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[ industry view ]

In my April column, I described
current investment conditions in
the retail gas sector, and speculated

on the future of fuels retailing once the
major oil companies sell the thousands
of gas, convenience-store and service-
station assets. For those jobbers who
plan to grow through merger or acqui-
sition in the near term, there are many
challenges to identify and overcome. 

On a high level, jobbers need to iden-
tify good M&A opportunities and select
the ideal financial partner(s) if they are
to prevent future issues with cash flow
and liquidity post-closing. At the same
time, Big Oil will also implement new
strategies to improve their profitability
and return on capital once they have
shed their retail assets and businesses. 

To avoid potential Big Oil attacks
and partnering pitfalls, I strongly rec-
ommend the following to all my clients
without exception:

! Do your homework. I cannot
stress this enough, but I sometimes have
to plead with my clients to be dedicated
to doing this properly. Build the P&L
and cash-flow estimates (EBITDA) store
by store. And evaluate the dealer/fran-
chisee health climate in the market. Are
they financially capable of paying close-
to-market rent with annual escalators,
or are they teetering on disaster? Under-
estimate your forecasted future earnings
to play it safe.

! Hire a specialist. Whether I am
pitching a potential client or advising
an existing one, I always recommend
the need to plan to enhance the client’s

infrastructure. Before closing, surround
yourself with industry experts who can
assist with the analytics and who can
bring strong financial partnering
options to the table. This is paramount
given the current state of our credit
markets. In the end, the cost to do this
will be relatively small, and the upside
is potentially deal-altering in a positive
direction. For post-closing in larger
deals, prepare to add field and office
administrative personnel, which should
be accounted for in starting EBITDA. 

! Do not overpay. This applies even
if it means losing the deal. If you are
awarded the package as the high bidder,
you may find that financing the deal is
either not possible or not desirable,
with low profitability and little margin
for error. Bid estimates in our current
economy should be based on cash flow,
not real-estate value. And, in today’s
economy, commercial real estate of any
kind, including retail gas, convenience
or service stations, are considered dis-
tressed assets. Big Oil will very soon
acknowledge this as a harsh reality.

! Be prepared to offer volume-
based incentives to store operators,

post-closing. Once franchisees are
unshackled from Big Oil, despite their
chronic complaints, their transitions can
be stressful. Their contract rent, assumed
by the new owner/supplier, is now high
and in many cases above market. Also,
oil companies have cut back on support
programs and mostly eliminated incen-
tives to boost their balance sheets. As a
new jobber and supplier, consider
extending an olive branch by offering a
rebate program to grow fuel volume.
This, too, will provide franchisees with
an opportunity to cut their rent obliga-
tion. Handled smartly, the jobber can
mitigate the financial impact while mak-
ing the franchisee happy.

! Be prepared to offer some sites
outright. In select instances, it makes
sense to do this for better-than-average
operators. They will continue to main-
tain the image and standards and grow
volume, and will be the future pride of
the chain for the jobber. And, with the
spread of right-of-first-refusal (ROFR)
legislation, it makes good business sense
to extend these opportunities in non-
ROFR states. Develop a standard
model/formula to accomplish this and
make it a win-win situation.  

Absent any industry game-changing
developments (e.g., international
investment, continued merger activity
between distributors, new competitors,
economic/political disruption), follow-
ing this advice will help jobbers and
other fuel marketers succeed unblem-
ished in the world of fuel distribution
and expansion. ■

Informed Jobbers Have a Bright Future

As a new jobber and
supplier, consider
extending an olive
branch by offering a
rebate program to
grow fuel volume.


