K.P.I. Diagnostics


K.P.I. stands for Key Performance Indicators. K.P.I.’s are the best practice standards in approximately 33 areas of a repair business.  An example would be labor profit margins demonstrated in a % and the result should be 60%.  Simply stated you need to make 60% profit on your tech cost loaded.  If you don’t you will throw off other K.P.I.’s that are critical to meeting 20-30% net profits.


K.P.I. diagnostics is determining what is causing the gap between the goal and your actual performance.  Although the system is built on a static model, it moves dynamically up and down.  In addition, there are many causes for this violent movement.  Trained shop owners and consultants working together in synergy make the best diagnostic decisions.  This is what I call basic scope interpretation.  When I started in the scope business in 1971 for Sun Electric, I taught interpretation of superimposed, stacked and parade ignition patterns.  Eventually, I could diagnosis any electrical problem because I had seen every combination, but occasionally it would fool me.  Then computers were brought into the game to help compare the engine performance indicators.  When engines were simple, the computers did a fairly good job when they were calibrated.  Then, technology began to make it difficult to diagnose because the engine and the on-board computer system were two separate systems.


In an automotive repair shop, there are 33 separate systems (Key Performance Indicators).  This creates thousands of possible problems and solutions to correct the overall situation.  Therefore, creating software to diagnose without human input would be like a diagnostic computer.  Sometimes right and sometimes wrong!


One of our favorite ATI clients, Rick Urso, asked us to create a troubletree solution to Key Performance Indicators.  Give shop owners a suggestion on what to look for as a possible solution if a Key Performance Indicator goes out of range of being acceptable.  Since the K.P.I.’s move dynamically and many shops are way off the goal, we need to adjust the indicators while we are improving.  You will notice the new ATI data portal has K.P.I. minimum and maximum ranges the consultants input to more accurately diagnose a K.P.I. warning signal.

K.P.I. #1 Weekly Sales


Many things in our control and out of our control affect sales.  September 11, 2001 is an example of out of our control.  In our control, is several other K.P.I.’s like courtesy checks #6 and maintenance package sales #7.  However, the biggest effect is from K.P.I. #5, shop productivity by tech.  Decide where your sales need to be to net 20%-30% based on W.G.P.M. and operating cost. 


Sales should be $25,000 per bay and $30,000 per technician monthly.  We have seen it run as high as $40,000 per bay per tech when S.P.B.T. runs over 100%.  When sales are below $25,000 per bay or technician, it may be:

· You have empty bays without technicians

· Your techs are not performing courtesy checks on 75% or up

· The quality of the courtesy checks are bad

· You have less than 3-4 cars per tech a day

· Your Service Advisor is taking orders not recommending

· Service Advisor is not selling maintenance

· Customers won’t buy because of no relationship with Service Advisor (check CSI %)

· There are services you can’t do, so they go elsewhere

· Your menu prices are driving car count away (get competitive)

· Your building and restrooms are dirty

· Customers are not doing “word of mouth” referrals for you (CSI % study)

· You don’t shuttle customers to home or work

· You have too many waiters who won’t let you check out their car

· You have no loaners or relationships with a rental car company

· Your Service Advisor is transactional and does not care about your/his customers

· Your technicians can’t produce certain types of repairs

· Your Service Advisor has below average goal oriented drive

· Your Service Advisor needs to go back to basics for motivation

K.P.I. #2 Car Count


Car count is a very controversial indicator in that many feel more is better, but it is not.  You cannot do what a Service Advisor needs to do if the customer waits on the car.  You can only please the customer with their primary motivation, convenience.  Unfortunately, you cannot effectively check out the car thoroughly and perform all the necessary work because the customer would be inconvenienced unless you shuttle them out.


A perfect scenario for a shop would be:

Service Advisor
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11 cars a day

$350.00 average repair order

$1 million a year in sales


If you have fewer than 11 cars per 3 techs or it fluctuates violently:

· Install a customer referral program

· Send follow up mail and email

· Fix up the place so people will recommend you

· Get maintenance sales up so everyone comes back

· Make sure menu prices are competitive

· Make sure customers have relationship with your service manager

· Run low ball oil change if you must to increase car count

· Hire a company to sell $40.00 coupon cards if you need violent car count

· Begin New Car Acquisition Programs approved by ATI (Zed Daniels, CinRon , etc.)

If you have over 11 cars per day per 3 techs:

· Raise your oil change fee and sell 3K’s

· Identify customers that want total car care

· Do a complete courtesy check and slow down delivery

· Increase average repair order first

· Then discourage car count by appointments only

· Offer quick lube bay for regular repair customers only

· Build another 3 Tech/ S.M. Team if you have the space

Car count is the most difficult of the K.P.I.’s to stabilize.  Obviously, appointments are a great way to control the workflow.  Putting energy into writing appointments in the correct time slot is paramount.  We must be certain of estimated labor time for the original request; however, estimating the add-on sales is more complicated.  If you do not have time to do it if you sold it, you ain’t selling much.  Take the time to information gather mileage, preventative maintenance and recommendations you made on their last visit.  Trust the relationship-based customers you take care of like it is mom’s car. 

Decide what business you are in.  If you want to be a quick lube, expect an A.R.O from $47.00-$85.00 and a tremendous car count.  If you want to be a good low stress general repair shop than it is 11 cars per 3 techs.  If you want to be both, separate them so you can control shop productivity.

K.P.I. #3 Average Repair Order
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As you can see, successful general repair shops run around $350.00 A.R.O.  You must be in all types of services including engine and trans replacement or have the ability to sub them out without losing your customers.  Many import specialty shops average $650.00 A.R.O. because of all the labor based preventative maintenance.  You could be sitting on a sleeping giant if you just slow down and do it right.

Average Repair Order size is based on technicians and Service Advisors cooperation.  The tech finds it via a 30 point courtesy check and gives it to a relationship based Service Advisor who gets the customers to do everything they need to do.  Then the tech can perform it under the billable hours and make room for more customers.  Piece of cake!

If the techs do not care about anything but the original request, try to reason with them.  Remember the 5 technician motivators in the recruiting chapter.  If nothing works recruit a replacement then shoot him.

The Service Advisor is the real catalyst to high average repair orders.  In fact, I believe they are the most important people in the entire repair shop.  They are responsible for our customers relationship with your company.  If they are a jerk, you attract jerks.

If they look unprofessional in appearance, it is the type of customers you will attract, unprofessional.  Age or gender is not important.  Product knowledge is only important if the technicians are uncooperative and don’t want to transfer any skills or don’t have any to transfer.  Give me commitment over competence every time.  We can teach competence at the Institute, but commitment cannot be taught.  Look for Service Advisors that score high in goal oriented drive for immediate success and desire to compete and win at all costs.  I tested thousands and the hitters always score high in these categories.

Great Service Advisors are taught, not born, but goal oriented drive does sustain commitment.  If your Service Advisor will not change to conform to his role in our Relationship Marketing System, recruit a new one, and then shoot him.

I have never met a shop owner that regretted terminating someone that was not committed.  Get over it and put them out of their misery.  If we tell you to shoot, shoot or do not expect change.  Continuing to do the same thing when it is not working is INSANITY!

If A.R.O. is under $350.00

· Make sure courtesy checks are above 85% to car count

· Make sure you don’t have to many cars

· Check integrity of courtesy checks

· Check conformity to Relationship Marketing System

· Make sure S.A. is using Customer Maintenance form

· Perform CSI study on Service Advisor

· Make sure maintenance is included in every estimate

· Tech should obtain fluid samples on most cars

· Send  Service Manager back once a year for a tune up

· Compensate them on sales, W.G.P.M. and CSI

If A.R.O. is over $500.00 and you are concerned

· Perform C.S.I. on every car

· Monitor car count for gradual drops

· Be thankful; it is a WIN/WIN

K.P.I. #4 Here is Chubby’s model for W.G.P.M.

Sales (+) 100%
Sales should be $25,000 a month per tech, parts and labor

Sales must be high enough to achieve a 60% profit on labor sales vs. labor cost

Techs should work on 3.5 cars a day at $350.00 A.R.O.

Courtesy checks must be 75% of car count and done properly

Maintenance package sales should be 30% of car count minimum 

Parts costs of

Parts/labor sales mix must be 50/50 minimum (60 labor / 40 parts is the goal)

Sales (-) 18.5%

Parts profit on part sales must be 53% minimum

Shop supplies must be 8% of total ticket with $39.73 cap (in California, put it in labor rate)




Purchase OEM parts from W.D.’s, not car dealers




Mark up off cost using parts matrix for jobbers and dealers




Count parts sold not inventory

Labor costs of 

All people in production of auto repair

Sales (-) 20%

Bill an hour of labor for every hour the techs are on the floor




Have a parts/labor mix of 40%-60% labor




Create labor rates for menu, mechanical and diagnostics




Labor rate for mechanical should produce a 60% labor profit




Mechanical = 2.5 x tech cost loaded and dead time




Diagnostic rate = mechanical labor rate plus $10.00




Push labor based services like maintenance




Bill 1-½ hours for diagnostics and 1 hour for every hard code you run 




Use accurate labor guides and add time for difficult jobs




Lock down techs on flat rate and make them find all the work




Menu pricing should be area competitive

Sales cost of

Includes everyone that sells service

Sales (-) 7%

This would be 5 ½ % unloaded on sales




Compensation should motivate Service Advisor to sell

Compensations should motivate Service Advisor to hold 54% W.G.P.M.




Compensation should improve customer satisfaction index




Works best in $800,000/year and up shops




Paying more is OK, if it gives you free time

Weekly Gross

Compensate Service Advisor to hold model

Profit Margin 54.5%
You are making 54 ½ cents on every dollar of auto repair




More is better unless car count decreases




Car count reduction could be based on high menu pricing




Once W.G.P.M. is at model, crank up sales




Achieve $25,000 in sales for every bay per month now!




Send them back once a year for a tune up (Advanced Service Advisor Course)


            Compensate Service Advisors on sales, W.G.P.M. and C.S.I.

K.P.I. #5 Shop Productivity by Technician


Goal for all techs = 90% ($25,000 per tech)


Outstanding performance = 130% ($30,000 per tech)


Margin shrinkage = below 67% typically


S.P.B.T. affects all the K.P.I.’s especially W.G.P.M.  It is usually responsible for margin erosion even after your prices are correctly setup.  It is also directly connected to your cash flow so focus on this one.  If S.B.P.T. is below 90% and your W.G.P.M. is below 54% check:

1) car count 3.5 cars per tech per day maximum

2) Average Repair Order $300.00 minimum

3) Technician efficiency 100% on their jobs

4) Good quality courtesy checks

5)  Service Manger not selling add-on’s & maintenance

If you study the chart below you can see labor margin erosion below $16,000 per tech in sales per month. 

                        K.P.I. #6 Courtesy Checks (30 point)

By now, you should understand the importance of courtesy checks to add on sales.  The add-on in a shop with an Average Repair Order of $350.00 will represent approximately 50% of the ticket.  Therefore, if you stop performing quality courtesy checks your A.R.O. will go down.  If you start doing courtesy checks and sales do not respond, check the quality of the check or the sales ability of the Service Advisor.  In a shop where no courtesy checks were performed, you should expect a 20% to 30% increase in sales.  Remember that the purpose of doing courtesy checks is to increase the expectations of your customers.  They will depend on you to accurately check out their car on every visit.  This will make or break the relationship with your customer.

Courtesy checks divided by car count

100% - I don’t believe it unless it is a once in a while event.  If sales do not increase you are getting “table checked”.  This means simply saying everything is OK without looking.  VERY DANGEROUS TO CUSTOMER RELATIONSHIPS.

85% - This is a good number because some customers are returning from previous recommendations you did not have time to perform.

75% - This is acceptable because some customers are in a hurry.  However, develop a 17 point courtesy check for waiters so there are no excuses not to perform something.

Below 75% or no sales lift

1) You could have a commitment problem on the part of the Service Advisor or technicians.  Get involved immediately and listen to the obstacles so you can knock them down.  If you must have sales increases and you determine they do not want to be bothered refer to the suggestions in the shop owners manual.  If the guilty party does not respond, find someone who is committed to the job and terminate their employment.

2) You could also have a competence problem in the sales ability area.  Fill out the 20-question sales manager checklist and fax it to Bryan Stasch so you can discuss it with the teacher.

K.P.I. #7 Labor Margins

Goal = 60% Gross Profit on technician cost totally loaded (More is OK!)

This is the most profitable side of your business or should be.  Your technicians cost should be no higher than 40% of your labor sales fully loaded.  Technician loads run 18% - 40%.  Refer to your shop owners manual to calculate your technicians loads (FICA, FUTA, SUTA, benefits, etc.).  Labor margins are affected by labor rate time sold.

Remember that labor rate can not be created by the OREO theory.  It is an analytical equation.  The equation is tech cost loaded x 2.5 divided by shop productivity by tech.  If that turns out to be over $120.00 per hour then we must look at problems in the shop productivity by technician area.  When technician sales of parts and labor are below $14,000.00 per month, you begin to deteriorate labor margins because of guarantees.  Obviously, it depends on the size of the guaranty.  The billable labor hours below 25 hours a week will also attribute to labor margin erosion.

Labor time sold should be based on experience and labor guides.  Make sure you are using the ATI minimum labor times for MENU PRICING.
  This should represent no more than 20% of your total labor sales.  Your menu prices should be competitive unless your neighbors are destined to go out of business.

Labor time is just like inventory.  If your tech is on the floor for 45 hours, you have 45 hours of labor inventory.  Sell it or it comes right out of your pocket.  If you cannot sell it, do not inventory it.  A good technician should be able to crank out a minimum of $25,000.00 a month in sales or 90% of the time he is on the floor.  If he does not do courtesy checks, it is his fault.  If there are no cars, it is your fault.  If the Service Advisor can not sell it is his/her fault.

Do not worry about where fault is, just fix it fast.  Labor margin erosion will kill you.

If labor margins are below 60%

1) Check labor times and labor rate

2) Check menu prices are below 20% of total labor sales

3) Make sure technicians comp. plan motivates to sell labor

4) Focus on shop productivity by technician (issues: car count, sales skill, tech skills, etc.)

5) Cut your technician staff if possible ($25,000.00 per tech per month minimum)

K.P.I. #8 Maintenance Sales

We are measuring the sales of your generic maintenance packages or factory scheduled maintenance.  We have performed a lot of research in this area so please keep up with our discoveries.  Our new product, Relationship Maintenance Systems (R.M.S.) is being taught as of February 2002.  If your Service Advisor experienced a previous course, make sure you send them to the three day in a row Advanced Service Advisor course to learn all about R.M.S.
 It works!

Maintenance Package to car count

Below 25% - Not good!  Since we want you to rename your oil changes to 3,000-mile service.  Most shops change oil on at least 25% of the repair customers so your 3K’s should then be 25%.  This is typically a commitment problem.  Focus on the price of the 3k and make sure it is easy to convert from an oil change.  Charge the same fee if there is no alternative.

Also, check the following:

1) Maintenance log books are on the computer

2) Maintenance relationship is being used

3) Package pricing buy in

4) Maintenance selection on courtesy check

5) Maintenance estimate on every estimate

6) Moss Magnuson stop sign in waiting room

7) Techs are doing fluid samples

8) Service Advisor is getting the mileage on the drop

25% – 40% - Good!  If maintenance sales are below 40% check the following:

1) Not selling 7.5k because of price buy in

2) Selling 3K’s only, not moving customer up

60% or higher – Excellent!  This is where you want to be according to many industry experts concerned about vehicle reliability improvements.  Check your maintenance product codes every quarter to insure you stay at this level.  This is the future to your business.

K.P.I. #9 Parts Margins

Goal:
61% with shop supplies


53% without shop supplies

The parts matrix in your shop owners manual will produce a 53% profit on parts cost.  Always mark up off cost.  The concept of a matrix is to make higher profits on $5.00 - $10.00 parts than you do on $150.00 parts.  Always remember that the average cost of the parts you sell is approximately $50.00.  Therefore, the most important multiplier is the one coupled to the $50.00 part because that is your most popular part cost.  We have found our ATI 53% matrix to be successful in all markets across the United States.  However, if you make more than 53% on parts currently, DO NOT USE OUR MATRIX.  If you have been selling very little labor, do not lower parts margins and raise labor rates to fix this problem.  The reason is simple.  Labor takes a lot of time to increase because you have to sell more of it immediately and that is very difficult.  Parts margins can be affected immediately by simply changing the multiplier.  So raise up you labor sales first and then back off parts margins if you think you are too high.

If customers tell you they can get that part cheaper somewhere else, just tell them, “of course you can!”.  You are in a service business like restaurants, electricians and plumbers and you can always buy the raw product somewhere for less than the service provider can afford to sell it for.  Just be nice and explain the philosophy of WIN/WIN. 

Shop supplies are parts and you must pay taxes on them in every state except Minnesota.  However, they are illegal in California, so we recommend you put them in your labor rate.  At ATI, we insist you charge 8% of total ticket with a $39.73 cap.  The average shop burns 2% to 4% of sales in shop supply costs.  You deserve to make a 53% profit on supplies because they are parts.  Therefore, in most shops you must charge 8% to make a 50% profit.  We never hear of complaints unless you fail to follow the guidelines in the shop owners manual.

If parts margins are below 60%:

1) Make sure matrix is being used by the estimator

2) Get firm on shop supply charges

3) Mark up off cost with multiplier

4) Purchase import parts from World Poc

5) Search out domestic (W.D.’s) like AC/Delco

6) Don’t worry about list.  There is no such thing (Dealers sell over list by 20% in their shop)

K.P.I. #10 Parts – Labor Mix

Goal: 60% labor – 40% parts

Why?:  At ATI, we believe that the future brings us less of a profit margin on the parts side.  Since maintenance is our future business and O.E.M. parts are a necessary evil, the car dealer is going to try to hold us hostage on parts margins.  Years ago, a car dealer would give a 30% - 40% discount.  Today, you are lucky to get 20% from the dealer.  The answer on import parts is warehouse distributors like World Pac, however, on domestic parts there is not at total solution.

You do have control, however, of your labor margins because you control the labor rate you charge your customers.  This makes it easier to hold margin and make a profit on your labor business. Therefore, why not sell more of the part of your business you can control.  ATI clients also tend to make 60% profit on labor while only 53% (w/out shop supplies) on parts.  Many ATI clients make 65% to 70% on labor.

How?: Sell lots of labor based services like maintenance.  Make sure your technicians are motivated to sell labor not parts.  Parts will follow labor sales; however, labor will rarely follow parts.  Our muffler and brake clients prove this every day to us.  It is not uncommon to see these businesses sell 70% parts and 30% labor every day.

If labor sales are below 60% of total sales:

1) Check to make sure technician compensation motivates them to sell labor.  (Flat rate comp. can help)

2) Make sure shop productivity by technician is over 85%

3) Set your labor rate so you make a 60% profit on your labor cost loaded divided by your shop productivity by technician.  See your shop owners manual for details.

4) Make your business 60% labor based by selling 60% of your car count maintenance packages.  Convert all your oil changes to 3,000 mile services and get out of the oil change business, it sucks for general repair shops.  Then walk the customer through 7.5K, 15K and 30K’s.  This relationship will increase car count and build your labor business up.
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� Our needs analysis is based on the most productive shop system I have seen.  5 techs @ 30K and 6 bays.


Formula: 5 techs x 30K = 150K / 6 bays = 25K per bay





_1076414871.ppt


A Closer Look…..

2001 Mechanical Repair Business

Number of Service Bays

Number of Entry- level Technicians

Number of Journeymen Technicians

Number of Repair Orders per Week 

Average Ticket Price per Job in 2001

Annual Advertising Budget

Average Hours of Updated Education

7.05

1.51

3.16

64

$323

$14,614

28.97

4.64

1.53

1.56

35.28

$312

$3,183

26.5

4

1

1

19.17

$249

$6,600

27

5.45

1.27

2.14

54

$314

$8,759

36.13

6.79

1.33

3.07

62

$324

$14,566

26.42

8

1.63

3.66

69

$326

$19,795

21.91

10.69

1.61

4.79

96

$348

$30,034

23.13

12.57

2.6

6.29

123

$373

$23,833

40.67

11.67

2.6

7.67

137

$399

$21,125

36.11

Research study of (ASA) Automotive Service Association Members July 2001

National

Average

$1 Million-

$1.5 Million

$500K -

$750K

$750K -

$1 million

$250K -

$500K

$100K-

$250K

Under

$100K

$1.5 Million

 -$2 Million

More Than

$2 Million
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Shop Productivity By Technician

Repeat Customers & New Customers

Builds Relationships, Proactive, Disciplined, Closer, Links Benefits, Follow Up

Car Count        

Sales Skills      

Tech Skills      

Technical Skills, Thorough Checker, Speedy

Monthly Tech Sales

Hours Billed vs. on the Floor

Productivity by Tech

Dead Time

Labor Profit

Monthly Sales $ Lost

Guarantee $20.00 per Hour X 30 Hours    

$600.00 
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			$25,000 vs $25,000			45 vs 45			100%			0			60%			$0










Sheet1


			$22,250 vs $25,000			40 vs 45			89%			11%			60%			$2,750
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			$19,500 vs $25,000			35 vs 45			78%			22%			60%			$5,500
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			$16,750 vs $25,000			30 vs 45			67%			33%			60%			$8,250
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			$14,000 vs $25,000			25 vs 45			56%			44%			52%			$11,000
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			$11,000 vs $25,000			20 vs 45			44%			56%			40%			$14,000
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			$9,000 vs $25,000			15 vs 45			33%			67%			20%			$16,000
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			$6,750 vs $25,000			12  vs 45			27%			73%			0			$18,250










$25,000 vs $25,000 45 vs 45 100% 0 60% $0


$22,250 vs $25,000 40 vs 45 89% 11% 60% $2,750


$19,500 vs $25,000 35 vs 45 78% 22% 60% $5,500


$16,750 vs $25,000 30 vs 45 67% 33% 60% $8,250


$14,000 vs $25,000 25 vs 45 56% 44% 52% $11,000


$11,000 vs $25,000 20 vs 45 44% 56% 40% $14,000


$9,000 vs $25,000 15 vs 45 33% 67% 20% $16,000


$6,750 vs $25,000 12  vs 45 27% 73% 0 $18,250





