ANSWERING
THE GALL

How A Service Department Business Development
Center (BDC) Can Help You Manage Your

Inventory Of Time
By Neal East

recent study by one of the Big
Three revealed that currently
only one in four of its new car
customers become a paying

service customer. This poor
conversion rate is aggravated by an
equally disappointing statistic: the
average capacity utilization of fixed
operations, across all of its thousands of
dealers, is only 57 percent. Regrettably,
similar  statistics apply at most
manufacturers.

These two numbers taken together
highlight the significant opportunity we
have to better manage fixed operations
today.

Would you manage your sales
department by turning away 75 percent
of your prospects and selling only half of
your new car inventory’! The analogy is
relevant because fixed operations have
an inventory, just like your new and
used car inventory. But, in this case, it
is an inventory of time.

The problem with managing an

inventory of time is that you can't see it
and it is highly perishable. If it isn't
selling, you can't put it on the shelf and
discount it until you find a buyer. Once
the time slot has passed, that sale is lost
forever.

Recognizing that you must actively
manage your inventory of time is the
first step in solving the serious
underutilization of the fixed operations
department. To make this point more
meaningful, let's put this lost inventory
into dollar terms. A medium-sized shop
does around 35 repair orders a day or
around $200,000 per month in service
and parts revenue (based on an average
of $250 per RO). Assuming that this
shop is running at 57 percent capacity,
its actual potential is at least $400,000
per month in revenue since well run
shops can function above 100 percent
utilization.

In other words, an average shop has
capacity to add $200,000 per month in
top line revenue, of which $100,000
falls directly to the bottom line (since we

run a 49 percent net margin business in
service and parts). With an average new
car profit of $1,400, the potential
service profit is equivalent to selling an
additional 70 new cars per month for a
medium size dealer.

So why is it that we are so underutilized
today and why aren't more people
concerned about i? Probably because
it's an intangible and they can't see it.
More importantly though, how can we
fix it? I suggest we start with those 75
percent of new car customers who don't
convert to paid service customers.

According to a ].D. Powers survey, the
three most common complaints from
customers doing business with our
service departments are price, trust, and
lack of convenience. Worse yet, while
price is the number one customer
complaint, we know from regional
pricing surveys that dealerships are
competitive on price relative to their
aftermarket competitors. This lack of
price transparency is strongly correlated
with the second issue: trust.
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