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Lean Times in the Sales Department

By Mark Rikess
We all remember the book “The Machine that Changed the World” about the Toyota Production System and the concept of lean manufacturing.  Well, that book is now almost 20 years old, and it’s certainly time that we on the retail side of the business adopt the concept of ridding our operations of waste and excess cost. And that’s the purpose of this article: how automobile dealers can develop leaner variable departments generating greater output and profitability using a Value Creation Sales (VCS) process.

The retail auto industry has been experiencing significant variable department profit compression as margins shrink while costs grow. Why is this happening?

· More customers are highly informed about vehicle pricing – driving grosses lower

· Car companies are shifting more costs to dealers and/or reducing their margins

· Because sales consultants add little value to the process, consumers treat new vehicles as a pure commodity purchase – further driving down gross profits

· There are too many expensive Variable Department Managers (one manager for every 2.3 sales consultants – counting F/I).  You can’t be a low cost provider with this structure

There is no good reason for believing that this margin compression and the resultant net compression will somehow reverse themselves.  As businessmen, dealers must therefore reduce their costs per transaction in ways that improve total selling margins. There are two ways to do this:

1. Create an outstanding purchase experience improving gross profit per vehicle by virtue of the value delivered to customer using the VCS model. 

2. Improve the productivity of the sales team (yes, it’s possible) while reducing the head-count and compensation per unit for sales consultants, sales managers, and financial services managers

Going Lean

Becoming lean has little to do with reducing traditional expenses such as the price of supplies.  In fact, it is highly likely you have already reviewed or eliminated significant portions of your recurring expenses. 

Instead, going lean is about finding ways to improve human efficiency and productivity while eliminating waste from the system. The lean concept is about getting more output from the work your people do…and getting rid of processes and people that don’t add value for your customers or business.  It’s my contention that most Variable Departments are still quite “heavy”. Here’s how they can slim down…

Six Steps to a Leaner Variable Department

1. Schedule Sales Consultants Based on Customer Traffic Flow – Retailers in all industries except automotive, schedule their sales personnel based on the flow of customer traffic.  We in the auto industry, however, schedule our sales staffs based on hours of operation. This approach not only creates additional cost for sales departments, it forces dealerships to operate with lower-quality sales people. Here’s how:

· Scheduling based on the hours a store is open means that stores are “over-staffing” – operating with too many sales consultants during slack traffic times and not enough available during peak traffic times. Seventy percent of vehicles are sold in 30% of the time a dealership is open, so most stores are running with too many sales people just for coverage.  Efficient scheduling based on traffic reduces head-count.

· The more people hired, the less selective you can be; so the larger the group hired, the lower the overall quality of the staff (and the less each sales consultant earns)

Scheduling salespeople according to the flow of customer traffic means higher sales and lower costs as follows:

· Fewer salespeople on the floor means that (the higher quality) salespeople are getting more sales opportunities each, so they will sell more vehicles by virtue of their ability

· Selling more vehicles each means more income and therefore greater salesperson retention at the dealership

Going Lean: Determine your store’s typical traffic flow by season, day, and hour. Develop schedules based on a 40-hour workweek and have your top sales consultants on the floor during peak traffic periods.

2. Create a Better Work Environment So You Can Start Hiring the Right People to Sell Cars for You– Most stores have difficulty in attracting people with natural sales skills – especially women and Gen Y.  Why? Because the traditional dealership work environment usually can’t compete with other outstanding retailers (apparel, electronics, etc.) offering:
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· Career Development/Career Paths

· 40-Hour Work Weeks

· Predictable Compensation

· Solutions-Oriented Selling

· Professionally Trained Managers

· Stable Work Environment

The bottom line is that many of today’s dealerships are hiring sub-standard sales consultants who add no value for the consumer and cause dealerships to miss incremental sales. 
Going Lean: Establishing a more conventional work environment enables dealership management to focus on hiring people who look more like their showroom floor shoppers (women, Gen Y, educated, etc.), who are willing to learn and stay current on product, and who are able to develop great solutions-oriented selling skills. It is important to know, however, that these “new fashioned” sales consultants won’t consider auto sales without the job looking more like other retail positions open to them.

3. Eliminate the Sales Desk –In trying to achieve a lean sales model, we ask ourselves which sales activities add little or no value for a customer. In today’s web-driven world of transparent pricing, the sales desk—a key ingredient in the traditional negotiation model—is one of these areas. 

The goal of the traditional desking system is to help sales consultants extract as many dollars as possible from every customer they see. Most dealerships start high on the unit they are selling and low on the trade, work their way through three or more pencils, and ultimately use a manager to close the deal. This process made a lot more sense when customers couldn’t go to Edmunds.com, Autotrader.com, or scores of other web sites publishing what people are paying for their new and used vehicles…and what their trades are worth. 
This process is extremely time consuming and management intensive. It forces dealerships to employ highly compensated sales managers and have layers of them to support salespeople working a slower system. No other retail industry operates with the amount of managers involved in the sales process as retail auto; they can’t afford to and remain competitive.

Going Lean: Eliminate the sales desk (this takes out an entire layer of expensive management) by employing Value Creation Selling. After sales consultants sell the product, allow sales managers to negotiate with prospects to close deals at a pre-determined discount (e.g. one drop for $300) using only “one pencil”.

Going Leaner: Over time develop a true cross-functional management team, including F&I functions (another layer of management). Sales management will be paid a lower percentage of the gross but will earn good incomes due to the additional transactions they’ll be handling and the many sources of income they can receive (F/I profits, sales team productivity, etc.). Dealerships employing this model typically have one manager per 4.5 sales consultants rather than one manager per 2.3 salespeople in the typical dealership! 

4. Employ Part-time Document Processors to Reduce the Overall Financial Services Producer Headcount – Seventy percent of vehicles are sold in thirty percent of the time a dealership is open. Yet Financial Services producers—like salespeople—are typically scheduled to be on duty when the “open” light is on. Because enough—or nearly enough—F&I managers are hired to cover the busy periods they are idle much of their total time on the job. 

Looking at the job of the Financial Services producer, you also see that significant portions of his or her job involve data input, paperwork, and information double-checking and filing.  It has been estimated these activities take more than 40 minutes per deal. So the dealership is over-paying talented people for clerical tasks while losing 3 to 4 hours of productivity per day per F&I manager.  

Going Lean: The leaner approach is to hire document processors. Research shows that two part-time document processors eliminate one F/I position.  This enables the remaining F&I producers to handle more deals (moving from around 75 or 85 to more than 100 or 120 per month) thereby increasing dealership income (by retaining your top producers and lopping off your lowest one).
5. Utilize Technology For Faster, Better, Decision-Making. Dealerships traditionally have been very inefficient in their utilization of technology, while most other industries heavily leverage technology to operate with fewer people while using data to achieve competitive advantage (think “retail checkout scanners”, “self check-outs”, and “Wal*Mart”).

Going Lean: Use the following automation tools to reduce cost:

· Pre-Owned Vehicle Software – The function of the pre-owned manager is rapidly moving from artist to mathematician. Make sure your store is up-to-speed on the best technological ways to select inventory, appraise, and price used vehicles. Lean Savings:  Pre-owned technology (such as vAuto) can reduce management compensation levels by anywhere from 40%-60% and, of course, inventory turns and profits will also be attained through scientific optimization. 

· Internet – Staff your Internet department with younger (lower-cost) people possessing the right competencies (phone skills, e-mail, texting – read: Gen Y). To go even leaner, use telecommuters who work from home for lead management. Lean Savings: Lower sales costs higher levels of internet sales. 

· Desking Software – People like options. Use a desking tool to provide MULTIPLE purchase options for every customer. It’s a faster way to get to a deal, and faster generally means lower costs for a business. Lean Savings: Gross profit improvement by providing consumers more purchase options.

· Desktop Computers – Computers should be available to all personnel interacting with customers or using information as part of their jobs. Computers can be used for everything from calculating payments to conducting product comparisons.  Lean Savings: Improved closing ratios due to leveraging technology.

6. Replace Advertising with a Better Customer Experience - NADA data show that advertising/marketing costs to sell a new vehicle average $600 per unit sold. Most of this expense is used to drive traffic to the showroom, rather than to directly produce sales. Is this a wise use of precious funds? Most dealerships are already in good locations and have been around long enough to generate plenty of showroom traffic without breaking the bank on traditional media. 
Going Lean: The highest ROI opportunity for the Variable Department rests in creating an outstanding customer experience. Spending money to drive traffic to a poorly trained, low-quality sales staff is a very expensive proposition. 

The way to lessen or eliminate traditional media expense is through the development of an outstanding (VCS) customer experience. Stores providing an outstanding customer experience actually do have a large advertising presence; it’s called “positive word of mouth”. And reaching the public through sponsorships, community events, and grassroots marketing is much more effective than newspaper or TV advertising at generating name recognition and a positive consumer feeling about your dealership. 

In Conclusion…

When this economic storm has passed the dealerships who remain will be the ones that completely re-engineer their sales and service models. The focus must shift in the variable department to productivity and efficiency (just like your fixed operations). Adopting lean measures is one way to ensure that your stores survive today and thrive tomorrow. Let the Lean times begin.
Many senior sales managers believe that a 100% commission sales force is the cheapest way to staff a sales department. This is completely wrong. The largest and most painful costs a dealership generates for itself are sales lost through poor salesmanship. A leaner, higher-quality sales team produces higher closing ratios and a greater return on compensation investment.
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