The Pros and Cons of One-Price Selling

During the last 15 years The Rikess Group has helped more than 100 traditional negotiating dealerships transition to a system of Negotiation Free Sales (NFS), commonly known as One Price Selling. We have observed many significant benefits accruing from successful NFS implementation, and, conversely, challenges to overcome in order to avoid costly disappointments. 

Because there are always auto dealers and large automotive groups considering NFS, I thought it might be helpful to detail the opportunities and pitfalls of making the transition to NFS. First, let’s look at the changing marketplace causing more and more dealers to consider NFS.

With the onset of the Internet many consumers have significantly changed their automotive shopping and buying habits. They know more, expect more, have less time, and are willing to try different buying options not available in the past. Today’s consumers:

· Are time-starved. Today’s consumers have had their “internal clocks” accelerated thanks to the Internet, cell phones, e-mails, and text messaging. With more than 70% of automotive transactions taking 4+ hours, many customers find this buying experience to be pure torture. And, in fact, many are now more than willing to trade money for time.  

· Seek professionalism. Historically, annual salesperson turnover has been well over 100%, so dealership sales departments have done little to hire or develop high-quality salespeople. As a consequence, many shoppers are highly disappointed in the experience they have in the sales department. After spending hours on the Internet studying specifications, building dozens of vehicle configurations, and comparing prices, options, financing, and dealers, today’s consumer is looking for a salesperson who can provide “the next level” of information and counsel.
· Prefer salespeople they can like and trust. Salespeople and managers in most stores are doing everything they can to maximize profits on every customer walking through the door.  They want—especially in buying big-ticket items—to deal with people who have their best interests at heart. 

Unfortunately, this transformation has largely been lost on dealership management teams, who have often responded with cosmetic improvements: comfortable lounges, coffee bars, flat screen TVs, Internet access, popcorn machines, and smiling receptionists.  But this is all very superficial and of little consequence.  The real change has to occur in sales department process, people, and management. And this is what successful NFS dealers have been able to accomplish.

The Advantages of an NFS Philosophy

	“Give me better players than the other team and I’ll win my fair share” 

– Dealer Jim Chalfant, successful NFS dealer


The three most significant benefits to implementing an NFS sales process are:

1. The ability to recruit and retain a higher caliber sales consultant. This is by far the number one reason to adopt a NFS sales philosophy. 
Traditional negotiating dealerships need good negotiators to thrive.  Yet, American society tends not to breed negotiators.  But America does breed good people who have outstanding sales skills, fitting neatly into an NFS environment.  People who can build value to a predetermined price point are easier to find, hire, and retain. 
Most negotiating stores offer sales consultants straight commission, long hours in a command and control environment. NFS stores instead offer:

· Base salaries and flat fees per car sold

· Training – when you eliminate price variability (negotiations) from a transaction you have to focus on creating value

· Empowerment to make sales without management intervention

· A positive customer-centered environment

	“When the customer gets comfortable, the shopping stops” 

– Dealer Al Serra, an early NFS proponent


2. Higher Grosses: The average NFS dealer typically generates $100-$300 higher gross profit per new vehicle than a negotiating dealer. How do they do this? There is an old retailing axiom that, “When you add more value you can charge more.” NFS dealers do add more value for their customers via:

· Professional sales consultants and managers

· Transparent pricing

· Fairness treatment of all customers

· Time sensitivity

3. Lower Expenses: In an era of diminishing grosses, the low-cost providers achieve significant competitive advantage. Score another one for the Negotiation-Free Selling, which produces significant cost advantages over traditional negotiating stores:
· Sales Management Ratio: The average negotiating store employs one manager for every 2.3 sales consultants, while NFS stores usually employ one manager for every 4 sales consultants. Looking at a 20-sales consultant store then, NFS stores will have on staff 4 fewer high-cost managers than a traditional store.
· Advertising: Thanks to high levels of customer satisfaction and advocacy, very few NFS stores rely on any form of newspaper or event advertising. As a result, NFS dealers typically reduce their advertising costs per vehicle by $300 to $500.
· F & I Dollars: Most traditional dealers are on a reserve split program with their lenders (typically 75%-25%). Due to accurately rating customers, the average NFS dealer retains 92 cents for every dollar they put on the books.

· Sales consultant retention: Most NFS stores have less than 30% annual sales consultant turnover. This reduces new-hire costs by approximately two-thirds.
· Inventory turnover: Because NFS stores are pricing their products based on market factors – primarily supply and demand – they tend to turn all their vehicle inventories at a much higher rate than negotiating dealers. Floor plan, distressed merchandise advertising, and auction-related expenses all drop accordingly.
The Challenges of Transitioning to NFS

	“It’s the difference between checkers and chess” 

– General Manager Eddie Bostwick, on the difference between negotiating stores and NFS


There are a number of reasons dealerships fail to successfully implement Negotiation-Free Selling. First and foremost, this transition is about changing the sales department’s culture; and that ain’t easy. Look how well the Daimler-Chrysler transformation, GM’s purchase of Hughes, or the Ford Auto Collections worked out…

Cultural change is the number one reasons mergers and acquisitions fail. So as you review the following reasons NFS fails, keep in mind the critical element of culture.
1. Transition Leadership Requirements: Deciding to change is relatively easy. Leading change, on the other hand, is very difficult. The fact of the matter is that NFS success—like any significant change in business operations—involves a steep learning curve. The transitional period invariably means an initial financial cost while leaders, executives, managers, and employees sort out their new way of handling sales and marketing. It’s like installing a new piece of machinery in a manufacturing operation: first you make an investment, and then the return on the investment comes later. It therefore requires not just leadership, but personal conviction and resolve for executives to steer their organizations through the transformation.
2. Sales Management Jobs are Turned Upside Down: Middle manager’s jobs just aren’t tweaked – they are literally turned “upside down.” Skills that got people to their stations in life – like desk management and four square mastery – no longer have any value in the new world. Managers must accept a new role where they are no longer in a command and control position but are a resource and support to the sales consultant and customer. The goal morphs from trying to make as much money as possible from every transaction to adding value and creating a customer experience that lessens the amount of shopping customers will do. They move from being “deal managers” to developing people and managing process. 

3. NFS Trade-ins: The most difficult part of the NFS sales process is probably handling customer trades. Under-allowances are a way of life in a negotiating store. But NFS stores “put all the money in the trade, one time.”  Another key change in handling trades involves the sales manager again. He/she must take the time to ride with customers during every vehicle appraisal. This is in essence where the NFS management T.O. (turnover) takes place. The managers must get a feel for how much customers want for their trades, the type of homework they’ve done, how committed they are to buying the vehicle they are considering, and whether they have bought into the NFS philosophy. If management short-cuts this part of the process there is little likelihood the NFS transformation will be successful. 

4. Becoming a Knowledgeable Organization: To succeed with NFS, dealership salespeople must be able to “out-present” their competition. Because in NFS the conversation shifts from the deal to product, dealership service, and sales team professionalism (where it should be), salespeople must be able to “deliver the goods”:
· Demonstrating extensive knowledge of product, financing, warranties, and the competition
· Consulting effectively with customers “caught between products” (Camry versus Accord; new versus used; etc)

· Providing useful financial counseling to ensure customers are considering vehicles they can afford

· Conducting thorough needs assessments with every customer

· Following-up every unsold prospect to ensure a high incidence of “return guest sales”













