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FOREWORD

It is indeed pleasing that from within the ranks of MSXI a very unique and world
class ‘performance model’ for dealers should have emerged. Having gathered and
disseminated financial data for thousands of auto dealers across many countries,
it has become abundantly evident that those that sustainably succeed are those
that generate healthy and consistent returns over time.

Untilnow, the challenge of adopting areturnoninvestmenthasbeen overshadowed
by the lifelong habit of monitoring only the return-on-sales equation. But as the
industry has consolidated and more professional entities and conglomerates have entered the auto-
retail arena, so has a greater level of science become the imperative in measuring business outcomes.

Globally, dealers are being asked to invest more and more capital in order to meet factory stocking
targets. As such, many dealers have revised their strategies to assess returns against levels of capital
employed rather than merely against the sales generated.

Despite these challenges, best-practice dealers and dealer groups continue to generate impressive
returns because they demonstrate exceptional levels of discipline and professionalism, exploiting every
opportunity the dealership offers.

For auto makers, the necessity to have sustainable dealer networks goes without saying, and our model
is perfect for assessing such viability and sustainability for an investor.

It is our sincere hope that the MRA methodology as outlined in this book, supported by the various
examples of successful auto-retail operations from eighteen countries around the world, serves to
inspire all readers to review their way of managing an auto-retail business. After all, every business
needs to review its practices to ensure that the key performance drivers are given focus and that each
operation remains efficient.

| would venture to say that this book, more than any other, focuses on the drivers that produce the
most critical business results and presents a clear picture of what a car dealer should be doing in order
to extract the best returns from a retail operation.

We are delighted to present this well-tested model to auto dealers everywhere.

Fred Minturn

Chairman of the Board
MSX International é e mSX

INTERNATIONAL
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Introduction

The decision to write this book was spurred by the
continued success of an exclusive group of highly
motivated and successful car dealers from various
parts of the world. In each case, these dealers have
achieved a high level of excellence because they
have pursued a personal vision and placed a strong
emphasis on goal setting. They have also considered
the impact that the key drivers of performance have
on the results of their automotive retail operation.
With a high sense of self-belief, these selected dealers
have persisted over an extended period in honing
their business models and have developed steadily
and even spectacularly upwards.

For most dealers, the very thought of ‘business
models’ and ‘goal setting’ extends no further than
the budget and daily bookkeeping. Planning seems
tedious and far less exciting than simply responding
to the challenges that the automotive industry never
fails to present day after day. In short, most car dealers
seem content to put their heads in the sand whilst
riding the industry’s ‘wave of disruption’, responding
to the excitement of ‘fire-fighting’ from one event to
the next.

This book has not been written to enhance the
reader’'s understanding of financial accounting but
rather, it sets out to emphasise the key drivers of
performance in a planning model that has yielded
high levels of success for more organised dealers.
Invariably, these key drivers are indicated in the
financial accounts because the numbers always tell the
story. Surprisingly, there are only a few performance
drivers that really matter. When given focus and
when forcefully pursued, however, these few drivers
have made a profound difference to the performance
results of well-run dealerships everywhere.

As consultants that have gathered, collated and
disseminated financial data for over two thousand
five hundred dealers across three continents, the
data we collected has enabled us to isolate and
observe the 'best of the best’ and to illustrate cases
of exceptionally well-run dealerships. Each dealer
represented in this book has succeeded in generating
a spectacular return of five or more times greater
than the cost of funds (cof) from the substantial
investments made in their respective businesses.
The reader will be introduced to each of these highly
impressive operators, all of whom use the unique
Sewells MSXI MRA performance model for analysing
and judging during their decision making.

In no instance did any of these selected dealers simply
‘'stumble across’ the path to success. It invariably
occurred because the dealer in question had planned
to improve with an attitude that good was not good
enough. These successful dealers thought that more
was possible as they strategized and steered their
focus of attention over time. The leader in each
instance displayed an ability to envision excellence
and executed a well-devised and disciplined plan to
support that vision.

MRA THE CAR DEALER'S GAME CHANGER



Introduction

It is quite likely that the automotive retail industry
has been analysed and benchmarked more than any
other industry. Most dealers are challenged by their
respective manufacturers to target key metrics that
are usually set as the norms for a particular sector,
brand type or country. For the most part, these
metrics represent the average level reflected across
any brand or category of dealers.

This book’s focus is to highlight best practice
examples that are usually set at the upper quartile of
performance, in order to highlight the true potential
of a well-run auto dealership. In other words, this
upper quartile point highlights the benchmark for a
particular key performance indicator.

In Olympic Games parlance, mediocrity has no
place, and this book assesses the performance
of ‘world class best practice’ among those

dealers who, like top athletes, consistently attain
‘high performance’ returns that are well above
industry averages.

Considering the substantial investments required
in a modern franchised retail business, the
performance levels highlighted will reflect near
optimum performance in business results. Whenever
challenged to estimate the optimum potential of their
own business, most dealers tend to underestimate
the potential that can be generated from a highly
tuned modern dealership. Most dealers are locked
into amindset thatinhibits their ability to think openly
and creatively beyond those indicators provided by
manufacturers and other industry specialists. These
indicators usually show mediocre performance levels
that may even be stifling creativity.

S —
. BENCHMARK
. PERFORMANCE

UPPER QUARTILE

The cases in this book display dealers who, like finely
primed Olympic athletes, have gone to extreme
lengths to fire on all cylinders, to bullet-proof their
businesses and to generate high levels of energy
from their operating assets. These three key drivers
are given equal focus in order to produce the best
business results. In each case, the dealers bring a
strong belief that greatness can only be possible
when every department and every person is giving
their very best.

With this in mind, this book’s intention is to tap into
the extremities of potential and to deal with what
is ultimately possible no matter where a dealership
may exist. But the attitude of the owner or general
manager presents the biggest obstacle in 'raising
the bar’ for the business. Intriguingly, most dealers
simply believe what they want to believe.

Convincing a car dealer that his or her business is
running below its optimum level of performance can
be quite challenging, especially when the optimum
level of performance is driven by the dealer's
own opinion of what represents ‘true potential’ in
business results. But the power of personal attitude
prevails in most cases.
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THE PUNJAB EFFECT

Intriguingly, many dealers harbour an unwavering
belief that, for whatever reason, 'things are different
in our market'. Having worked with or addressed
hundreds upon hundreds of dealers in over thirty
countries, our consulting activities have helped us to
conclude that the convictions of dealers from country
to country is strongly driven by a sense of ‘our own
uniqueness'.

In the burgeoning market of India, performance
groups (dealer comparison groups) were introduced
to enable newly appointed franchise dealers the
ability to compare performance levels and business
results. During one such early performance group
workshop, one of the participants, whilst learning
about the MRA model, politely asked, ‘Do you know
where the Punjab is...?" The facilitator responded as
best as he could by answering that he believed it was
in the northwest of the country. ‘That's right’ retorted
the dealer, ‘well I'm even further north than that. I'm
against the Himalayan Mountains in Chandigarh and
things don't work that way up there’. When asked why
this might be, the dealer proceeded to explain the
uniqueness of his market, including the complexity
of accessing his location by both road and rail. The
facilitator responded by asking the dealer what the
cost of funds (cof) was in Chandigarh. ‘Eleven and a
half percent...’ came the reply. When the other dealers
present were asked the same question, the identical
lending rate (11.5%) existed in Mumbai, Chennai,
Hyderabad, Bangalore and Delhi. In fact, the same
rate applied across all of India.

As a result, the facilitator was able to make the dealer
realise that no matter how unique the circumstances
might be in any particular market, the most
fundamental consideration should be to outperform
the bank’s lending rate in order for the business to be
sustainable. Everything starts from this crucial point
of understanding, and to make this sustainability
real, a target of two to three times the cof (2-3 x
cof) should be aimed for as a minimum return on
the funds employed (ROFE) in the business. This will
unfold further later...

Our experience has shown that this example of
‘This won't work in the Punjab because we're
different...’ is equally heard in all parts of the

world. The expression ‘we're different...” might
therefore be described as an attitude rather
than a fact.

With this background and with the emphasis on cof,
all the reasons why things cannot change falls to the
side. For the most part, uniqueness of a market is
merely an excuse, not a reason for poor performance.
What is relevant is what needs to be done to get to
the required level of return that will result in a healthy
gap between the cost of funds and the returns in
the business. All strategies should aim at this crucial
objective. Twice the cof should be the minimum and
three to four times the cof should represent the dream.
Ideally, the vision of achieving this comfortable level
of return should underpin all thinking and planning.

The more popular form of success celebrated by dealers
from many countries tends towards unit sales and net
profit percentages. More professionally run public
groups would tend to look at more elaborate versions
of returns, whether that be return on assets (ROA) or
ROFE, as the means of judging success. In fact, in any
professionally run auto retail business, one or other
form of return on investment (ROI) would invariably
apply in one form or another. Intriguingly, the majority
of independent dealers use net profit to sales (ROS or
PBT%) as the means of measuring success, ignoring
the assets or funds employed in the business.

This leads to a situation where a dealer, celebrating the
record sale of three hundred or more cars per month,
may be confounded when other critical numbers in
the accounts are highlighted and it is discovered that
this top-line emphasis suddenly translates into a rather
dismal return. In these times, because of high property
costs and the high levels of investment required to
run an auto retail operation, funding considerations
and the returns generated by such funding should be
considered more than either unit sales or net profit.

Because investors always have a range of choices,
car dealers should be measured by the way they
energetically convert things that can be controlled
(the assets) into sales and, ultimately, into attractive
returns. Assets that are employed in the business are
controllable factors that require the regular attention of
the dealer. The MRA performance model, as presented
in this book, integrates the key measures into a simple
equation that will become extremely familiar to the
reader. The model takes into account the most crucial
measure, the return on operating assets employed
(ROOA). The greater the understanding of the model,
the more sense is made of the need to take operating
assets into account. If this return is inadequate when
compared with the cof, shareholders may be tempted
to invest their funds elsewhere in order to improve
returns.




Introduction

THE ORIGIN OF MRA

The saying goes that to be a good teacher, coach
or consultant, one must have the ability to listen,
especially when in the presence of the industry’s best
brains. There are inevitably lots to listen to and to learn
from. It was out of this ability to comprehend what
clever people were articulating that MRA ultimately
emerged and grew.

‘The top line of the accounts describes the effort
that has gone into the creation of sales. The
quality of those sales is told on the gross profit

line... so you can never regret building quality
into every transaction and it shows
in your gross profit percentages'

Most experienced business-minded people will
simplify their philosophies in a way that a manageable
number of principles drives their everyday actions.
Here are some typical examples:

One is, 'Forget about everything else, bank twenty-
five cents on the dollar and you'll be amazed at how
well you do..."

Another such comment could be ‘Smart operators
know that more turns equals more earn...’

Common sense comments such as these have been
heard and considered over the years, leading to
the agreement of what really drives the financial
performance of the auto retailer. The conclusion is
that there are only three such drivers that exceed all
others, and these are:

1. Get the business MIX right to ensure that all
cylinders are firing simultaneously (M).

2. Ensure that a healthy proportion of the gross profit
is RETAINED on the bottom line (R).

3. Generate a high level of ACTIVITY (energy) in
converting assets into sales (A).

Setting these key drivers aside, it is necessary to agree
on what constitutes the ultimate measure of success.
The more professional opinions have all agreed that
some form of return on investment (ROI) is the
best way to conclusively assess the performance of
an auto retail operation. This should not come as a
surprise considering the high levels of investment in
operating assets needed to fund a dealership. Most
of this investment is in the assets employed in the
business, and so logic would follow that a return on
operating assets (ROOA) philosophy would most
appropriately represent the ultimate measure.

With all of this in mind, the emergence of MRA was
rather deliberate in its arrival as a tool to enhance
decision making.

M
R RETAINED
A ACTIVITY
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Analysing the three key drivers independently, the
M factor proves to be a reliable predictor in the
relationship between gross profit (GP) and net profit
(NP). The higher the rate of gross profit, the more likely
the PBT% (profit before tax) will also be higher. This
theory was tested and confirmed within the Sewells
MSXI database (chapter 2) where higher GP% results
proved to be substantially more profitable than those
with lower GP% results.

The second key driver, the R factor, takes into
account the ability to retain the highest proportion
of gross profit as possible. The R factor was isolated
as being important as time went by, and dealers
were encouraged to concentrate on the relationship
between net profit and gross profit.

Thirdly and finally, emerging from the many debates
and discussions about asset turns and the value of
energising precious retail space, the final piece of the
puzzle came to be. Along with the other two drivers,
benchmarks emerged and were used to encourage
higher levels of activity (asset turns), or the A factor.

The observation was that as each of these levers were
given focus and pushed farther, an improved business
result was achieved.

If an epiphany is the best way of describing the
emergence of MRA, then it happened when it
became apparent that the winners of the South
African Business Person of the Year were consistently
producing exceptional results when measured
against not just one or two, but all three of the key
drivers—the MIX, the RETAINED and the ACTIVITY.
It helped that winners were ultimately judged by the
returns they were generating on the operating assets
employed (ROOA) and eureka! It all came together.

It had taken years of contemplation and a great deal
of muddling before the code had been cracked.
While considering the combination of getting all
three drivers in relation to one another and in
relation to the ROA end goal, the slicing and dicing
of these numbers soon began to make sense. The
outstanding performers had emerged because they
had exceptional GP percentages, invariably greater
than 17%, because they were retaining greater than
30% of their gross profits for the net profit line.
Additionally, they were running their businesses at
exceptional levels of activity with more than 9 turns,
which resulted in an ROA of more than 60%. This
began to get the creative juices flowing... ‘what is it
that these high-performing dealers are really doing
differently to achieve these spectacular returns?’

Thus it was that the inter-relationships between
these key numbers had caused the penny to
drop. The typical winner emerged with a 17% to

18% (M) in addition to a 30% to 35% (R) and an
activity level of 9 turns (A) all of which combined
in a spectacular ROOA of 50% and greater.

In laying the pieces out on the table, the MRA
equation emerged 'like a phoenix rising'.

In an MRA equation, the drivers could be denoted
simply as M x R% x A = X. An example is 17 x 30%
x 9 = 46. With the participation of willing dealers, the
formula was tested repeatedly until it was concluded
that the key lies in giving independent attention
to each key driver in order to improve the overall
objective of greater returns on the assets employed.

Place each driver under the microscope for
independent inspection. Take your mix, whatever it
may be, and tweak it. Take your activity and tweak it.
As you will see, the tiniest of tweaks can potentially
make a massive difference to the returns made in the
business.
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SWITCHING FROM CONVENTION

In 1968 at the Olympic Games in Mexico City, the
Oregon-based American Dick Fosbury radically
redefined the techniques for competing in the high
jump event. Up until then, athletes had contested by
either straddling the bar, or using the age-old upright-
scissor method, both of which required a double leg
movement. Fosbury stunned everyone that year with
a revolutionary technique of his own, jumping head
first and backwards as he arched his back and kicked
his legs simultaneously skywards to set a new Olympic
record by clearing 2.24 meters to win gold. Four years
later at Munich, 28 of the 40 finalists in the men's high
jump had adopted his technique and today everyone
uses his extraordinary method.

An exaggerated illustration perhaps, but MRA as
a formula for ‘raising the bar’ and breaking new
records in automotive retail performance conjures
up such a visualisation. You need to ‘open your mind’
and challenge even the approach and visions of the
best practice examples in this book, but more than
anything, you need to be willing to challenge your
own methods and approaches.

At this stage, you are encouraged to consult just two
values from your most recent set of financial accounts
in order to assess the status of your own business
results. The first value is your annualised profit before
tax (PBT) and the second value relates to your total
current assets, which is in your balance sheet. When
you have these two values, you must equate them so
that the annual profit is expressed as a proportion
of the current assets (Annual PBT divided by total
current assets multiplied by 100). This calculation
expresses the extremely important ROOA equation.
If yours is at 30% or more, that is good by universal
norms. If it is at 40% or more, that is very good, and if
it is at 50% or more, your performance represents the
world-class best practice levels. If your result is below
25%, there is work to be done and the contents of
this book will diligently guide you along the path to
achieving world-class results.

According to our data, those that produce an ROOA
of 30% or more are among the 75th percentile in
the distribution of worldwide dealers. As a leading
global consultancy firm, we have met many of these
‘best in class’ operators from all over the world. In
particular, those that have adopted MRA as a planning
technique have achieved startling improvements in
their business results.
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Olympic athletes are not struggling with the basics in
their sport. There is no getting to the top of sporting
greatness until the athlete attains levels way beyond
the basics, adjusting those critical refinements
that make a significant difference to the athlete’s
performance. The high-performance athlete’s key
skills have been internalised, leaving the coach and
athlete to focus on those tiny adjustments or ‘tweaks'’
that impact on exceptional performance.

Like the Olympic athlete, though, this book calls on
the reader to invoke change by considering what
might be possible in the broadest sense. Rather
than worrying about the peculiarities of your own
marketplace, the guidelines contained herein implore
you to shut off your current perceptions, focus on
stretching your potential as a dealer and take your
performance to the highest level.

The components of what it takes to perform at
these impressive levels is divided between the softer
elements, such as leadership, vision and motivation,
coupled with the execution of well-devised plans that
take the harder operational aspects into account,
such as expense control and asset management. This,
in turn, all culminates in the integration of these key
factors into one neatly conceived equation (MRA) that
holds the key to exceptional returns in automotive
retail on a balanced basis.

Before drilling down into the business or using the
MRA model as a means of analysing results, it is
worth noting that there are dealers that work very
enthusiastically and naturally with numbers, whilst
others find it difficult and even wasteful to analyse
key trends. This difference is as much personality
related as anything else, and the next chapter will
draw the distinction between those that do enjoy
working with statistical data, numbers and trends (the
scientists) and those that do not enjoy working with
such trends, numbers and data (the artists). Using the
extreme attributes of these two opposing personality
types has indeed proved to be more than interesting.
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ART VERSUS SCIENCE

MRA THE CAR DEALER'S GAME CHANGER

11



Case #1

RICHARD EVANS & JULIAN
CLEMENTS

Unlike the major groups that tend to analyse results
and performance indicators inside and out, the
independent dealers tend to rely on their sense of
trading and selling cars. Many will talk openly of their
ability to ‘sniff out a deal’, which is indeed an art.

However, there are also those independents that rely
more on checks and balances and these operators
are more likely to seek out and use reliable data to
support their decision making. The statistics confirm
that those that focus on the key metrics will tend to
outperform those that only count the deals they have
done.

One needs to distinguish between those independent
operators that hide themselves behind computers and
spreadsheets and those that balance analysis with on-
the-floor operating. In other words, balancing art and
science in running an auto retail business is critical.

Way ‘down under’ on New Zealand's North Island,
there are two such dealers who have found this balance
and consistently perform with exceptional levels of
excellence. In both cases, their total gross profit (the
business mix) is targeted in the high teens (18% or
more), they both target and retain greater than 35%
of this gross and in both instances they manage their
assets jealously. As a result, these exceptional dealers
achieve returns ranging between six and eight times
the cost of funds, leaving the majority of their fellow
New Zealand dealers in their wakes.

Not far from the Bay of Islands lies the city of
Whangarei where Richard Evans, dealer principal of
Mark Cromie Holden (GM), truly gets the best out
of every inch of opportunity in the business. Instilled
with an ROI mentality, Richard rigorously focuses as
much on the expenses and assets as he does the sales
and gross profit results, which is why his consistent
results raise the eyebrows of his fellow Kiwi dealers.
He is all over the key numbers and allows nothing to
slip by unnoticed.

The high gross profit levels Richard achieves emanate
from his exceptional performance in used cars coupled
with an obsessive focus of attention in putting quality
into every deal. The results speak for themselves. Every
single customer transaction crosses his desk, and the

RICHARD EVANS JULIAN CLEMENTS

sales team knows better than to present him with any
‘skinny deals'. The credibility he enjoys from his fellow
dealers can be attributed to his exceptional grasp of
all aspects of the dealership, including the financial
numbers that he relies on to unveil the reality in each
department as he addresses each manager with true
authority. MRA has given Richard a fresh approach to
performance evaluation and now conversations with
his managers are confined to those indicators that
influence business results.

At the Bay of Plenty on the eastern side of the North
Island, we find the city of Tauranga. As dealer principal
of Ebbett Tauranga, Julian Clements has steadily
gained the respect of his fellow dealers across the
nation. This respect has grown from his results that
have steadily caught the eyes of all involved at both
the factory level as well as with other GM dealers.
When Julian was introduced to the MRA model, he
was immediately interested. He possesses a keen eye
for detail and numbers are a true passion for him. As
a result, Julian immediately adapted his existing plans
to align with the MRA model and has been "tweaking’
the key variables in the business ever since. All of a
sudden, he was able to implement his plans into a
simple equation and express them in a way that has
seen the growth in returns escalate by 40% in the
short space of two years (March 2016 to March 2018).
Julian feels that there are still many improvements
he can make using the MRA model now that he has
isolated and enhanced the key drivers.

Car dealers everywhere can learn from these two
exceptional operators.

MRA THE CAR DEALER'S GAME CHANGER




Chapter One

ART

Atanintuitive level, the key distinction for differentiating
the two opposing styles of managers is to view them
on the ‘art versus science’ continuum. Generally, artists
tend to be more passionate and thus driven for the
most part by feelings and opinions. Scientists on the
other hand tend to deal with facts, relying instead on
thinking and planning. This form of stereotyping has
strongly influenced the way that the behaviour of
dealers has been assessed all over the world, and it has
proved intriguing to use this phenomenon as a basis
of comparing one dealer with another. This approach
has assisted in illuminating the reasons why one dealer
may produce exciting returns whilst another may not
succeed as well.

With the emphasis on financial returns throughout this
book, the very measurement of results in itself implies
a degree of science, particularly given the need to
analyse financial data in order to get to a result. But
any extreme leaning towards either science or art is
considered undesirable as will be seen. The key lies in
balancing the mind and attitude by blending art and
science in the way the business is run and managed.

The innate passion that propels most dealers tends
to come from the heart and shows an artistic leaning.
This can be unhealthy when excessively applied in
the workplace. Too much passion, like any overdose,
can be unhealthy, particularly since the extreme artist
has a tendency to be on the chaotic side. The more
innate the artistic tendencies, the more likely they are
to emerge in the real world as an untamed force. Like
a painter, a work of art is a function of the mood and
style of the leader. The automotive industry is a thriving
environment for certain personality types, particularly
those with a preference for disorder, and these types
are attracted in droves.

As a consequence, there are very few dealers who work
in an organised way with a business model, and this
sets them apart from those who give importance to
the long term and the general planning process. Let us
examine these two extremes.

SCIENCE

THE ARTIST

In its extreme form, the dealership influenced by the
artist relies mostly on opinions... especially the dealer’s
own opinion. The dealership run by an artist can usually
be recognised by the flaunting appearance of flags,
extravagantly large signage, billboards and colourful
displays. Typically, this extreme artist style will tend to
promote the business with ‘loud” advertising, often
claiming to have the best deals in town. Such artists
also create lots of excitement, and consumers are often
strongly attracted to their facilities. In line with true retail
philosophy, there is nothing better than a bustling store.
But in the artist's world, not everything is necessarily
‘good news'. Going along with all of this excitement, one
often finds chaos behind the fagade... and chaos brings
its own challenges because the consequences of chaotic
decision making often comes at a cost.

The world of the artist is characterised by ‘ups and
downs’, driven mostly by strong and weak months of
sales because the dealership usually has a hefty reliance
on promotions and discounts to generate vehicle sales.
Pushing the blame onto someone else is often the way
to deal with failed choices.

On the positive side, the artist is usually creative and can
work a deal on a note pad. The artistic dealer can produce
promotions that excite the shoppers, typically retains key
phone numbers and key records, will have a keen sense
of the stock by car type and can explain where the keys
are to the three oldest used cars on display. Incidentally,
nobody else in the dealership is likely to have the faintest
idea where these precious keys might be stored.

For the most part, the artist will solve performance
problems with an attitude of ‘we must sell more cars/,
and the urgency is invariably focused on ensuring that
this main strategy is given the bulk of attention. A ‘push’
concept therefore applies most predominantly, and
the world of the classic artist is high energy but usually
wasteful.
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Chapter One

THE SCIENTIST

At the opposite extreme is the scientist, which is typically
a character that relies on facts, recording every expense
and asset on digital registers and flow charts. The
scientist's showroom is often bland and sterile. Discounts
are structured and monitored by a documented process.
Everything is neatly organised and tightly controlled.
Scientists make much slower decisions due to the lack
of natural intuition and the fear of being wrong.

As statistics show, sports science has been successful
in improving the sporting excellence levels. Record
after record has been broken largely due to improved
techniques and refinements to the overall approach of
the athlete. These statistics have isolated the key drivers
and revealed the key competencies of top players,
including the number of passes, goal assists, tackles and
whatever else that seems to make the biggest difference
to the overall results. Fans can use these results and
assess performance levels of their heroes from the
statistics. Sports coaches correct low performance levels
by ‘crunching the numbers’ to tell the most profound
aspects of the story. Coaches track trends and can
regularly be seen making notes or recording facts on
keyboards and cameras as the athlete is performing.
Rather than shifting the blame, the scientist tend to say,
‘| should have thought of that...’

Brad Pitt was nominated for an Academy Award in the
movie ‘Moneyball" wherein the caption for the movie
stated 'It's unbelievable how little we know about the
game we have been playing all our lives'. That also says
a lot about the way we run the car business. The movie
depicts a baseball coach’s switch from ‘gut feeling’ to
scientific analysis of every play, and the positive effects
are dramatic.

Whether artist or scientist, old habits die hard — there
is only a small amount of converts because of the ease
of being stuck in your old ways. Most stick to what they
know, as though they have some need or right to cling
to what they have always been doing.

There are those who think very rationally about what
they are doing and how they might improve and those
that would rather not analyse their actions too much
because rational thought is hard and not nearly as
pleasurable as operating from the heart with passion.

Similarly, the financial numbers of auto retailers tell the
story of their performance. Whilst most dealers will read
this data, interpreting the data is where the essence of
the problems and opportunities lies when it comes to
enhancing performance. Numbers can confuse, and
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our facilitators have listened to dealers’ explanations
relating to the reasons for monitoring certain numbers.

Just as two scientists gazing through the same
microscope can draw two separate conclusions, so too
can two dealers draw differing conclusions by looking
at the same set of financial numbers. It depends on
the initial reason for looking at numbers. What do you
consider important numbers to assess when reading the
financials of your dealership?

The scientist is usually characterised by early warnings
during the month, when the trends clearly indicate a
need for actions to stem any downturns. Last minute
activities of the scientist are less likely, less hectic and
less pressured.

However, the obsessive scientist is often beset by
‘analysis paralysis’, where thinking can get locked.

BLENDING ART WITH SCIENCE

Interpreting is one thing, taking appropriate actions
and executing creative solutions is quite another.
Sitting at a computer will not correct the problem,
and neither will frantic running around to ‘sell more
cars’ when it is too late in the day. What is remarkable
with the high-performing dealer is the balance
between art and science. The balanced dealer draws
conclusions based on facts and uses creative ideas to
alleviate the pressure with time in hand.

Flare and creativity are valuable attributes, but if they
are not used in a productive plan, the risk of being
helter-skelter and ineffective arises. Effective teams
are often a healthy mix of creative thinkers and
planning-related thinkers, helping blend these critical
attributes. Achieving excellent results can only emerge
over time, so time horizons and key milestones all go
towards moving in a positive direction.

The best-practice businesses have all evolved and
improved over time, and they never get complacent or
lethargic. Improvement is an ongoing phenomenon,
as shown by the Toyota Motor Corporation with its
Kaizen philosophy.

Equally important, balancing the dealership should
not be forgotten. This means that all departments
should be operating at optimum potential and
embracing the concept of lifetime relationships with
vehicle owners.

It is time to drill down into the details, explore ways
of improving the balance in a dealership and enhance
gross profit contributions and dealership returns.
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THE IMPORTANCE OF BALANCE
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Case #2

MARK PALMER & JASON
GORDON

GM Holden in Australia has a high proportion of its
dealers participating in biannual comparison groups
that they refer to as Business Development Groups.
The best performing of these groups draws the bulk
of its inspiration from two of its high performing
members, Mark Palmer from Inverell in NSW and
Jason Gordon, from Gatton in Queensland. Both of
these exceptional dealers produce returns greater
than six times the cost of funds in Australia.

Mark Palmer is highly regarded by his peers because
he is so consistent with his results. His gross
percentage is constantly around 20% and he retains
35% of it, operating at a magnificent net-to-sales level
of 7% and generating an overall return on the assets
employed of greater than 40%. He demands that
every department in his business should ‘pay’ and he
harbours a stringently disciplined ROI mentality.

In describing his approach, Mark Palmer likens himself
to an airline pilot explaining that any pilot works with
a ‘flight path’, never relying on chance to get from
point A to point B. According to him, a pilot would
never announce to the passengers that ‘'we hope
to land somewhere near Singapore and see what
happens..." The pilot is very precise on the objectives
and the means of getting there. As such, Mark daily
lays out his plan and manages every element of
what it will take to arrive at the destination. He also
believes fervently in beginning with the end in sight
(the return) and working backwards from there. This
is where the MRA model kicks in to assist with the
execution of his plan.

y

JASON GORDON

MARK PALMER

Jason Gordon has improved his results steadily and
consistently over a six-year period. Inspired by the
need to balance his business, he attributes his success
to the time he spends equally with each department.
During this time, Jason carefully sets and monitors
key targets that ensure that gross profits contribute
to the overall numbers in a healthy and balanced
way. Cutting the number of measurables down to
only the essentials is where the secret lies for Jason.
Daily reviews of these key numbers ensure that all
managers have a ‘finger on the pulse’ at all times.

When visiting both of these great businesses, it
soon becomes apparent that department managers
are fervently devoted to targets relating to the key
drivers. They both subscribe to the notion that '...the
more you turn, the more you earn..." and the energy
in both cases is abundantly apparent. Skinny deals
in neither vehicle sales nor service are tolerated, and
discipline prevails as a deep-seated value in their
businesses with a crystal-clear picture that success is
reflected by the gross profit percentage.

With an ethos in both cases that gross profit sets up net
profit, Jason and Mark have ensured that their success
commences with ensuring the balanced performance
of their dealerships — reflected by high gross profit
percentages ensuring that net profit values are given
the best possible chance to flourish.

MRA THE CAR DEALER'S GAME CHANGER
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Financial textbooks will explain that the top line in the
Profit and Loss (P&L) Statement represents the sales
recorded.

This sales line is sometimes also referred to as
turnover and other times as revenue. All three terms
mean the same thing and indicate the value of the
sales activities generated by the company in any given
period. For our purposes, we will consistently use the
term sales to describe these top-line activities.

Most dealers understand this and also understand
that cost of sales (COS or COGS) needs to be deducted
from this top line before we arrive at the all-important
gross profit (GP) value. There are very few dealers,
however, that see the true importance of GP which
lies in expressing this GP value in proportion to the
sales generated via a gross profit percentage (GP%)
on the Profit and Loss Statement. Oddly, American
dealers seem to place little value in this ratio, and
yet it says so much about the dealer’s strategy with
regard to the mix of business, and therefore the
amount of contribution from all departments across
the dealership.

TABLE 2.1

Whilst measuring the top line (sales) and the
bottom line (profit) is important, it is not nearly as
important as measuring the two lines that appear
between these two lines in the accounts — the gross
profit and the expense values. Profit can never be
influenced or affected in a vacuum. Chapter Five
will show the dynamic interaction between the
gross profit and expenditure lines that causes the
profit result to occur as it does. When one randomly
compares dealers on the gross profit line (refer table
2.1 below), it will be apparent that the variance from
one dealer to another can be quite vast. Note that
on the third row, the dealer on the left has a GP%
of 10.71%, the second dealer is at 21.70% whilst the
third dealer is at 14.15%. Pause and ask yourself why
this variance might exist. We have asked this question
hundreds of times, and you may be amused to know
that the most common response is "...because the
first dealer is over-discounting’. Whilst this may be
the case, it is not the major reason for the difference.

So what is the answer...?

Why is one dealer as low as 10.7% whilst others are at 16% or more?

SUMMARY
DEALER1  DEALER 2

SALES 848,994 884,735
GROSS PROFIT 90,929 191,948
GROSS PROFIT % (MIX) 10.71% 21.70%
EXPENSES 82,842 142,027
NET PROFIT 8,087 49,921
NET AS % OF GROSS

8.9% 26%
(RETAINED) ’ ’
NET AS % OF SALES (PBT) 0.95% 5.64%

DEALER 3 DEALER 4 DEALER 5 DEALER 6
564,114 2,179,633 1,569,039 1,356,303
79,838 359,219 256,198 222,595
14.15% 16.48% 16.33% 16.41%
71,844 289,017 191,208 174,781
7,994 70,202 64,990 47,814
10% 19.7% 25.4% 21.4%
1.42% 3.24% 4.14% 3.53%
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GETTING THE MIX RIGHT

With new vehicles producing single digit gross
percentages and the service department producing
gross percentages eight or ten times greater, row
4 (table 2.1) is immediately indicating that the mix
of business of the dealership at 10.7% is skewed
strongly towards vehicle sales, whilst the contribution
of aftersales appears almost irrelevant. As the reader
will come to appreciate, this question of balancing
the dealership by getting the business mix right is
the first step in ensuring an exceptional business
result in automotive retail. This mix is indicated by
the GP%, which in turn represents the first of three
key parameters, the mix represents the difference
between those that build sustainability in the business
and those that do not.

These variances in levels of TGP*% have been extracted
from data collected from some two thousand dealers
across nine countries, and the differences from one
country to the next is as varied as one might expect.
The most significant variance across the regions
in which we operate lies in the fact that, at this
point, the pre-owned and service aspects of dealer
operations across Asia Pacific has yet to mature.
As a consequence, the more developed markets of
Australia, South Africa and New Zealand show much
higher levels of TGP%. At the opposite end and with
lower GP margins are the underdeveloped markets
across India, China and Southeast Asia.

The range in new vehicle GP% across these nine
countries varies from 4% to 7% at the lower end
(the more mature the market, the lower the GP%) to
between 8% and 9% GP% for new vehicles in the less
mature markets. This is largely explained by the fact
that in the emerging markets, the opportunities for
incremental sales and GP generation have yet to be
realized, and the less developed markets continue
focusing on selling new cars.

* Total Gross Profit Percentage
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The opposite occurs in the service department in
the more mature markets, largely because of higher
levels of efficiency and productivity as well as higher
labour rates. Service GP% ranges from the mid- to the
high-sixty-percent levels whilst in less mature markets
these levels will tend to be in the mid to high fifties in
percentage terms. Notwithstanding the differences in
the mature European, Australian and North American
markets or less mature markets of Asia Pacific, the
difference in the business mix holds good when one
compares the front-end led skinnier operations to the
aftersales led and more balanced and greater gross
profit contributors within the dealership.

A well-balanced dealership that is ‘firing on all
cylinders’ will always produce an overall TGP% that
is at least in the mid to high teens for the dealership.

Becoming a well-balanced dealer occurs by design,
not by accident, so we are talking about strategy
when considering balance in the dealership. It is more
a matter of choice whether the dealership gains a
higher or lower TGP%, and it commences with the
desire for life-time relationships with vehicle owners.
The sale of a car should represent the beginning and
not the end of the relationship with a customer.

MRA THE CAR DEALER'S GAME CHANGER
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In each instance in this book where an example
of a dealer's exceptional performance is referred
to, it represents a well-devised plan implemented
over time without exception. These dealers strive
for balance in the business and generally retain a
continuous-improvement mentality that seems
never-ending. Dealers that achieve consistently
high levels of performance are usually monitoring a
plan that is in pursuit of a vision. In the case of well-
balanced businesses, this philosophy extends across
all departments including new vehicles, pre-owned
vehicles, service or parts.

True balance can only exist when all of these
departments are contributing at their highest
potential. Wherever this occurs, TGP% is at the higher
levels of greater than 17%. This extremely important
concept of balancing the business comes about
because in the new vehicle department, gross profits
are healthily contributing when they are greater than
7%. In pre-owned, they are healthy when greater
than 13%; in service greater than 65% and in parts
greater than 27%. If all these conditions are met,
then each department is contributing substantially
to the recovery of the total operating expenses of
the dealership.

From another angle, excellent balance is depicted
when the demands on the departments call for 100
/ 100 / 100 strategies, or perhaps not considered by
most is the sensible strategy of 50 / 50 / 50. These
are strategies representing an equal number of new
and pre-owned retailed vehicles per month that
match the daily repair orders (customer paid R/QO's)
in the service workshop. Strange but true, in every
instance where such a plan exists there is a healthy,
well-balanced TGP% and almost invariably a healthy
ROOA. Such is the importance of considering
balance when developing plans to improve returns.
New vehicles sold should be matched to pre-owned
vehicles sold, and both of those should match the
daily repair orders in the service workshop. When
these three factors are all performing at this balanced
level, the dealership will generate healthy returns.

Another form of balance exists in the strategies of
operators that become obsessive about ensuring that
the operating expenses are recovered or absorbed
from the GP contributions from all departments
except new vehicles. The moment the total costs have
been recovered from all departments other than
new vehicles, the dealership will be on solid ground,
particularly when these stronger contributions come
from those departments that generate higher gross
margin percentages.

Whilst it is highly inappropriate to consider business
mix in isolation, it remains nevertheless the
paramount consideration in planning a balanced
and successful dealership. MIX is the first of the key
drivers of business results. The reason for starting
with this particular driver is that it is perceived as the
starting point for enhancing the business results in
the dealership. Even though this might be the point
of departure, it will be shown that MIX interacts in a
very dynamic way with the other key drivers.

Getting the dealership to ‘fire on all cylinders’
represents sound business planning and inevitably
requires an active stance by the dealer in order to
improve TGP percentages. You may wonder why this
should be, so let us examine the evidence.
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INDICATORS OF BALANCE PER
DEPARTMENT

Because of the varying levels of gross profit margins
emanating from each department, it is important to
understand how the MIX can be enhanced in each
department. Let us deal with them independently:

New Vehicles

In the new vehicle department, balance exists when
there is a healthy blend of retail cars sold relative
to fleet, a fair blend also of entry level cars relative
to higher priced sedans blended with a fair mix of
SUV vehicles relative to pick-ups. When the TGP%
of the department is above 6.5% we are usually well
balanced in new vehicles.

Pre-owned Vehicles

In the pre-owned department, balance first exists
in the ratio between retail and wholesale deals
concluded, as well as between higher priced and
lower priced vehicles, SUVs and other utility vehicles.
When the TGP% of the department is in double-digit
numbers, we usually have balance in the pre-owned
department.

Pre-owned vehicle reconditioning needs to be taken
very seriously as a vital part of the vehicle mix. It can
eitheradd to, or detract from the quality of the vehicle
and therefore the margin. The way the vehicle is
priced after reconditioning will ultimately determine
the margin and this important factor needs to be
taken into account in calculating the selling price.
Just as pre-owned vehicle pricing is something that
can be controlled, so too is the determination of pre-
owned margin. The size of the margin is therefore
entirely in the hands of the dealership management.
Although market forces will obviously play a role, the
judgement regarding the way cars are bought and
sold (acquisition price versus selling price) requires
a healthy combination of both art and science. The
best practice exists where the desirable average
margin is pre-determined, ensuring that the price
causes the desirable margin to be achieved.
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Ancillary products and services

Balance in the dealership is greatly enhanced when
attention is focused on products such as finance
and insurance as well as car care related products. In
the case of finance and insurance (F & 1), the efforts
in this area are best monitored by measuring the
penetration of vehicles financed. It usually shows a
healthy balance when this penetration percentage
exceeds forty percent of retail deals concluded for
both the new and the pre-owned departments.

Car care products such as alarm systems and window
tinting enjoy more attention in some countries than
in others. Nevertheless, where they are popularly
included, such as in Australia, they add icing on top of
each deal. Those dealers that dedicate specialist sales
consultants to this aspect of their businesses tend to
do much better than those that leave it in the hands
of vehicle sales consultants.

Service

Service is the juiciest of all departments when it comes
to balancing the dealership and increasing the GP%
result. It lies in the balance and mix of technicians
where we look at the ratio of skilled (qualified) to
semi-skilled (apprentice) techs.

When the proportion of semi-skilled technicians
exceeds 30%, this will generate a higher GP%. We
also need to weigh the relative balance of work
being done between customer paid work, warranty
work and internal work. Another consideration is the
proportion of work being done inside the workshop
relative to work being outsourced (sub-let). Repeat
work or unsold hours can have a horrendous impact
on the balance in the service department.

The aspect in service that has the most decisive
impact on the GP% is unapplied time (unsold hours).
When time is available and not being sold, you have
an irrecoverable problem. Well-balanced service
departments should attain a TGP% level exceeding
65%.

Parts

In the parts department, our sales mix is affected by
the combination of parts sold to the workshop, parts
sold to the trade and parts sold over the counter. Each
of these three categories of sales comes at a different
margin and the parts department is well balanced
when the TGP% exceeds 26%.
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WHAT THE STATISTICS INDICATE

It had become more and more apparent over time
that those dealers with higher TGP%, in other words
those that are better balanced than others, were
putting themselves in a stronger position to produce
sustainable and healthy profits and returns.

To substantiate the point, we tested the following
hypothesis —

‘Dealers that have more balanced businesses will
tend to produce better returns than those that

are not as well balanced in their businesses’

The Sewells MSXI database was used to isolate 1,285
dealers from the more mature markets of Australia,
New Zealand and South Africa. This was done because
the emerging markets of Asia Pacific, as of 2016, were
still less developed in the areas of pre-owned vehicles
and aftersales.

For the purposes of our test, we clustered all of those
dealers with gross percentage levels of between 11%
and 13.99% (389 dealers) in one group to assess the
average profit before tax (PBT) at the 'skinny end’ of
the data. At the opposite extreme, we assessed all of
those dealers at the 'bulkier end’ of the distribution,
extracting all dealers between 17% and 19.99% gross
percentages (273 dealers).

Theresults across these mature markets clearly showed
that in the skinnier cluster (<14% TGP), the return
on sales (PBT) percentage was 1.17% at the median
point. On the other hand, the median point of PBT in
the bulkier cluster (>17% TGP) was 2.52%, indicating
a profit performance that was 115% better than in
the skinnier cluster. Obviously, when dealerships play
the game by hovering around the lower end of the
TGP spectrum, high returns are more difficult to come
by, whilst profits are easier to achieve in the case of
dealerships that are 'bulked up’ and more balanced.
Getting the dealership into this healthier state is all
about personal choice and strategy.
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MIX GUIDELINES & BENCHMARKS

Benchmarks will tend to vary from country to country. In the classical sense, unlike a dealer standard, a benchmark
should be dynamic, changing as market forces and dealer strategies change. The following guidelines provide an
indicative view of the mix benchmarks which apply universally.

OVERALL NEW
GP% SALES 16.6% 6%
HEALTHY 15 -17.5% 5.5% - 7.5%
BAND . (e} . o . (o}

MIX MANAGEMENT

The volume segment can bring large components of
fleet sales, so the dealership mix can become thin if
one does not manage and exploit the other segments
of the business. You should attempt to recession-proof
the business by placing a stronger emphasis on fixed
operations. However, it takes a lot of focus and should
be seen as a strategy to bullet-proof the business (refer
chapter 3).

INCENTIVES THAT DRIVE
BALANCE IN THE BUSINESS

To affect balance in the organisation, we recommend
both financial and non-financial rewards. Key
performance areas are usually identified at the
beginning of each year, and using various multi-factor
performance indexes, one is able to isolate three or four
key performance attributes to achieve in the upcoming
year. In this way, one might weigh the KPIs differently
so that the incentive tactically matches and drives the
desirable behaviours you may wish to achieve. In this
regard, MRA plays a healthy role in determining which
of the key drivers are best focused on to give impetus to
these desirable behaviours.

In Sewells MSXI, we have used benchmarking as a
means of effecting stepped change and continuous
improvement in the business. It is a 'kaizen type
philosophy'. It started out when we categorised the
individual departments within the dealerships according
to size and then according to performance levels. We
were looking for the bronze groups to go to silver, the
silver groups to go to gold and the gold medallists to
become superheroes. In keeping with this concept of
continual education, overseas study tours have brought
very positive results.
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USED SERVICE PARTS

11.5% 66% 28%

10% - 13% 64% — 68% 25% - 28%

SOME PRACTICAL WAYS IN WHICH
MIX CAN BE IMPROVED

While there is no single magic formula when it comes
to improving gross profit in a dealership, there are a
number of areas that can be considered. The following
table of ideas is not intended to be conclusive, but rather
provide a set of thought starters for those wishing to
address this key issue.
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CONSIDERATIONS FOR IMPROVING AUTOMOTIVE RETAIL MIX

What is each
department
contributing
to the whole?
More fixed ops
equals higher
TGP% .

Are we selling
what we like
selling or what the
market wants?

What level of discounting is taking place?
What are the controls and policies that help us retain margin?
Is all service work being properly costed?
Are pre-owned cars being priced correctly?

Who controls the negotiations and what
are we willing to give away to do a deal?

How well is the

process managed?

Are we taking
time
to build value
in the deal?

Who is
responsible
for setting

trade-in prices?
What is the
policy?

Are we building additional gross
through F&I and aftermarket?

Are we working
hard to sell high
margin vehicles?

Are we making
sure we cover
ourselves
adequately for any
reconditioning
that needs to take
place?

How much
opportunity are we
allowing to escape

through sublet?
What is our level
of sublet mark-up?

What is our mix of
service business?
i.e. internal,
warranty, retail,
fleet?

How productive
are we?
i.e. hours available
versus hours
worked?

Are we taking
time to up-sell?
Are oils and
consumables
being included at
the right level of
GP%?

What is our mix
of parts business
to the trade, to
the workshop,
over
the counter?

Are we putting
visible prices on
retail parts or
allowing clients
to negotiate?

Are we managing
our inventory
and taking
obsolescence into
account so that
we avoid distress
selling?

Are we incentivising our managers and front-line staff to achieve the mix we have targeted?

Is our new retail
/ fleet balance
healthy?

What is our retail

to wholesale
balance in pre-
owned?

Have we set
absorption
targets to
recover expenses
adequately?
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GROSS PROFIT DENOTES QUALITY

Whilst the sales line in the accounts gives a clear
indication of the effort that has gone into achieving
targets and growing the business, the gross profit
line indicates the quality of those sales. It can
categorically be stated that our 10.7% TGP dealer
highlighted on table 2.1 appears keen only to secure
the sale and there is little quality evident in the
transactions concluded at this dealership. In terms of
language, the fourth descriptive of ‘quality’ has been
introduced to help with the understanding of what
gross profit actually contributes to the business result.

GROSS PROFIT = MIX = BALANCE
= QUALITY

In short, high levels of GP% (>16%) indicate in a highly
reliable sense that the business has good balance,
that it is firing on all or at least most cylinders and
that a great deal of focus is being placed on adding
incremental opportunities onto each transaction
with a customer.

THE SALES / GROSS / NET
DYNAMIC

> EFFORT

—> QUALITY

—
—> VALUE
Z

24

HEAT UP THE COFFEE

The more comfortable and amenable a modern
dealership is, the better. Vehicle owners should feel
‘at home’. Once this feeling has been instilled, it
becomes much easier to discuss what the dealership
stands for and what it offers the vehicle owner by
way of comfort and safety through the lifetime of the
vehicle. So 'heat up the coffee’ and take time to sit
with customers to properly assess needs and provide
mutually beneficial solutions. The same opportunities
exist at the service inspection lane as in the showroom.

Per the research, it is reasonable to conclude that
high gross profit percentage dealers seek more ways
to transact with their precious customers. It is worth
repeating that the sale of a car marks the beginning
of a relationship, not the end of the relationship.
Any incremental sales created, whether in the areas
of finance and insurance, accessories or workshop
upsells, all add to the all-important gross profit
percentage of the dealership. That means that the
quality of each transaction is improved and vehicle
owners’ perceptions of the dealership experience are
positively influenced.

Always look for and consider incremental sales
opportunities. In your quest to be profitable you need
to seize every opportunity to build gross by absorbing
and exceeding expense levels so that you can retain
as much of the gross as possible for the bottom line.

In an interesting way, we will now see how bullet-
proofing a dealership serves as a sound strategy and
safeguards the business from turbulent changes in
the marketplace.

MRA THE CAR DEALER’S GAME CHANGER
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BULLET-PROOFING THE DEALERSHIP

MRA THE CAR DEALER'S GAME CHANGER
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Case #3

CARL ATKINSON

At the junction of East Colonial Drive and the Greenway
in Orange County Orlando, you will find Greenway
Ford, a state-of-the-art car retail haven that runs like
clockwork. More than a dealership, Greenway Ford is an
experience to be remembered. Once having entered the
estate, there is no turning back.

President and CEO Carl Atkinson has long been a
believer that their unshakeable ability to adhere to
sound expense controls is the core of their success. As
a result, the consistency of their business to retain 35%
of their gross profit has rendered Greenway truly ‘bullet-
proofed’. Couple this key strategy to an impressively
well-balanced contribution from all departments
resulting in a generous TGP of 17% or more, and it is
no wonder they consistently see profits of 7% PBT and
better.

Carl and general manager Lee Mitchell take great pride
in the quality of their people and readily attribute their
success to the consistent performance of the Greenway
Ford team. Margin protection is fundamental to their
business and no opportunity is overlooked in building
quality into every customer transaction.

CARL ATKINSON

Add to all of this the devotion shown by the managers
to extremely well tested and highly polished business
processes across all departments and the realisation
of why key targets are met on a ‘clockwork’ basis soon
becomes apparent.

Disney World is not the only place worth visiting whilst
in Central Florida.

MRA THE CAR DEALER'S GAME CHANGER
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EE

Having facilitated performance groups across nine
countries for over twenty-five years, Sewells MSXI
consultants have observed that dealers generally are
far more familiar with units sold than they are with
total gross profit values or even expense levels in
their dealerships. If a dealer is to be successful, life
can be made a lot easier when the key numbers
(expenses and gross profits) are given equal attention
when evaluating the results and the potential of the
business. Until the expenses are firmly embedded
in the thinking of the dealer, it becomes a 'hit and
miss' game. The smarter operators are always better
at weighing expense considerations and developing
plans to reduce or absorb these expense targets.

In the examples that follow on page 28, we are
illustrating an Australian dealership using Australian
dollars (AUD) to identify key pointers. To gain an
early appreciation of the state of the business, we
concentrate initially on the four key numbers only. At
what point then, are we able to judge whether the
dealership under assessment is in good or bad shape?

5

Whether you have ever considered the relational
aspects of critical numbers in assessing your own
dealership or the numbers of someone else’s
dealership, the key numbers to assess are the
following:

B Total Sales

B Total Gross Profit

B Total Operating Expenses
B Total Current Assets

It is important that the period under assessment
should be the same for all key factors.

It does not matter whether we assess a month,
a quarter or a year as long as the period is the
same for all four indicators.
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In turning to our real life Australian example, let us now
extract these numbers and see if we can make sense of
them. One by one, here are the values drawn from the
year-end (annualised) results of the example dealership.

The numbers have been rounded up to the nearest
thousand for ease of calculation:
B Total Sales

B Total Gross Profit

$487,500,000
$70,690,000

Before we move any further it will help the learning of
the reader if you calculate the GP ratio based on what
you now have before you.

You are correct if your answer is 14.5% (TGP / Sales)
and you should pause now and reflect on what you
know thus far about MIX. You are encouraged to look
at numbers with a contemplative sense of 'hmmm'’
because that is the way that a good consultant would
approach any analysis. The ‘'hmmm...", or contemplative
approach, is intended to foster your curiosity. On this
basis, we already know that at 14.5% the dealership is
out of the ‘skinny’ zone but still with room to improve.

Remember that when it comes to gross profit we are
dealing with the business mix and by achieving this
ratio of 14.5% you have just identified the ‘M’ piece of
the MRA equation. It is reasonable to conclude that the
dealership is more front-end biased with insufficient
contribution from aftersales.

Then we extract the Total Operating Expenses:

B Total Sales $487,500,000
B Total Gross Profit $70,690,000
B Total Operating Expenses $57,542,000

Now we are getting somewhere! Try to inhibit your
tendency to immediately calculate the net profit
value — hold off on that temptation and rather
calculate the split of total gross profit between what
proportion is represented by expenses and what is
retained of the gross profit for the bottom line. The
result should show Total Expenses as being 81.4% of
the total gross profit. Banks as well as various other
corporations around the world refer to this crucial ratio
as 'cost to income'.

Put another way, operating expenses are burning up
81.4% of the gross profit and this brings forth the
‘hmmm..." factor. Importantly, do we consider this
result of 81.4% expense to gross profit to be good or
bad? We will soon find out.
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Once we have the expense value, we can also deduct
this value from the gross profit to calculate the PBT
achieved. To avoid any arguments about funding
matters, let us include interest in the expense value
in calculating PBT. In this case, $70,690,000 minus
$57,542,000 equals the total net profit of $13,148,000.
If you now calculate this as a proportion of the gross
profit, it represents the inverse of expense to gross at
18.6% (100 minus 81.4).

We can now draw some interesting conclusions from
the numbers as given:

B Total Sales $487,500,000
B Total Gross Profit $70,690,000
B Total Operating Expenses $57,542,000
B Total Net Profit $13,148,000

If you managed to hold off on your natural inclination
to calculate the Net to Sales (ROS) ratio and have
calculated rather the Net to Gross ratio (18.6%), you
will see that you are retaining 18.6% of the Total Gross
Profit for the bottom line. The “R” in MRA is calculated
by splitting gross profit into expenses (81.6%) versus
whatever is retained (18.6%). In this case the split is
81.4 / 18.6 and the retained portion therefore equals
18.6%. The other way of dealing with it is to express
this retained value as a fraction 0.186.

Go ahead and follow your natural inclination to
calculate Net as a percentage of Sales (Total Net
Profit / Total Sales) — well done if your result is 0.02697
or 2.7% (rounded up).

Now clear your calculator and multiply the MIX or
TGP percentage of 14.5% established earlier by the
RETAINED value of 18.6% (14.5 x 0.186) and do not be
shocked to discover the result equivalent to the Net to
Sales value of 2.7% (2.697 rounded up). This happens
because there is a cause / effect relationship between
the business MIX relative to the amount RETAINED
that determines the PBT percentage. In this case the
PBT = 2.7% was caused by the combination of the mix
14.5% and the retained 18.6% (14.5 x 18.6% = 2.7). The
cause / effect relationship is intrinsic.

In the same way, we can analyse every
department but that will come soon.

The MIX multiplied by the RETAINED or in other
words (M x R) will equal the PBT% value.




Chapter Three

Dealers should be aware that worrying about Net to
Sales percentages is an irrelevant concept. The key
drivers of M and R should be given more time and
effort, given that they ultimately cause the net profit
result.

Concentrate rather on creatively building gross profit
and managing expenses and the net profit result will
take care of itself.

FAILING TO ‘SET THE BAR'’

For whatever reason, dealers are either reluctant to or
fail to pre-emptively determine appropriate financial
targets based on expense structures. Without
necessarily knowing it, the dealer has the power
to set a net profit goal and to set up the levels of
performance that will turn that target into a reality. In
this regard, the budgeting process is less than ideal
because gross profits and expenses are frequently
moving targets. Frankly, quarterly projections work
far more powerfully than budgets. The smarter
among the strategic thinkers would therefore
commence with a retained proportion in mind when
setting targets — typically a target of 80/20, 75/25 or
70/30, or whatever level is considered appropriate by
the dealer. We have seen the impact that the MIX of
business can have on this result, but as you have also
seen, the RETAINED aspect is equally important.

Once the dealership has established a consistent
pattern, both the mix and the retained should
become familiar metrics. If a dealer is consistently
achieving a mix of 15% (TGP) and consistently
achieving a retained of 15% (split 85/15) then the
PBT result will be a consequence of these two factors
15 x 15% = 2.25% Net. Only then can the tweaking of
key numbers commence in any meaningful way.

Leaving this vital aspect of the business to chance
makes no sense.

If bullet-proofing or ‘recession-proofing’ of the
dealership is of consequence, then it is worth
noting that an 80/20 split is a good result,

a 75/25 result is very good and
at 70/30, the dealership is truly bullet-proofed.

TAKE CONTROL OF THESE KEY
DRIVERS

This chapter contained a lot of information, and it
might be a good idea to reread it twice or more. It
seems the difficulty of grasping this vital concept of
‘what drives returns’ stems from the fact that many
fail to examine the relational aspects of key numbers.
In this case of Expenses to TGP, the more consistently
these numbers stack up in the dealership accounts
from month to month, the easier it is to understand
the direction as a business. Just as you might know
that you grossed at 16%, you should know that you
retained 20% and these two numbers will result in
3.2% (16 x 0.2 = 3.2 net). Once the dealer has this
level of feel for the business, it becomes easier to ‘set
the bar’ and to meaningfully target the desired PBT%.

Let us take another example. In a random dealership,
the operating expenses are $580,000 and the TGP is
$680,000. This means that the Expense to TGP ratio
is 85% (580,000 divided by 680,000). In other words,
85% of the gross is being burnt up by the expenses.
Expressed another way, it also means that we are
retaining (R) 15% (0.15) of the gross profit as net
profit (Net/Gross). If we now wished to improve the
SPLIT to 82/18 against the expense level of $580,000
my target Total Gross Profit would have to be re-set to
$70