


Solving the used vehicle puzzle
4 keys to effectively managing your inventory

Selling used vehicles is tricky business. You may
feel like you’re trying to shove square pegs into
round holes when striving to turn a profit in this area.
Here are four keys to solving the used vehicle puzzle
and effectively managing your inventory.

1. Find your champion

Effective used vehicle management starts with a
good used vehicle manager. It’s important to have an
experienced champion who knows not only what will
sell, but also what will sell at a good gross profit. In
addition, make sure your manager has the qualities
you want to see in all of your employees, such as
integrity and honesty.

Also consider how to compensate your manager in

a way that will motivate him or her to generate high
profits. Many dealers believe the best way is to pay

only a monthly commission based on departmental
gross profit.

Others also prefer to pay only a commission, but one
based on a percentage of net profit as well as gross.
This way, they assert, the manager will heed other
expenses incurred by the department that aren’t
included in each vehicle’s cost.

Make sure your.manager has the
qualities you want to see in all of your
employees, such as integrity and honesty.

Still other dealers feel they should pay a base salary
plus a commission. They point out that it’s not always
the manager’s fault if the department has a bad
month. Unforeseen market conditions may lead to
unavoidable shortcomings.

2. Assemble the right mix

Another key to effective used vehicle management is
knowing what to buy so you have the right mix of used
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vehicles in your inventory. You need to cater to your

market — stocking the vehicles that will sell the fastest
and at the highest profit margin.

It’s not even necessarily bad to obtain a number
of duplicate units if they typically sell well in your
market. Of course, equally important is avoiding
vehicles that tend to sit on your lot and yield the
lowest return.

In addition, track when certain models sell. During
high sales months, note which makes and models
move particularly well and determine whether you
should buy a similar mix every year at that time.

3. Rotate for best results

Rotating your inventory weekly is a good marketing
technique because it allows you to identify relation-
ships between a specific type of vehicle and its ability
to sell in a particular lot location. Then you can



strategically position certain types of vehicles in spots
where they’re most likely to move.

One rule of thumb: Keep traditionally strong-sellers
that are in great condition in plain view. You don’t
want these models hidden in the back — especially
when many used vehicle sales arise from people
driving by a dealership and seeing a vehicle that
catches their eye.

4. Promote healthy turnover

Yet another key to a successful used vehicle depart-
ment is the ability to turn over your inventory quickly.
Quick turnover means you can readily convert metal
into money, boosting cash flow and strengthening your
bottom line.

Many automakers adhere to the standard that it
shouldn’t take you longer than 45 days to turn over
your inventory. In other words, you need to sell each
used vehicle within no more than 45 days of its
acquisition date. This is because the chance of
earning a return on investment tends to be far
greater if a vehicle is sold within that period than

if it remains on the lot thereafter.

Another helpful number to know is your turnover
rate. To calculate it, take your cost of sales for the
month and divide that figure by the dollar amount of
your used vehicle inventory at month end. Then take

/ Reconditioning requires \
speed and restraint

What’s worse than having a dearth of
sellable used vehicles? Having models you
could sell but can’t because they haven't
been reconditioned.

Ensure new acquisitions get to the service
department as soon as possible. It shouldn’t
take your technicians more than 72 hours to
recondition a used vehicle.

Additionally, make sure reconditioning is ade-
quate and not excessive. Consider additional
measures only if theyre absolutely necessary
to sell the vehicle. You don’t want to try
to make the car perfect or like brand new

anin — doing so simply isn’t possible. J

that amount and multiply it by 12 months, so you
can determine your annual turnover rate.

If you take 365 days divided by your annual turnover
rate, you’ll get the average number of days it took to
turn over your inventory. This calculation allows you
to see how often your dollars (invested in inventory)
are turned both monthly and yearly.

If your turnover rate needs some improvement,
there are some steps you can take. For starters, avoid
overstocking — especially with vehicles that aren’t
likely to sell in your market.

Also, implement a turnover policy and be sure your

used car manager and sales staff follow it. For exam-
ple, some dealerships set a turnover policy of 30 days,
whereby the used vehicle department should strive to
turn over inventory within that period. The idea is to
make sure you turn the money invested in inventory
within 30 days, as dealers with the highest turnover
typically yield the greatest gross profit.

Above all, don’t overprice your vehicles. This is vital
in today’s marketplace, as people usually research
prices via the Internet before they visit a dealership.

Staying in the game

The only certainty about used vehicle sales is that
there are no certainties. Public tastes, tough competi-
tion and even the time of year can all affect your
dealership’s success in this area. That’s why you

have to stay in the game and regularly reassess your
inventory’s viability in the marketplace. <>
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Be wary of sales

When running an automobile dealership, mini-
mizing your tax obligations should be one
of the things always at the forefront of your mind.
Besides facing the obvious federal tax requirements,
you must deal with all sorts of state and local taxes

as well. Two that you need to be particularly wary
of are sales and use taxes.

How do they differ?

Sales taxes, generally paid by the customer, apply to
the sale of tangible property. Most state and local
taxing authorities impose them on retail sales and
certain services. Your dealership is responsible for
collecting these taxes and remitting them to the
appropriate authority.

Use taxes, on the other hand, are generally levied on
the sales price of tangible personal property a business
buys to resell to customers and on which it pays no
sales tax. Examples include resale items such as motor
oil and car wax.
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and use taxes

How can you cope?

You can use several strategies to reduce sales and
use tax liability while still complying with your tax
obligations. These include:

Performing a sales tax compliance review. This
examination helps determine whether your dealer-
ship has the proper procedures in place for timely
and accurately collecting and remitting sales taxes.
If you uncover problems, the review can also assist
you in improving your compliance process.

Conducting reverse audits. Here you seek to identify
and recover use tax overpayments made to suppliers
or directly as self-assessments of use tax. If you
discover an overpayment, you may be able to recoup
that money.

Setting up managed compliance agreements. These
help many businesses employ state-approved use
tax estimation models. Such models save time and
money because they eliminate the task of going
through thousands of vendor invoices to determine
use tax liability. They also absolve the need for
accounts payable personnel to make tax decisions.

Enrolling in a voluntary disclosure and tax amnesty
program. If you have past deficiencies in sales and
use tax payments, you might check into your state’s
offerings in this area. Amnesty programs are state
specific, but their common purpose is to give
businesses some time to pay their deficiencies with
reduced penalties.

Anything else?

One important development in the area of sales taxes
is the Streamlined Sales Tax Project (SSTP). If your
dealership is in a state where it applies, you may
register for immunity from missed state tax payments,
unpaid penalties and interest — as long as you agree
to collect and remit future payments. You may also
enjoy simplified determination of your taxability
across participating jurisdictions.



Once vendors register for the SSTP, they may also be Who can help?
absolved of missed payments, unpaid penalties and Staying in compliance with your tax obligations — be

interest — again, as long as they agree to collect and they federal, state or local — is critical to the ongoing

remit taxes in the future. success of your dealership. Your CPA can offer you
guidance in meeting these requirements, affording

Amnesty programs are state specific, you more time to focus on your main goal: sales. <>

but-their comman purpose is to give
businesses some time to pay their

deficiencies with reduced penalties.

The SSTP doesn’t yet apply nationwide. As of

this writing, participating states include Arkansas,
Indiana, lowa, Kansas, Kentucky, Michigan,
Minnesota, Nebraska, New Jersey, North Carolina,
North Dakota, Ohio, Oklahoma, South Dakota,
Tennessee, Utah, West Virginia and Wyoming.

But even if the SSTP hasn’t reached your state yet,
it’s worth keeping an eye on.

4 Could dealership troubles lie in your family tree?

Many of today’s auto dealerships are family-owned, and one of the greatest benefits
of this arrangement is continuity of management.

Usually, ownership stays among family members who have been involved in the
business, either directly or indirectly, for a number of years. This continuity allows
the dealership to survive and thrive because management fully understands the
complexities of the business.

Yet, conversely, any family-owned dealership runs the risk of ruin as ownership or
management passes down the family tree. Why? There’s always the possibility that
siblings could compete with each other for ownership, power or profits.

They may try to force decisions on the dealership that are good for themselves but not
so good for business. Or one group of siblings may band together against another in
arguments that put their rivalry first and the dealership second, compromising profits
and success.

So how can a dealer who is about to pass the family business to his or her children
prevent such bickering? For starters, emphasize early on that you have equally
divided your assets among them. Once they understand this, fears of inequity should
greatly diminish.

Also, compel them to start working at entry-level positions or at least at a level where
you feel they’re most qualified. By doing so, they can develop a better understanding
of the business and a more focused work ethic. If they start in higher management,
there’s a greater chance that they’ll get in over their heads or simply feel entitled to a <
high level of power or compensation without having earned it.
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The skills of the

state-of-the-art salesperson

With profit margins thin and competition fierce,
closing sales is becoming more about the

people behind the deal rather than the deal itself. In
other words, to move units in today’s marketplace,
you need a state-of-the-art salesperson — one who
knows not only when and how to speak to customers,
but also when and how not to.

Preserving the comfort zone

Most people spend about 90% of their lives at home,
at work or in their vehicles. Therefore, these places
become their comfort zones.

As you may have noticed, your dealership isn’'t one of
these areas. Thus, to make that critical first impression,
you must break down the negativity associated with

an unfamiliar environment and help a customer feel
comfortable on your sales floor.

Now, under a traditional sales scenario, the salesper-
son might walk up to the buyer, introduce him- or
herself, shake hands and exchange names. Generally,
this is followed by, “How may | help you today?”

The sales staffer.might try a. meet
and greet that eliminates.the typical
conditioned negative responses.

Unfortunately, this question usually generates the
conditioned — and negative — response of “Oh,

I’'m just looking.” The buyer already probably feels
pressured in a strange environment and may not have
even heard the salesperson’s name because of his or
her nervousness.

Instead of a traditional handshake and demand

for identification, sales team members need to first
engage customers from a respectful distance. And the
social zone of comfortable conversation usually takes
place with each party standing about three to five
feet from the other.
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Adhering to this guideline, the sales-
person should strike up a friendly yet
businesslike conversation. He or she
must learn the buyer’s needs but
avoid the overused “May | help

you?” or “How are you today?”

Rather, the sales staffer might try
a meet and greet that eliminates
the typical conditioned negative
responses. For example, he or
she could ask, “Are you just
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here to see anyone in particular?”

browsing today?” or “Are you

Establishing a partnership

Of course, words aren’t everything. Nonverbal
communication is just as, if not more, important to
the sales process. Body language and attitude both
play a role in a customer’s comfort level.

Today’s buying public has decidedly less tolerance for
the aggressive, negotiation-based sales tactics of yore.
So the salesperson needs to show a genuine interest in
the buyer’s needs. He or she should listen intently to
what the customer is saying and react in a way that
shows a true desire for his or her business.

This may mean doing additional research into your
product lines or the availability of a used vehicle, or
working extra closely with your F&I department to
arrange just the right financing package.

Sharpening your edge

As mentioned, it’s a different sales floor out there
these days. With the advent of the Internet and
“no-haggle” sales outlets, customers simply have
more options. Make sure your salespeople are
regularly sharpening their skills in response to
changing customer expectations — you need them
to keep their competitive edge. <
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Rear-wheel drive may
be an option once more

After years of front-wheel drive vehicles dominating
the market, rear-wheel drive is being reintroduced by
several manufacturers, including GM and Chrysler.

Some experts claim that the best-handling vehicles
have always had rear-wheel drive, and that front-wheel
drive vehicles with the same horsepower simply can’t
compete. Many luxury carmakers, such as BMW and
Lexus, never abandoned the concept and have carried
rear-wheel drive vehicles for years.

Another reason why rear-wheel drive vehicles could
resurge is that their tires wear more evenly. After all,
the rear wheels actually move the vehicle while the
front ones only steer it. But in front-wheel drive
vehicles, the front wheels must handle both of

these functions, leading to more money spent on
maintaining and rotating the tires.

Plus, in rear-wheel drive vehicles, the drive components
are in the rear of the vehicle, making them easier to
service and, because weight is more evenly distributed,
allowing for the possibility of improved acceleration
and braking.

There are some disadvantages to rear-wheel drive
vehicles. Perhaps the largest is that, because most
vehicles carry less weight in the back, rear-wheel drive
traction can prove tricky in treacherous conditions.
Also, the increased number of driveline components
heightens the risk of lost fuel economy. <>

E-marketing efforts take flight

Targeting customers who are likely to buy from you
is a major challenge. The Internet, if used properly,
can help you in some remarkable ways. A couple of
e-marketing strategies to consider include:

1. Incentive-based lead gathering. By having buyers
enter their names, addresses and e-mail addresses into
your database, you have effectively targeted them for

potential future sales. So how do you get them to do
s0? Consider offering an incentive, such as a discount
on a part or service.

2. Point-and-click ads. You
can market geographically
via frequently used Web
sites such as Yahoo! and
MSN. They allow you to

define the area you wish .
appear only to people in

those areas when they go to that Web site.

Of course, you need to have an informative and
detailed yet easy-to-use Web site to which buyers can
“click through.” Make sure yours is up to snuff —
the marketing benefits can be well worth the effort. <>

Do | smell a diesel comeback?

Diesel cars may have seemed to all but disappear
over the last few decades, but there are indications
they may be ready for a comeback.

For starters, more consumers are noticing a slimmer
cost differential between diesel and conventional gas.
Indeed, diesel vehicles have remained popular in
Europe because diesel prices there have remained
more consistent than those for regular gas.

If you decide to stock diesel models, the main
challenge you’ll likely face is getting consumers

to overcome the preconceived notions that diesel
vehicles are loud and emit unpleasant odors. The
reality: Newer models tout higher fuel efficiencies
and more power than comparable gasoline-powered
units. Some models are also quieter and the diesel
odor has become much less pronounced.

Ultimately, there’s no way to tell how well the U.S.
market will receive diesel vehicles. But at a time when
people are searching for alternate ways of powering
vehicles, the opportunity is there. <>
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