a lower down payment for the buyer (20-25
percent), and a balloon pay off can be struc-

tured structured, and the seller can do some
tax planning. Buyers do not have to muster
the strenuous red tape loan requirements and
sellers know their collateral is valuable. Dis-
claimer: Each ULS. state is different as some are
mortgage or deeds of trust states; Check with your
CPA or attorney as the crafting and repercussions
of this type of carry back financing; generally the
seller retains ownership to all the assets (as collat-
eral via a recorded lien, known as a chattel security
agreement and UUC filing) until the note is paid
in full. The traditional lending criteria and re-
strictions are forcing most sellers who have
no debt on real property to consider being
the “bank” since they can take the down pay-
ment and use the carry back note, which is a
recorded first lien on the property; and then
use the payments as an annuity backed by
collateral. They can then go in and resell in
the event of a default or hypothecate if they
need to borrow against the equity of the prop-
erty. The borrower (payer) and carry back
lender (payee) should be aware that legal

representation is highly recommended due
to an array of issues:

® Prepayment penalties

* Due on sales clause

¢ Personal guarantees

* Balloon payments

¢ Interest increases

¢ Note assignment clause

* Acceleration clause

Carwash Brokers, Inc. is not MAI Certified
or in any way claims to be certified appraisers,
and does not purport to be experts in appraisals.
CWRB’s “acid tets,”
value analysis are estimates and purely based on

opinions of value or market

real estate expertise in listing and selling car-
washes. For purposes of bank financing, CWB
Inc. recommends a Certified MAI that specializes
in carwash appraisals. Roger A. Pencek (Author)
is the president and founder of Carwash Brokers
Inc., and has been brokering and consulting car-
washes since 1985. Roger is licensed as a broker
in nine states with 14 offices within the USA.

(Continued on page 38)
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