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Executive Summary  
 
Aligning Sales Incentives With Build To Order 
• Retail format of the sales channel is less important for build to order than the 

incentive, measurement and fulfilment processes involved in new car sales. 
Current incentives were designed for stock push, and are subsequently 
misaligned to build to order objectives. In essence, the current incentive and 
payment system was designed to clear stock monthly as new production 
replenishes inventory. They are designed to ensure a certain amount of stock is 
sold by the end of each period, be it month, quarter or year, rather than a 
number of orders received. However, such incentives and measures would 
only exacerbate demand volatility and the subsequent capacity requirement for 
build to order. It creates distortions in demand, which are inappropriate for a 
build to order system. The impact of the distortions created would be a flexing 
of upstream supply chain capacity in response to dealers achieving sales 
targets and bonuses, rather than a system that is operating in response to 
customer demand. The current incentives and rewards are a major obstacle to 
build to order, and are a key area for reform.  

• However, sales channels, and salespeople, need targets and incentives. 
Furthermore, target volumes are required to maintain sales and critically for 
build to order, to fill production and other capacity all along the supply chain. 
So a target number of sold orders will be required at any time of the year in 
line with seasonality.  

• Volume bonus could be changed so that it reflects the incremental profit 
contribution from each vehicle. Currently, in many cases, a fixed ceiling target 
has to be attained or the volume bonus for all sales within that period is not 
awarded. Instead, an incremental increase in payment on each sold order 
should incentivise volume without penalising the sales channel if the demand 
is not there to meet a specific threshold.  

• Targets must not encourage push selling towards the end of a period targeted, 
which is what overwhelmingly happens currently. Rolling period incentives 
would be one means of removing end of period distortion. Over a rolling 
period a certain number of sold orders will need to be placed. As discussed in 
detail in the companion report on demand management, revenue management 
in conjunction with production flexibility could be used to stabilise the 
demand – supply relationship, particularly close to peak sales periods.  When 
the UK volumes are added to other main European markets there is high 
spring seasonality, and a lesser but still significant fluctuation in the summer 
months. At these peaks a build to order system cannot economically flex 
production enough to build all orders within the time frames required by 
customers, even if this is based on the wide spread of ideal lead times rather 
than all within the minimum three days. Therefore ordering ahead of sales 
peaks needs to be encouraged. In addition to making this attractive to 
customers, it is also necessary for Sales Channels to be incentivised. 
Therefore, there may be a mechanism to deliver bonuses for reaching certain 
forward order targets; a problem inherent in the current systems is that, 
understandably, salespeople would rather the handover and registration was as 
soon as possible to minimise the delay in payment.  
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• Through such incentives, the customer trade-off between delivery date and 
price can be properly debated without the customer thinking that they are 
being pushed into a particular sale. Build to order relieves the pressure of 
stock push on the sales channel to sell what has been made; but it does not 
relieve the pressure to sell. It means that whilst Build to order should enable 
and allow a more collaborative selling process, and one where certain 
customer segments feel less intimidated by the process, build to order does not 
mean that sales channels will have to stop actively selling, following leads, 
and persuading customers to buy certain products and brands. It is in the 
interests of the sales channel to promote the product that produces the highest 
returns for the sales channel. In addition, the need to fill capacity puts a great 
pressure on the marketing and sales machine of the manufacturer to ensure 
demand is there for production.  

 
Sales Network Support 
• The sales channel requires reliable and up to date briefing information on 

supply constraints (such as problems with an air-conditioning supplier), and 
marketing and pricing activity. Operating revenue management as part of a 
central price and demand management policy means that the sales channel 
must be kept informed as to what is available to the customer, what this means 
in terms of sales channel profit potential from product mix, and how this 
effects their attainment targets. The administrative support side of DCS is 
considered by a majority of dealers surveyed to be in need of improvement; 
the key issue is reliability and visibility of information along the supply chain, 
which appears repeatedly as a guiding principle for the collaborative activity 
required by 3DayCar. The aim should be to integrate the dealer as part of the 
whole enterprise chain. 

• The NSC will lose many functions that will become redundant, (such as stock 
ordering, allocation, management and disposal), or transferred to a centralised 
management function, (such as price management), or outsourced, (such as 
logistics management). However, the NSC will continue to play a critical role 
as the market presence of a manufacturer; an NSC is better placed than the 
centralised manufacturer to manage the sales network, fleet sales, marketing 
and promotional activity, and act as an advisor for the centralised decision 
makers on price, sales targets, network performance and product strategy. 

• It is not necessary that the sales channel take ownership of either showroom 
stock or demonstrators. Demonstrators and showroom vehicles act as 
surrogate stock. It may be improve the build to order ‘pull’ of real demand if 
they are owned and disposed of by the manufacturer through price sensitive 
fleet channels. If all stock is removed from ownership by the sales channel as 
an incentive to only sell to order, then sales channels need to be rewarded for 
showcasing the product. Under present arrangements both demonstrators and 
to a lesser extent, showroom stock are subsidised through discounts from the 
manufacturer; demonstrations are expensive to maintain and it may be that a 
fleet user-chooser makes his or her selection of company car after a visit to the 
dealer, and the dealer receives no direct compensation for converting that 
customer interest into a sale for the manufacturer sales and distribution 
network.  If demonstrations are to be run by the sales channel, a payment 
could be made to the channel for every product demonstration, so long as that 
demonstration demonstrably resulted in a sale somewhere in the sales and 
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distribution channel for that manufacturer. Applied across a large market area, 
this should overcome such local difficulties as fleet users, imports and 
Motability sales. 

 
The Sales Culture of Build-to-Order? 
• The opening up of availability of the entire product range as a result of 

removing all finished inventory and enabling rapid response on all product 
mix implies a change in the culture of the sales system. The pressure of stock 
means that customers may choose from a list of product that exponentially 
translates into millions of possible model combinations, whilst at the same 
time the salesperson is thinking about either the 8 or so models in the 
dealership, or at best focusing on allocated or consigned vehicles within the 
mix available in the distribution centre. Even if the mix in the distribution 
centre is 4000 vehicles, if the customer makes a real choice from the potential 
product configuration it is still very probable that it will have to be sourced 
from production unless it is a very popular standard specification, which in 
terms of profitability is not in the interests of the dealer. Or the customer will 
compromise, either by taking a stock vehicle with lower specification, which 
is less profitable, or through bargaining a discount on alternative specification, 
which is also less profitable. Much of the friction in the current sales process 
is down to this misalignment of customer preference with dealer stock 
pressure. A completely build to order system should allow a more 
collaborative and consultative sales process in which the salesperson actually 
listens to the customer preferences and respond to them directly rather than 
have to try to persuade the customer to take something else. 

• The changes required to the management of pricing away from a discount 
orientated stock-push system towards a revenue management approach of 
supply chain capacity will take time; other elements need to be in place first, 
such as a capability to book multiple capacities in assembly, key tier one 
suppliers, inbound and outbound logistics, and the dealer. Revenue 
management requires reliable and accurately variable delivery lead times. The 
application at the dealer level of variable pricing, and the implications for the 
retail model is covered in detail in the companion report on managing demand. 
However, the preferred solutions appear to be variable wholesale price, which 
should encourage the sales channel to manage demand, or a variable retail 
price, which implies that the sales channel acts as a sales agent. 

 
How to achieve streamlined order fulfilment through the sales channel? 
• 24-hour delivery and remote PDI (pre-delivery inspection) are potential 

solutions put forward by the 3DayCar programme that whilst logical from a 
system perspective to attain the 3day target creates major problems for a 
proportion of dealers. The survey of NFDA dealers found that 45% were not 
able to provide a secure delivery compound for 24-hour delivery, and for those 
who did not have such space or facility, the average cost quoted for installing 
one was £20,000, which is a questionable cost and use of space when looking 
at their return on investment and weak earnings in UK dealerships. And this 
does not guarantee that volumes could be delivered when actually required. 
Furthermore, just fewer than 20% polled were aware of local delivery 
restrictions that would prohibit 24-hour delivery. In turn this reduction in 
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available drops creates transport inefficiencies due to the dispersion effect 
(having to drive further to drop off fully loaded transporters).  

• Order fulfilment needs to be streamlined; dealers need time for scheduling 
customer handover, and PDI. PDI can be outsourced to logistics companies 
and carried out by a centralised operation. However, the main reason the 
vehicle is not processed quickly at present is largely due to the unreliability of 
the current order to delivery process that subsequently results in the inability 
of the dealership to book workshop time. The current unreliability of lead 
times quoted by order systems, and the inherent unreliability of an order to 
delivery process not designed for build to order makes booking of all pre 
handover work at the dealer at order for the processing on receipt of vehicle 
from the logistics carrier presently unrealistic. Logistics companies would 
have no more ability to process PDI quickly than dealerships without reliable 
forward booking of capacity.  However, it may be that Dealer Groups may see 
commercial viability in remote PDI and instead focus their workshops on 
more profitable servicing business. 

• Improving the delivery reliability from manufacturing and outbound logistics 
may solve the delay in dealer processing of receipt and customer handover 
more effectively. The dealer workshop should be booked for PDI and final 
preparation when the sale is made and the customer books the delivery date; 
booking the outbound logistics with the order will also ensure that 24 hour 
delivery is not essential – a one day delay will not lose significant customers if 
the delivery date is accurate and the dealer does not need to add buffer ‘safety 
time’.  Delivery reliability must be addressed otherwise key elements of build 
to order cannot be implemented; without such reliability the sales channel 
cannot operate ‘on-receipt’ vehicle processing or revenue management (lead-
time differentiated pricing) with the confidence required to make guarantees to 
the customer.  

 
Retail Formats? 
• The retail format of the sales channel will be determined by profitability of 

new car sales as a stand-alone activity unsubsidised by other activity. The 
current system generates too much cost and too little profit at the retail level, 
to allow a viable stand-alone new car sales business. This is partly due to the 
costs of stock and financing of stock, but also a result of the burden of IT 
systems investment, the erosion of margin due to discounting, and more 
fundamentally the lack of economies of scale as a retail organisation.  

• It is quite possible that the combination of improved profitability of build to 
order along with other market environment change allows new car sales to be 
a sustainable stand-alone activity; some activities can be contracted out, (e.g. 
PDI and final preparation, and even handover to customer), while others can 
be ignored (e.g. servicing and repair). For example, if multi-franchise retailing 
becomes more attainable, then it is quite possible that a new entrant or evolved 
dealer group could operate a telesales or a demo-free store service; remember 
no stock, so no pressure to sell certain cars. Such a new entrant, subject to 
profitability and ability to compete against cross-subsidised businesses as 
detailed earlier, could outsource demonstrations and all other ancillary 
services.  

• However, a cross-subsidising business may always be a more profitable one 
and therefore the dealership model may survive as the most viable. 
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Alternatively, a stockless system may make other retail formats more viable, 
since improved profitability and reduced retail costs may make unbundling 
new car sales from the dealer cross-subsidy more attractive. However, it is 
equally possible that dealer groups will adapt into more sophisticated retail 
groups as the build to order system simplifies the new vehicle business. 
Clearly, there are many possible scenarios; the future format of the sales 
channel is uncertain. The evolution to completely build to order systems will 
take many years, and the sales channel will evolve alongside.  
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1 Introduction: background, aims and objectives  
 
The Dealer is the customer-facing end of the new car supply system. The sales 
channel is the primary contact for most consumers, private retail or fleet. How will the 
sales channel be affected by build to order, how cars are sourced and sold?  
 
The aim of this report is to indicate what the issues are at the retail level for build to 
order, given that a whole number of factors will influence the sales channel structure. 
The argument presented revolves around four areas that were identified as of most 
importance, (and not covered in the companion report on demand management); 

• What does build to order mean, if anything, for the retail format?  
o Are the current profitability problems experienced by dealerships that 

make dealerships such a resilient format related to the stock-push 
supply system? 

• As price negotiators and arbitrators for final price in the majority of cases, 
what is the effect of the Dealership on choice and purchase and how does this 
effect system performance?  

o What is the price management role of the dealership and what is the 
implication of current payment structures on build to order? 

• What operational reform is required at the dealership? 
o How would the proposed changes identified in the programme research 

apply and what would be their likely impact on the sales channel?  
o What dealer processes would have to change for Dealerships to deliver 

3daycar capability – i.e. the ability to deliver a car built at the plant in 
three working days?  

o What does the Dealership require from the upstream supply chain? 
o What is the role of the NSC in a completely build to order system? 
o What does build to order mean, if anything, for the relationship with 

customers? 
 
Where ICDP data already exists this has been referred to and not replicated, most 
notably on the evolution of the NSC; given that the design and efficiency of the sales 
channel is the remit of ICDP, it would be absurd to examine the impact of Build to 
Order on the dealership without referring to their decade of research on the subject. 
However, the majority of this report is derived from numerous research projects 
undertaken by the marketing stream over the course of the 3Daycar programme, and 
these individual projects are detailed in the following section. 
 
This report is a companion report to two reports on related subjects: 

• Waller, B. (2001) ‘Selling Time/Managing Demand: How to achieve 
optimised production schedules and profit maximisation in a build to order 
manufacturing system’ Sponsor Report, September. Reference: M5 – 9/01 

• Waller B. (2002) ‘Order and Registration Volatility: Implications of variation 
in order input and sales registration volume and mix for a 3DayCar Build to 
Order System’, 3DayCar Report 
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1.1 Research Methodology  
 
This report draws on findings from a number of research projects over the period of 
the research programme, triangulating views from different sources.  
 
Key data sources: 

1) NFDA Dealer surveys 1999, 2001 
2) Sponsor dealer surveys (order input) 
3) Sponsor dealer survey (payment and incentives) 
4) Dealer workshops  
5) Supporting Interviews (Dealers, Fleet buyers, NSC, Manufacturer) 
 

Secondary Sources 
1) 3DayCar Fleet and Retail Buyer Surveys 
2) Order data (VMs) and Registration Data (VMs) collected by a parallel 

3DayCar research project 
3) ICDP data and reports 

 
National Franchise Dealer Association Surveys 
 
A mail out survey of NFDA members was undertaken in 1999, and again in 2001. 
The aim was to understand a number of issues including: 

• More information on lead time preferences for comparison with 
retail and fleet customer views 

• Compromises made by customers on specification, again for 
comparison with retail and fleet customers  

• Benefits given for alternative specification sales (Discounts, 
specification upgrades, better trade valuations), again for 
comparison and triangulation with customer surveys 

• Customer certainty on specification choice 
• Interest from customers in build to order vehicles 
• Likely impacts of a completely build to order system on dealer 

operations 
• Use of new media, (i.e. internet and online business integration)  
• Conversion from prospects into sales 
• The levels and structures of margins and bonuses paid 
• Customer loyalty and repeat purchase 
• Funding of the DCS 
• DCS performance evaluation 
• Stocking costs and charges 
• Impact of the introduction of distribution centres on margins 
• Use of consignment periods 
• 24 hour delivery application and local delivery restrictions 

The survey was supported by the NFDA. 198 returns were received from the first 
survey, (which represents just over 3% of UK dealers), followed by 129 returns for 
the 2001 survey (just over 2%).  
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Sponsor dealer survey (order input) 
• These surveys were carried out in 1999 and were designed to understand the 

ordering and delivery pattern at the dealership. The survey recorded each sale 
and the timing of order placement by the customer.  

• The survey also aimed to understand the reasons for lost sales at the 
dealership, including the loss of sales to intra-brand competition. The reason 
for lost sale in the view of the salesperson was recorded, including whether it 
was due to the lack of exact specification, financing problems (i.e. finance 
declined), basic price, or delivery lead time 

• The survey recorded customers seen and orders placed by time of day, day of 
week, and whether customers requested information on product, price and 
demonstrations.  

• The survey covered 14 brands at 23 dealerships over a period of 4 weeks.  
 
Sponsor dealer survey (payment and incentives) 

• This survey, carried out in 2000, was designed to understand the detailed 
structure of the dealer payment and incentive system as operated by different 
franchises. 

• This involved questions on: 
o The level and structure of margins by model, including consideration 

of related bonuses, fleet discount payments, demonstrator discount, 
special and promotional support payments (e.g. for clearing stock), and 
margin given away as discounts 

o The level and structure of bonuses, including detail on what qualifies 
(volume targets by model, Standards and CSI bonuses, fleet sales 
targets, etc), payment interval 

o The structure of the new car department revenue stream, and the 
relative income derived from margins, bonuses, and finance sales in 
relation to sales volume. 

o Average transaction prices paid by customers by model 
• The survey covered 8 brands both specialist and volume. 
 
Dealer workshops 
 
These were conducted during 2000, one hosted by the RMI in London, and one at 
the 3DayCar project office. The NFDA assisted in selecting participants for the 
Focus groups. One involved dealer principles and senior management from large 
dealer groups; the other involved principles and sales people from independent 
dealerships.  

• The aim was to present the finds of the research on pricing mechanisms1; 
the case for pricing changes was made, and participants were asked to 
evaluate the options presented.  

• The participants discussed how the pricing tools based on lead-time, 
demand changes, and individual CRM target pricing would be received by 
customers. The impacts on the customer, the manufacturer and the retailer 
were evaluated, as was consideration of unpredictable side effects. The 
effect of volume discounts in a build to order context was also discussed 

                                                 
1 Detailed in another report on managing demand (Waller 2001). 
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• The next step was to ask the participants to consider how variable pricing 
techniques could be applied at the retail level. Four options were presented 
and discussed: 

o Change of incentives and bonuses only, incentivising future sold 
orders but no change to margins or to the prices displayed to the 
customer 

o Variable margin based trading with no change to holdbacks, 
incentives and bonuses, or price displayed to the customer 

o Variable wholesale pricing with an abolition of incentives, 
holdbacks and bonuses 

o Variable retail price based on an agency sales model, with fees per 
sold order and no wholesaling 

• The participants were asked to evaluate the strengths and weaknesses of 
each proposal. The two options that were most favoured (out of four 
presented) were wholesale pricing and agency fees. Much of the 
discussion focused on the salesperson selling method and anticipated 
customer response, and on dealer revenues. 

• The second half of the workshop was run again at the December Sponsor 
conference in Cardiff2; this time including the findings of the dealer 
workshops.  

o The aim of this workshop was to discuss implementation of 
changes to the pricing system, how capacity and revenue 
optimisation could be incentivised, and the options open to 
manufacturers given the current business environment. 

 
Supporting Interviews 
In addition to surveys, numerous representatives of the supply chain were interviewed 
as part of the marketing stream research. These included: 

• Dealerships 
o Salespeople 
o Dealer Principles 
o CEOs 

• Dealer and manufacturer trade organisations, customer lobby group 
• Senior management in the following functions at six NSCs or manufacturers 

o Finance  
o Sales, Promotions, Advertising and Marketing 
o Distribution, logistics and supply  
o Network planning 

• Large fleet buyers, including leasing companies and Motability 
 
Buyer Surveys 
Two major postal surveys were undertaken following six customer focus groups 
undertaken early in the programme. The retail buyer survey yielded a significant 
sample (1033 responses), fairly representative of the market geography and product 
mix; the fleet buyer survey received 316 replies, with a wide sample that covered a 
range of fleet sizes. This data is used to support several findings made in the dealer 
surveys.  

                                                 
2 “Risk Management in Sales and Marketing” by Ben Waller and John Whiteman, Sponsor Conference, 
Cardiff Marriott, 11th/12th December 2000 
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Order and Registration data 
This data was collected over a two-year period for a study on demand volatility, (that 
includes daily order and registration data for several models down to customer and 
product mix detail), has been analysed and presented in a separate report; elements of 
the findings, particularly on incentive driven demand distortion, are used to illustrate 
the effects of the current payment and incentives structure. 
  
 
2 The current system generates excessive cost at the retail level in 

relation to retained margins 
 
2.1 The Dealership Model as channel for New Cars relies on Cross-subsidy 
The traditional sales channel has been the franchised dealer network, which in Europe 
has been based around the concepts of Selective and Exclusive distribution, which are 
currently the basis of the Block Exemption Legislation3. However, the dealership has 
developed into a complex yet small scale operation encompassing the provision of 
new cars and finance sales, used cars, mechanical repair and parts, warranty, recall, 
body repair etc. However, this traditional model has never covered all sectors of the 
market. For instance, a significant proportion of used cars are traded by the 
independent sector, or privately.  Nevertheless, the franchised sector has adapted over 
time into ‘bundling’ activities that complement each other and are able to support 
each other through economic cycles.   
 
Recently, however, the franchised dealer has started to face increasing competition in 
each of the markets it serves from a variety of different competitors, both new and 
old. There are two key issues that will impact on the shape of the future retail channel 
in Europe over the next decade; Block Exemption change and the introduction of the 
euro as a circulating single currency.  The pressure these changes will bring about to 
harmonise prices and taxes is likely to be considerable.  
 
Legislation and the regulatory framework in part determine the possibility of new 
entrants, but fundamentally by the attractiveness of the business opportunity in selling 
new cars. Scenarios developed by ICDP consider potential avenues for manufacturers 
and retailers and the emergence of new formats, but the dealer model continues at 
present to remain very resilient to change. The pace of change over the next decade is 
hard to evaluate at this juncture.  
 
New formats may arise out of the change in retailer activity brought about by build to 
order; there is no proven reason a showroom of any kind is required or demonstrators 
existing on-site. A build to order salesperson just needs the ability to book 
demonstrations and direct slot booking for a model, which means access to the brand 
ordering system. However, access to the online booking system does not mean that a 
dealer has to buy all the brand-owned proprietary Dealer Communication Systems 
(DCS) currently required. Much like an ABTA travel agent, all a sales channel needs 
to provide the necessary ordering function is to be contractually a retailer and thereby 

                                                 
3 Tongue (1999) Beyond the Block Exemption II. ICDP research paper 6/99; Whiteman and Tongue 
(2002) ‘The New Block Exemption – Further Thoughts in Advance of the Final Draft’ ICDP Research 
Paper 4/02 
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have access to the booking system, which could be held completely remotely if the 
bandwidth was sufficient. This simplification implies that if new car sales business 
remains profitable, any competent retailer can undertake it so long as they have the 
right service partners to provide all the fulfilment and service support. Such a non-
stock holding retailer may also be multi-brand, offering product from a multitude of 
manufacturers, in the same way that a travel agent does not sell one brand of holiday 
or air travel provider; build to order, by the simple virtue of removing stock and 
stock-push from the system, removes many of the obstacles to multi-brand, or multi-
‘franchise’ retailing. 
 
However, dealerships have two key strengths over other formats in activity bundling 
and experience. The question over profitability of the new car sales business has been 
the reason why the cross-functional support of different departments has been the 
major strength of the dealership model. The low retail profitability of new car sales is 
sustained by the internal dealer cross-subsidy introduced earlier. An example of cross 
subsidisation of new vehicle sales by other dealer activities is shown in Table 1. 
 
New entrants, internet based and others, have found it difficult to operate new car 
sales profitably in the UK, with the only real success being limited to arbiters taking 
advantage of price and tax differences between markets – parallel and grey importers. 
However, profitability and stability of margins for retail is an issue that has been 
focused on by 3dayCar, along with the reward system for new car sales; if new car 
retailing does become a more profitable business in its own right, then the field may 
well open to new entrants. However, the design of the sales channel itself is less 
important for build to order than the sales and order fulfilment system; ICDP  research 
on the evolution of the dealer4 explains the background to the dominance of the dealer 
format. Build to order does not require a new retail format; however, the end of stock, 
wholesale agreements and allocation implied by a completely build to order system 
does open up the possibility of alternative ways of selling cars. Build to order does 
require a change in approach to pricing, sales incentives and targets, which will be 
covered in more detail in the next section. 
 
Table 1: Example of Dealer Revenue and Profit Structure. Source: UK Dealer network of one 
brand 1996  

 New  Used Service Parts Other Total 
Total Revenue 44.5% 36.1% 7.2% 9.0% 3.3% 100.0% 
Departmental Profit -0.5% 2.0% 34.9% 13.5% 13.8% 4.6% 
 
Whilst new car sales as a revenue stream is substantial for the Dealer, not only are 
profits problematic and supported by activities other than new vehicle sales, but the 
core business of new vehicle sales is itself supported by vehicle finance and 
accessories, as shown in Table 2. The proportion of total revenue generated by the 
new car sales, including chassis margin and all bonuses, is lower for the volume brand 
dealer than for the specialist. Selling customer finance is a significant part of the new 

                                                 
4 Whiteman, Henderson, Martin and Chieux (2000) ‘The Manufacturer-Dealer Relationship’ ICDP 
Research Paper 1/00; Williams, Henderson, Brown et al (1998) ‘European New Car Supply and 
Stocking Systems’, ICDP research paper 2/98; Whiteman, Tongue, Kiff et al (1999) ‘The Future of the 
Dealer- The Evolving Retailer’, ICDP research paper 4/99 September 1999. 
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car sales business, but particularly for the volume dealer. Accessories are important 
for the volume dealer, since they are generally high in margin. 
 
Table 2: New Car Sales Department Revenues Source: 3DayCar NFDA survey 

 Specialist Volume 
New Car Sales 80% 66% 
Finance 19% 29% 
Accessories 1% 5% 
 100% 100% 

 
A recent report by HSBC5 estimates that return on capital for UK dealerships has 
dropped from 6.3% in 1998/1999 to 4.1% in 2000/2001. Given that the last two years 
have been very good years for new car sales in the UK (2.22 million in 2000, 2.45 
million in 2001), the falling financial performance of UK dealerships demonstrates 
how the current format is struggling. Average pre-tax profit margins were just 0.7% 
for 2000/2001; “the proportion failing to break even has doubled to 22% in four 
years”. 
 
The current system cost structure is broadly defined in the model represented in 
Figure 1, based on ICDP research.  
 

                                                 
5 Taking the pulse (2002) report on the motor retail business sector in the UK, HSBC.   

 15 



Figure 1: Distribution cost structure (After Brown, ICDP6) 
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So why are dealer structural costs so high in relation to the margin the dealer 
retains from new vehicle sales?     
 
The key causes are that the current system entails excessive cost at the retail level 
of the supply chain, and the margins available to the Dealership are eroded as 
price adjustments. The following section will focus on the causes of the cost burden, 
and asks whether build to order can change any of these elements. 
 
2.2 IT Systems investment 
One ongoing investment cost burden for the dealer network is IT systems. Dealers are 
often required to fund the Dealer Communication System (DCS) as supplied by the 
manufacturer; the investment required in proprietary systems may be supported by the 
manufacturer but often the full cost is passed on to the dealership network. All UK 
dealers surveyed had to pay for the proprietary system they required for the franchise, 
as shown in Figure 2. Since the Dealer network will change over time, these 
investments are a risk for the Dealer, and furthermore will not be reflected in the 
margins obtained after discounts for new vehicle supply. Some support is given for 
this investment for the more volume orientated brands (as shown in Figure 3), but it is 
still a significant contributor to costs. 

                                                 
6 Brown, 2001, Sales Supply Chain Profitability, 3DayCar Sponsor conference June 2000, Hilton Bath, 
UK 
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Figure 2: DCS cost allocation Source: 3DayCar NFDA survey 2001 
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Furthermore, the dealer management system (DMS - the system used by the 
dealership to manage the business) often must have the requisite functionality to 
report certain data collected by the Dealer through the DCS, which in practise often 
means buying a certain DMS from a certain provider. This locking-in or requirement 
for a particular IT investment means duplication of systems for a multi-brand (or 
multi-franchise) retail dealer group. 

Figure 3: Support for DCS Source: 3DayCar NFDA survey 2001 
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2.3 New Vehicle Stocking costs 
• The first and most immediate cost to Dealers is the wholesale cost of the vehicle 

and interest payments made on centrally held and financed stock. The impact of 
the 3DayCar model on profitability is covered in a separate report7; in the 
financial modelling, all stock is assumed in the current state system to be held at a 
distribution centre, (except showroom stock) as an example of best practise. 
However, most supply chains require some stock to be held at the Dealer. Many 
systems still ‘push stock’ through consignment and wholesale.  

                                                 
7 “What is the Pay-off from Build to Order? Profit Impact of 3DayCar” (2002) Ben Waller and Monica 
Bartolini, 3DayCar Research Report F1/2002.  
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• If stock is held centrally, the NSC will fund the stock for a limited period, during 
which the Dealer is charged the interest on the stock value at wholesale price.  
Then at the end of the consignment period (typically 180 days), the dealer takes 
on the ownership of the vehicle and must pay the balance. Some brands offer their 
dealers interest free credit for a period, often 90 days8. The vehicle may well still 
remain at the distribution centre but the ownership is transferred.  

• Storage costs may be contained within the stock finance charge or charged 
separately by the logistics company. The cost of storage, including security, for a 
Dealer is often considerable. Several UK dealerships have to rent land and 
security for temporary storage prior to the UK sales peaks in September and 
March. Dealerships are often located for historical reasons where land is 
expensive and difficult to obtain; the cost of land in the UK is generally 
prohibitive for Dealers given the return on investment. Dealer groups can gain 
economies of scale through owning a multi-brand storage facility, which 
effectively acts as their own distribution centre.  2001 3DayCar NFDA survey 
pointed to a high cost for this – an average per sold unit (from all sales, not just 
from stock) of £59. These costs depend on the supply situation within a market, 
the brand specific issues surrounding stocking policy, and seasonality. As an 
estimate it is probably fairly representative. 

Table 3: 3DayCar Survey Findings on Dealer New Vehicle Costs 

 Insurance Maintenance and 
cleaning 

Storage compound 
including security 

Average Cost Quoted 
Per Unit 

20 29 59 

 
• Maintenance and cleaning of stock cost is often overlooked. The cost of 

maintaining ageing vehicles inevitably rises with the age of the vehicle. In some 
markets cars are covered with netting to prevent bird dropping damage, and 
weather damage including hailstones and light-fade of paint (not particularly a UK 
problem). The average cost per unit sold (all units, sold from stock and from 
production), in the 3DayCar survey, is around £29.  

• Insurance costs for damage and theft are considerable given the value of all new 
vehicles handled by a dealership over a year. The survey points towards an 
average figure of around £20 per vehicle sold each year. 

• The cost burden of stock control and other administrative activity is also often 
ignored, but as pointed out by ICDP, a dealer swap or other form of sourcing can 
take a whole day of staff time to resolve. It is often not just a matter of swapping 
with another dealer, but also involves bargaining and negotiation on transport 
costs. The full time position in many large dealerships of a stock controller will 
become obsolete in a completely build to order system. Through the use of 
traditional ABC accounting techniques, an estimate of 0.5% of whole system 
turnover saving in overhead is expected through the removal of both the stock 
controller function and all the associated chasing of orders, amendments, swaps 
and deliveries. This saving would be entirely at the Dealership and amounts to a 
significant reduction in overhead, in the order of 19% of personnel time within the 
new sales department of the dealership, and could help restore profitability to the 
activity. 

                                                 
8 Sewells Franchise Networks 2002 EMAP automotive 
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2.4 The cost of discounts on obtained revenues 
• The cost of discounts is directly related to the payment and incentive system. 

Some of the discounts given will be subsidised through margins and bonuses, or 
funded explicitly as support payments by the NSC, whilst other elements will not. 
However, the cost of discounts has a significant impact on new car revenues even 
before dealership overheads and salesperson costs are taken into account.  

• There are so many variables to the revenue from new car sales that the outcome 
can be highly variable depending to a large extent on what derivative, model mix 
and customer base a dealership is selling to. These variables (price paid by 
customer, average model mix, bonuses achieved) can be assimilated to provide 
guidelines to income from the manufacturer to the dealership as a percentage of 
new car revenue. Given the variability of this revenue the estimates for each brand 
shown in Figure 4 are given for low revenue sales to high revenue sales with an 
indication of average income. This income is before any Dealership costs have 
been added. 

Figure 4: Example income after margins, bonuses and discounts weighted by model sales mix 
before costs or tax from new car sales as percentage of new vehicle turnover Source:  
(3DayCar data) 
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• The data shown in Figure 4 can only be taken as indicative, but clearly if 

dealership overheads are in the order of 6% to 8% (depending on dealer 
discount allocation) of new vehicle turnover as shown in Figure 1 then the 
average situation in Figure 4 makes profitability on new vehicles after costs 
and tax for volume franchises very hard to achieve.  

• The role of the Dealer is to minimise discounts by passing the minimum price 
adjustment onto the customer to make the sale; effectively this is the 
mechanism by which the manufacturer aims to minimise price erosion and 
manage price adjustments, illustrated in Figure 5. It is also the means of 
maintaining competition between retailers within the same network, which 
despite creating intra-brand price competition does ensure that the strongest 
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survive which increases the overall network competitiveness against other 
brands.  

Figure 5: Dealers aim to minimise the loss of margins and other payments as discounts 
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2.5 Sales Channel Network Structure and Economies of scale 
• Currently, low sales through many outlets when compared to cost of new vehicle 

facilities, is sustained at present through cross-subsidy at the outlet level. Does 
Build to order change the retail economies of scale, and will current trends in 
network structure change as a result? 

• There has also been an ongoing structural change in dealer networks in Europe 
over recent years, as shown in Figure 6; contractual partners within dealer 
networks have consolidated and dealer groups have emerged that themselves carry 
out many of the activities once performed by NSCs, particularly in reporting and 
administrative functions. The UK has seen a considerable reduction in the number 
of franchise outlets over the last three decades as shown in Figure 7, resulting in 
an increase in sales per outlet (as shown in Figure 8), and there is no suggestion 
that this trend is unlikely to continue. 
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Figure 6: Contractual consolidation9. 

Main Dealer trends in Western Europe (16 markets)
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Figure 7: UK total franchise outlets10 
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9 Source: Harbour Wade Brown International (2001) GMAP European Car Distribution Handbook, 
GMAP/HWBI.  
10 Source: Sewells Franchise Networks 2002; Emap automotive 
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Figure 8: Sales per UK outlet11 
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The Dealer networks are predominantly made up of small to medium sized 
businesses, although the consolidation continues to contribute to the growth of large 
dealer groups. Most networks display a distribution curve in terms of volume of sales 
per outlet similar to that shown for a single brand NSC network in the UK in Figure 9.  

Figure 9: Network Sales Volume Distribution (Brand ). Source: Manufacturer data 
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Such a distribution of sales demonstrates the importance of a few large dealerships as 
fleet handling centres, and the need for network coverage; it may also suggest that 
multi-brand dealerships or other types of sales agent may be a more effective means 
of covering a large proportion of the market. The proportion of multi-franchise 
dealerships increased very marginally last year, but ‘solus’ or single brand outlets 
dominate the market, as shown in Table 4.  

Table 4: Dominance of ‘solus’ sites12 

 2000 2001 
Solus sites (single brand franchise) 84.1% 83.8% 
Multi-franchise sites 15.9% 16.2% 

 
Currently multi-franchising is restricted by manufacturers within the framework of the 
existing European block exemption; “the current regime imposed conditions such as 

                                                 
11 Ibid. 
12 Source: Sewells Franchise Networks 2002; Emap automotive 
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separate premises, separate legal entities, and separate management: consequently 
multi-branding did not constitute an economically sustainable option for most 
dealers”13. The new block exemption theoretically removes these constraints. 
 
Dealer groups are in the strongest position regarding multi-franchise retailing, since 
they hold a portfolio of franchises. The number of UK multi-franchised sites as a 
percentage of total group sites has risen slowly in recent years, from 17% in 1997 to 
over 20% in 2001. Groups will have the ability to open outlets in other locations 
including other markets in 2005; the need for consolidation is likely to continue and 
will probably be matched by experimentation in separating sales and service, and 
multi-brand operations.  
 
Dealer groups can gain some limited scale advantages. For example, if the 
manufacturer does not operate distribution centres, or still requires the dealer to carry 
some stock as consignment is made, then group run regional stocking centres can aid 
availability of stock; a relationship between volume of sales per year and alternative 
specification is suggested by 3DayCar dealer survey data as shown in Figure 10. 
Those dealerships that sell lower volumes seem to persuade more customers to take 
alternative specification; larger volumes will include fleet sales that tend to order 
ahead, (as indicated by Figure 28 in the appendix) which are therefore more likely to 
be supplied from order amendment. However, this finding probably merits further 
research as to what is happening; the data does not indicate whether this relates to 
build to order content. 
Figure 10: Volume of sales per year and alternative specification sales14 
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13 Commission adopts comprehensive reform of competition rules for car sales and servicing.  
EU Commission Press release Brussels 17 July 02.  
Source: http://www.europa.eu.int/comm/ebs/highlightsite.cfm?semaine=29 
14 Source: NFDA survey 2001.  
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3 The current incentive and payment system was designed for stock 
push 

 
3.1 Background – Price Adjustment and Discounting 
The first and most important point to stress regarding dealer payment structures is that 
they form a critical part of ongoing price adjustment by manufacturers. The market 
segmentation clearly has a major impact on the price structure, and the resulting price 
structure of the UK volume car market is shown in Table 5.  
Table 5: Channel price segmentation estimate (based on 1999 /2000 data) 

 Market Share AVERAGE discounts Weighted discount cost 
Manufacturer. Sales  10% 30% 3.00% 
Dealer Demos 3% 30% 0.90% 
Daily rental 10% 25% 2.50% 
Fleets, 1000+ 10% 15% 1.50% 
Fleets, 101-1000 15% 12% 1.80% 
Fleets, 25-100 9% 10% 0.90% 
Business, <25 9% 7% 0.63% 
Business, other 8% 2% 0.16% 
Motability 7% 10% 0.70% 
Private 19% 1% 0.19% 

 100% 14% 12.28% 

 
The actual numbers vary between brands and over time, but the fundamental structure 
remains the same. However, there are two factors that may change price structures; 
the two key areas of change are the new Block Exemption and the introduction of the 
Euro as a functioning currency, which are both creating pressure for price 
harmonisation across a single European market. However, the rate at which change is 
not yet clear. 
 
Figure 11: Discount source  
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The key point about the current discount structure is that a significant proportion of 
these discounts will be managed by the dealer, either directly through discretion or 
automatically through the payment of manufacturer subsidies for promotions or fleet 
discounts agreed between the manufacturer and the fleet customer; the discounts are 
integral to the dealer payment and reward system. To complicate matters further, there 
are multiple sources of discount, which are not mutually exclusive, as shown in 
Figure 11. The discount structure shown in Table 5 is therefore not designed and 
managed by a single price manager, but the result of uncoordinated price adjustment 
action taken by several parties.  
 
As a result, many buyers obtain in effect multiple discounts; while formal discounts 
may be negotiated centrally with the National Sales Company or with a regional field 
sales manager, additional discounts may be negotiated from inter-brand competition 
between dealers who may reduce other elements such as delivery charge. This 
hierarchy of discounting, and the potential multiple sourcing of discounts, is shown in 
Figure 12. 

Figure 12: Source of discounts example. Source: 3DayCar survey data 
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3.2 Structure of Margins in a Model Range 
 
The basic trading margin (sometimes referred to as the ‘chassis’ margin) is the 
difference between the list price of the vehicle including all options and the wholesale 
price invoiced to the Dealer. Some brands invoice the dealer on wholesale, some on 
consignment. The margin can be quickly eroded by stocking costs etc, and is often 
meaningless in relation to the actual sales price if a fleet sales discount arranged 
directly between the manufacturer and customer. The discounts available to the fleet 
customer may be obtained on the published list price and the margin adjusted 
accordingly, or the margin may be based on retail list price with a payment made by 
the NSC to the dealer that corresponds to all or part of the discount arranged centrally. 
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Usually the trading margin rises through the model line up of a brand, compensating 
for the lower volume of higher priced models. The increased margin on the top of 
range model for volume manufacturers, as shown in Figure 13, is also partly 
explained in that it gives the dealer more room for price adjustment on a product that 
is essentially the benchmark upper price for the whole range, both in terms of range of 
product, and range of customers (and naturally that list is not paid to these products 
being sold to fleet customers). 

Figure 13: Basic Margin 
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The margin often does not correlate proportionately to the demonstrator discount 
given to dealers, as shown in Figure 14; which will of course be translated into a 
discount on disposal. The maintained number and turn of demonstrators will 
determine the impact of these sales. But the demonstrator discount does give some 
indication of the expected true market value after discounts of different models in 
relation to the list price. 
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Figure 14: Gross Margins before bonuses and Demonstrator discounts 
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3.3 Structure of Bonuses 
In addition to the trading margin, additional payments will made to the Dealer by the 
manufacturer NSC on the basis of rewarding performance. These payments may be 
retained margin (holdback until performance is achieved on other elements), an 
additional bonus margin based on a sliding scale of performance, a flat rate or fixed 
sum. This performance will have a strong emphasis on sales performance, and this is 
reflected in the volume bonus, which is more important for volume brands as shown 
in . However, the bonus often includes consideration of franchise standards and 
customer satisfaction. Other measures may also attract payments, such as the passing 
of information to the manufacturer. There is also the matter of payments to support 
promotions, stock clearance and other specific actions. 
 
The volume bonus is designed to incentivise sales but is effectively a form of over-
rider for the dealership. By anticipating certain volume targets a discount can be given 
in advance of holdback bonuses, if it is required; the passing to the customer of this 
over-rider as discount will inevitably increase if one incremental sale is the difference 
between qualifying for the volume bonus and not qualifying. The structure of volume 
bonuses varies between brands and models; furthermore what qualifies varies between 
brands and models – for example, some volume bonuses are given to fleet or small 
business sales at a different rate. The variety is illustrated in the sample shown in 
Table 6. 
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Table 6: Volume Bonus15 

 Paid on Volume 
bonus 

Paid Per… 

Volume 1 All units 0.95 % 6 month 
Volume 2 N/a   
Volume 3 All units 0.8 % Per quarter 
Volume 4 Retail/SBU>2

5 
5.0 % Per quarter 

Niche All retail units 5.0 % Monthly/quarterly depends on campaign period 
Specialist 1 None   
Specialist 2 N/a   
Specialist 3 None   
 
However, not all bonuses are directly related to volume, although they are payable by 
the number of sold units, as shown in Table 7. Each model often has a different base 
margin, and then different margins will be given on sales to different categories of 
customer. Again, specialist brands will tend not to focus on volume bonuses, instead 
placing greater emphasis on franchise standards and CSI, in addition to a higher 
chassis margin. The payment of bonuses has an impact on salesperson behaviour and 
the subsequent order and registration patterns of new vehicles. This issue is examined 
in more detail later, but it is important to note here that the measurement and payment 
cycle varies significantly, but tends towards quarterly payments.  
 
Some brands will award a specific bonus for fleet sales, as shown in Table 8; some 
will instead give payments for pre-agreed discounts from the NSC. 
 
Table 7: Model specific volume bonuses 

Model related 
sales payment 

What Qualifies Targets % How often paid? 

Volume 1 Volume by model All models, 
different by 
model 

Average 
2% 

3 month 

Volume 2 N/a    
Volume 3 None    
Volume 4 Model based sales >25 Some 

models 
5% Per quarter 

Niche Depends on campaign Models 
targeted vary 
over time 

5% Monthly/quarterly 
depends on 
campaign period 

Specialist 1 None    
Specialist 2 None    
Specialist 3 None    
 

                                                 
15 N/a = data not available  
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Table 8: Fleet Unit Bonus 

Fleet sales What Qualifies 
 

Targets % How often paid? 

Volume 1 Volume target in addition to overall 
volume target 

Annual target 
for each model 

0.70% 6 month 

Volume 2 None    
Volume 3 N/a    
Volume 4 25 units> No target, each 

unit 
3.10% Per quarter 

Niche None    
Specialist 1 None    
Specialist 2 None    
Specialist 3 None    
 
Specialist Brands tend to pay more bonuses based upon CSI or standards, as shown in 
Table 9. Although more revenue is streamed through CSI or standards for Specialist 
manufacturers, the actual structure of monitoring does not seem particularly different 
to those for volume brands, based on the admittedly small sample. However, the 
elements of the CSI differ significantly between all brands, as shown in Table 10. As 
can be seen, all brands place a strong importance upon compliance with franchise 
standards; the detail varies however, from showroom fittings to procedures in the 
selling process. Also, most brands operate some form of customer feedback 
monitoring; this may be in the form of the CSI, a customer satisfaction questionnaire 
conducted after the event; this will often cover new vehicles, but may additionally 
cover used vehicle sales and servicing, depending on the strategy of involvement of 
the brand in dealer activity. The customer service monitoring may also include 
‘mystery shopper’ unannounced testing of sales staff and processes. 
 
Table 9: CSI or Standards Bonus 

CSI / standards 
bonus 

What qualifies Targets % How often 
paid? 

Volume 1 % Of base list price paid 
on sliding scale 

achievement of criteria 

All models 0.25% to 0.65% 6 month 

Volume 2 Retail and SBU Lower range 2.50% Per quarter 
Volume 3 Additional over rider on all 

sales 
All retail units 1% to 1.9% Per quarter 

Volume 4 All retail units All retail units 0.20% Yearly 
Niche All except demo Fixed subject to 

performance 
0.20% Monthly 

Specialist 1 Additional over rider on all 
sales  

N/a N/a N/a 

Specialist 2 All sales N/a 8.00% Per quarter 
Specialist 3 All sales N/a 3.00% Per quarter 
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Table 10: Number of standards measures by type (for more detail see Table 11) 

 Volume 1 Volume 2 Volume 3 Volume 4 Niche Specialist 1 Specialist 2 Specialist 3 Total 

Targets  2 1 1 0 0 0 0 1 5 
Franchise 
Standards All 

3 3 5 3 1 2 9 5 31 

Business 
Plans 

1 1 0 0 1 1 0 4 8 

Customer 
Feedback 

4 0 2 2 2 0 4 0 14 

CRM and 
Marketing 
Activity 

0 1 0 0 0 0 1 0 2 

Total 
Measures 

10 6 8 5 4 3 14 10 5 

 
Some brands may also get actively involved in Dealership business planning, training, 
staff levels and reward progress against agreed targets, as shown in Table 10. Some 
specific support may be given for advertising and marketing expenditure, and CRM 
process maintenance. More detail on these standards is given in Table 11. 
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Table 11: Structure of Standards and CSI Measures. Number of measures by type for each 
brand. 

 Volum
e 1 

Volum
e 2 

Volum
e 3 

Volum
e 4 

N
iche 

Specialist 1 

Specialist 2 

Specialist 3 

Annual new vehicle 
sales included? 

1 1 1 0 0 0 0 1 

Franchise new vehicle 
corporate standards and 
procedures 

2 3 2 1 1 1 5 4 

Business plans, staff 
structure, training and 
management 

1 1 0 0 1 1 0 4 

Complaint resolution 1 0 0 0 0 0 0 0 

Marketing spend 0 1 0 0 0 0 0 0 

Quality of information 
passed to manufacturer 

0 0 0 1 0 0 0 1 

Used franchise corporate 
standards and 
procedures 

0 0 2 0 0 0 0 0 

Service franchise 
corporate standards and 
procedures 

1 0 1 1 0 1 3 0 

Courtesy vehicles 0 0 0 0 0 0 1 0 

Parts sales targets 1 0 0 0 0 0 0 0 

New vehicle customer 
feedback 

1 0 0 1 1 0 1 0 

Used vehicle customer 
feedback 

0 0 2 0 0 0 2 0 

Service customer 
feedback 

2 0 0 1 1 0 1 0 

Maintaining customer 
contact and CRM 

0 0 0 0 0 0 1 0 

Total measures 10 6 8 5 4 3 14 10 
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3.4 Ratio of Margin and Bonus 
Specialist brands will tend to award more through margins than bonuses, as shown in 
the results of the NFDA 3DayCar survey shown in Figure 15 (the latter survey 
covered 130 Dealerships for the brands listed in the appendix, with a representation of 
77 volume dealerships, 22 dealerships selling Far East Brands, and 31 Specialist 
dealerships). The fact that the split for Far East Brands is between volume and 
specialist may be due to less emphasis on volume targets. 
  
Figure 15: Ratio of revenue from bonuses and margins (NFDA Survey) 
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The difference in strategic intent between volume and specialist manufacturers is 
demonstrated by the differing relationship between the ratio of payment from bonuses 
and margin in relation to volume, as shown in Figure 16. The influence of the volume 
bonus, for the volume-orientated brands, is indicated in the linear trend shown. The 
decline in importance of bonuses as volume rise for the specialist dealerships can be 
explained by the fact that many of the bonuses are flat rate in that they are often not 
directly tied to unit sales (despite the inference that they are exclusively so in the tie to 
all sales), in addition to the intrinsic strength of the trading margins given and the 
lower level of discounting. 

 32 



Figure 16: Bonuses in ratio to margin revenue (NFDA survey) 
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3.5 Sales Incentives and Demand Distortion 
 
So why is such a structure of incentives and bonuses unsuitable for a build to order 
system? Clearly salespeople require incentives where volume targets are of critical 
importance; volume manufacturers will have to make sure targets are achieved in a 
build to order system, as they must now. This will not change. However, the means of 
incentivising volume at present is essentially driven by a stock push philosophy that 
requires stocks to be cleared by dealerships, rather than by actual demand. Put another 
way, the system at present makes it likely that Dealerships will sell or at least register 
vehicles, and generate demand, that relates more closely to their achievement of 
certain end of period target, rather than in response to the timing and mix of actual 
customer demand.  
 
The distorting effect of incentives and bonuses upon salesperson performance in all 
sectors has been commented on before16. The problem is that there is no better 
motivator for salespeople than target related incentives. In a stocked system, the use 
of stock as the decoupling point between supply and demand means that the clearance 
of stock creates a Forrester effect delay; however, in an exclusively build to order 
system the variability in sales caused by salespeople rushing to meet end of period 
targets will create an unnecessary requirement for capacity variation over and above 
that required by underlying actual demand. The end of measured period peaks created 
by period–based sales targets can be shown in the daily registration figures shown in 
Figure 17. 

                                                 
16 Umble M and Srikanth M L (1990) Synchronous Manufacturing: Principles for World Class 
Excellence. Phoenix, South Western.  
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Figure 17: ‘Pull’ and ‘Push’ Registrations17 
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The UK peak sales months, March and September, are characterised by a surge of 
sales at the beginning of the month, which is the rational timing of purchase for the 
new car buyer given that residuals for the vehicle replaced drop significantly at this 
point. However, most months are characterised by a rise in the rate of registrations 
from the beginning of the month to the end. This can be described as push sales, in 
that they are driven by an objective to meet a target rather than any underlying 
customer preference for buying at the end of the month. Since the pattern is so well 
established in the automotive sector, it is possible that the customer has been educated 
into going to the dealer for a sale at the end of month in order to get a better deal on a 
vehicle sold from stock. The pattern is reinforced when the available data is analysed 
across the month as quarters, as the analysis shown in Figure 18(taken from a 
companion report on demand volatility) illustrates. The effect is a variation in demand 
across the year that generates extra cost to the system but no benefits to the customer, 
as shown in Figure 19. 
 
It is implausible to suggest that the entire supply chain, including assembly, suppliers, 
and logistics providers, should vary their capacity in response to changes in demand 
that are a direct result of dealer behaviour. The answer is a reform of incentives and 
bonuses, since ‘push’ incentives will clearly be a barrier to successful build to order. 
 

                                                 
17 Waller 2002 Order and Registration Volatility: Implications of variation in order input and sales 
registration for a 3DayCar Build to Order System 3DayCar Research Report. 
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Figure 18: Registrations across quarters of the month18 
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Figure 19: Hockey-Stick Demand resulting from push based targets and incentives19 
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18 Ibid. 
19 Ibid. 
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4 Changes required by 3DayCar impacting directly on the sales 
channel  

 
4.1 The changes to measures and incentives for total build to order 

Rolling Incentives and incremental volume contributions    
This needs to be considered both in terms of the period measured and the reward per 
unit sold.  
• Time effects: One means of lessening the time distorting effect of targets is to 

make the period measured move continuously and target an average for the 
period, based on anticipated sales volumes for the seasonality of the market. For 
example, a 40-day retrospective period from today could pay an average of 
achievement of target over that 40-day period, whilst the future rolling 40 days 
would have a similar average target.   

• Revenue per unit effects: the current stepped incremental achievement scales in 
bonuses paid on volume effectively rise in blocks as targets are achieved. The end 
result is again the pulling forward of sales, and the erosion of revenue as a result 
of dealerships finding ways to meet their volume targets. One method if removing 
this distortion could be to pay an incremental margin per sale, more akin to a 
rising per unit over-rider.  

 

Rolling Incentives: Future sold order targets  
Future production slots may be incentivised for the salesperson as well as the 
customer. The use of revenue management techniques, essentially the application of 
lead-time based pricing, is discussed in detail in a companion report, but the selling of 
future orders will be a critical ingredient in a build to order system in order to manage 
seasonality.  

• Therefore special incentives could be paid to dealers for getting a certain 
target of orders sold by a certain period ahead of the given relevant build 
period.  

• Also, given there may be periods where sales are low, (i.e. December) where 
incentives may be given to help Dealers to persuade customers buy off-peak, 
to fill underused capacity. Whilst this would be in addition to discounting to 
incentivise customers, the marginal profits would still be worthwhile given 
that a plant must run a shift during the quieter periods.  
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Figure 20: Example: Rolling Future Sold Order Target (STACKED graph) 
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An example of the effect of rolling future targets is shown in Figure 20. This is 
modelled using sold order data from a manufacturer, customer lead time preferences, 
and a daily rolling average of 40 days sold order objectives; the graph is a stacked 
graph so that the maximum total of orders for the hypothetical dealer in question is 
never more than 60 sales over the next 40 days. The modelling used manufacturer 
daily order and registration data and customer lead time preferences for retail and 
fleet buyers from the 3DayCar surveys, weighted according to their share. What was 
not measured in the surveys was the elasticity of waiting time preference over time; it 
is probable that willingness to wait is not constant across the year. As it is modelled 
the proportion of orders sold with differing lead times changes only marginally as a 
result of seasonality.  However, the sold order targets will have been measured long 
before registration of these orders, a key difference from the current system, as shown 
in Figure 21; the registration peak month will actually see the lowest targets as all 
sold orders will have been received earlier to meet demand for delivery during this 
month. Attainment and payment can be measured daily in retrospect as a rolling 40 
days measurement period. 
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Figure 21: Targets for Sold Ahead Orders will differ from those currently used on Registrations 
(STACKED Graph) 
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Will Dealerships accept proposed changes to pricing and incentives?  
One question that must be considered is whether the sales channel would accept such 
a reform of the incentive system. The simple answer is that the sales channel will aim 
to achieve what targets are set in order to maximise profitability. However, there are 
implications for dealers, of which by far the most critical is the impact on revenue 
flow. Currently the holdback of bonuses means that a significant chunk of revenue is 
not passed to the dealer from a month, to a year after the sale. Most bonuses appear to 
be paid monthly or quarterly in arrears. The result is that Dealerships and groups have 
a huge running deficit in new sales that is compensated by owed bonuses. The 
advocated solutions above still requires a holdback period, although the rolling nature 
of measurement and payment would in theory mean a more steady cash flow. Selling 
sold orders ahead could attract a front-end bonus that could be paid after the sold 
order has been placed rather than when delivery and registration is made, although 
this would have to work on the principle that either the customer could not cancel an 
order, or that if the customer cancelled then the bonus is subtracted from current 
payments. Order cancellation in a fully build to order system will be an issue, and one 
where each manufacturer will have to decide a policy appropriate for the brand. One 
solution is a non-refundable deposit, whilst another could be overbooking.   
 
The overwhelming reaction of the Dealers in the two focus groups that were brought 
together to discuss revenue management, pricing and dealer payment, were broadly in 
favour of rolling incentives and future sold order targets, partially because of the 
levelling of revenue over time, so providing a more stable income, and partly because 
the Dealer principals and salespeople present could appreciate that the bonuses and 
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customer discounts needed to be realigned to take account of the changed dynamics of 
build to order. Current incentive and reward schemes, much like current discounting 
approaches, were designed for a stock driven system. Therefore the car sold from 
stock is discounted when it reaches a certain age through erosion of operating margin. 
However, once cars are built to order and from also sold from stock, as occurs in the 
current system, the car that is bought from stock is the cheapest for the buyer yet costs 
the system the most. Furthermore, the dealer is rewarded for selling the extra unit by a 
certain date, but the customer may have demanded a discount to compromise delivery 
timing and/or specification choice to take a vehicle deliverable at that point in time. 
There was a perceived risk of lost sales from forward ordering, and discussion 
amongst the members of the group as to what level of deposit would be required from 
a customer to minimise cancellation.  
 
The levelling of performance and incomes that result from rolling targets also have an 
inherent risk in their slow reaction to change; poor performance will take longer to 
turn around back into improved revenues. However, the converse is also true; poor 
performance will be noticeable earlier and remedies can be taken to improve sales 
achievement before a critical point is reached (i.e. last day of the month in the current 
system). The rolling target will not remain the same across the year; the level will 
change daily in response to expected seasonality in demand. Therefore a target level 
for each day will vary as the rolling period moves forward.  
 
The key is not to remove seasonality and other sales targets, but to remove their 
distorting effects upon supply chain capacities. 
 
The application of variable pricing at the dealership level, and the consumer and 
dealer reaction to the possible options, is discussed in more detail in a companion 
report on demand management20. 
 
4.2 Demonstrators 
 
Demonstrators and showroom vehicles effectively become a source of selling from 
stock at the retail level; the manufacturer or NSC may be in a better position to 
dispose of showroom and nearly new vehicles, since they can sell to customers with 
specific requirements that warrant the discounts (e.g. government agency fleets)21. In 
order to ensure that the retailer sells to order rather than replenish demonstrators and 
showroom vehicles the manufacturer could retain ownership of both. . Dealers are 
very aware of the cost of running demonstrator vehicles. Demonstration and 
showroom stock (do they need to be separated?) are expensive to hold as stock and 
attract heavy discounts on disposal. Currently demonstrators are often supported 
through discounts (up to 30%) on demonstrator sales, rather than on the activity; but if 
demonstrators are no longer owned by the dealership then the activity needs to be 
rewarded in an alternative way. 
 

                                                 
20 Waller, B. 2001 ‘Selling Time/Managing Demand: How to achieve optimised production schedules 
and profit maximisation in a build to order manufacturing system’ Sponsor Report, September. 
Reference: M5 – 9/01 
21 There may be issues arising from such an approach regarding market portioning, but clearly a 
stockless supply system that must sell demonstrators and showroom cars has an internal contradiction. 
Ex display stock must be treated as such, rather than just sales stock. 
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The cost of salesperson time in running demonstrations is complicated by the fact that 
although the potential customer may not buy at the dealership, they might buy the 
same product elsewhere, as indicated in Figure 22. Currently any demonstrations that 
do not result in a sale at the dealership but do result in a sale to that brand somewhere 
in the system are not rewarded. Some proportion of a sales margin could be allocated 
to a demonstration fee, although it would have to be linked to proven sales 
somewhere in the system (since anyone can claim to be buying through another 
channel). This may be a particularly useful means of addressing not just the handling 
of intra-dealer competition and fleet user-choosers, but also imports from other 
markets. 
 
Figure 22: Of customers seriously intending to buy seen by salespeople what percentage…(by 
brand owners or type) 
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4.3 How to achieve streamlined order fulfilment?  
Due to the increased frequency of vehicle delivery required to minimise lead times in 
a 3DayCar build to order scenario, the same number of vehicles will be travelling to 
the same network of outlets, but in smaller delivery quantities. This so called 
‘dispersion effect’ means that capacity utilisation for the vehicles will be reduced, or 
the distance travelled increased for each drop. The answer prescribed involves a 
combination of multi-brand delivery along with 24-hour delivery. The sharing of 
outbound logistics between brands already occurs in some instances, and the 
extension of this would improve capacity utilisation and cost minimisation of all 
Brands’ outbound logistics operation. The impact on the dealership of this facility 
sharing would be minimal. 
 
However, the 24-hour delivery will have a direct and significant impact on dealership 
operations. At present every vehicle is unloaded during working hours and checked 
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for delivery damage at the time of delivery. Staffing the dealership overnight is 
clearly not a sensible option, unless the delivery can be made to a dealer group 
compound, which already employs staff as 24-hour security (as managed by some of 
the larger groups).  
 
An option is a specific delivery compound at each dealership for overnight delivery22. 
These would be lockable compounds to which the logistics provider has access, 
(delivery driver has the security code), and the new vehicle unloaded and left ready 
for the dealership the next morning. In theory this is no different to parts delivery, 
which already delivers to lockable cages.  The argument for delivery compounds 
assumes minimal additional cost to the dealership, since (i) the additional cost of 
space should be minimal given that there will be a complete withdrawal of new 
vehicle stock from the dealership, (although this has already happened to a large 
extent in the UK through the use of central stocking) and (ii) the improved accuracy 
of delivery timing and streamlined operations will mean that customers cars do not 
arrive a week before dealer handover.  
 
So in order to validate this, the survey of NFDA dealers found that 45% were not able 
to provide a secure delivery compound for 24-hour delivery, and for those who did 
not have such space or facility, the average cost quoted for installing one was 
£20,000. The impact on turnover was modelled at 0.05% of whole system turnover23, 
which is actually a huge investment requirement on the dealership given the weak 
current profitability of new vehicle sales, and the uncertainty of franchising. 
 
Also, the survey asked if there were any local restrictions to overnight delivery, such 
as local authority bans on HGV delivery during certain hours, and such restrictions 
clearly are a problem as shown in Table 12. Of the 19% that said that local restrictions 
would preclude 24-hour delivery, the most frequent reason from over half the sample 
was noise and residential area local bylaws, followed by planning restrictions (which 
amounts to the same point). One respondent put himself down as the local restriction 
(‘me!’), who also said that an overnight delivery compound was an ‘unnecessary 
expense’. The results show that 24 hour delivery is not a realistic solution for a 
proportion of dealerships, and another solution will need to be found; furthermore, the 
application of 24 hour delivery must be questioned if it increases dispersion as a result 
of not being able to deliver to some locations at some times (the inability to deliver to 
all outlets reduces the attainable loading and routing efficiencies).  

Table 12: Restrictions on 24-hour delivery (3DC NFDA Survey) 

Would any local restrictions prevent 24-hour delivery? 
YES NO 
19% 81% 

  

                                                 
22 24 Hour delivery compound system: this and multi-brand sharing of outbound delivery is 
recommended in the 3DayCar downstream mapping and logistics reports to overcome the issue of 24-
hour delivery: Holveg, Miemczyk and Williams (2001) ‘How to organise automotive logistics in a 
build to order environment’. 3DC Sponsor report; Waller, Williams and Elias (1999) Downstream 
Mapping, 3DayCar Sponsor Report. 
23 Waller B and Bartolini M (2002) “What is the Pay-off from 3DayCar? Evaluating the case for profit 
improvement from a completely build to order system with 3 day order to delivery capability” 3DayCar 
Sponsor Report F1. 
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The second recommendation that directly impacts the dealership as point of delivery 
is ‘remote’ PDI (Pre-delivery inspection). Presently the dealer and logistics carrier in 
conjunction carry out the pre-delivery check, and any damage noted. The argument 
for doing all damage inspection prior to delivery to the dealership is attractive in that 
it reduces the delivery lead-time for the customer (and makes a notional 3daycar 
feasible).  
 
PDI can be outsourced to logistics companies and carried out by a centralised 
operation; there is however, currently the legal obligation upon the dealer to ensure 
the product is roadworthy and this does potentially present a problem. The 
outsourcing arrangement would have to a voluntary one, where the dealer agreed to 
outsource the PDI activity and thereby receive a legal guarantee of roadworthiness 
from the logistics company – the liability would have to be transferred. The question 
of whether centralised PDI is more cost effective than when carried out at the 
dealership, is largely related to cross-subsidy; if dealers need the workshop for 
aftersales activity then PDI and related bodywork is a means of increasing capacity 
utilisation and ensuring the mutual profitability of new car sales and aftersales. 
 
However, it must be asked again whether this solution is really necessary.  
  
If dealership workshop capacity is not a constraint then PDI can be carried out on the 
day of arrival. The main reason PDI causes a delay at present of more than one day is 
either paint damage (which means transporting the vehicle to a paint Bodyshop) or 
lack of workshop capacity due to a lack of booking of the workshop for the job. And 
this lack of booking of the PDI work is principally a result of the unreliability of 
the delivery system. Vehicles are delivered early, late, with the dealership having to 
work with highly inaccurate delivery information.  
 
There is a case for making sure that there are zero defects with the car prior to 
delivery. But the aim for vehicle handlers should be to minimise damage, transit 
damage will happen. Furthermore, despite the aim of the programme to realise a 3day 
lead-time, a day for PDI will not significantly impact customer satisfaction, 
particularly if this gives the dealership a few hours to ensure that the new vehicle is 
presented in the best possible condition to the customer. It must also be remembered 
that 3day lead-time customers will be a minority of orders; most prefer a one to two 
week lead-time. This gives at least one to two week window for planning if the 
logistics is booked with the customer order; in addition, many customers will be 
encouraged to book well ahead as part of the demand management policy 
implemented through revenue management integrated into the booking system24.  
 
If the delivery time to the dealership can be made accurate down to a window of 
20 mins, or to 40 mins for retail chains, as achieved by logistics carriers in other 
sectors, then a PDI and valeting session can be booked at the dealership when the 
order is actually placed, in the same way that logistics, supplier componentry 
and an assembly slot is booked. The reason for the inaccurate data is well 
documented25, but essentially is a result of  
                                                 
24 Waller and Howard (2001) 
25 Holweg, Miemczyk and Williams (2001) ‘How to organise automotive logistics in a build to order 
environment’. 3DC Sponsor report; Holweg, M. (2000) ‘The Order Fulfilment Process in the 
Automotive Industry – Conclusion of the Current State Analysis’ 3DayCar Sponsor report, July. 
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• Lack of accurate planning data passed to the logistics company, which is not 
only incomplete but also only passed with a window of a few days notice 

• The inability of the systems to actually book anything (orders are accepted, 
and estimated delivery dates quoted based on assumptions),  

• And the inability to guarantee that cars will be built on the scheduled date.  
The overall system reliability culminates in a lack of reliability at the dealership level 
that is so great that any JIT process or capacity planning is made impossible. It is 
probable that eliminating the uncertainty of delivery to the dealership would probably 
make 24-hour delivery and remote PDI unnecessary, if a maximum turn around time 
were written into the dealership – manufacturer agreement.  
 
However, a caveat should be added, in that daily rental companies pay logistics 
companies to provide rapid PDI as they will pay for an express service that gets the 
vehicle ‘on the road’ and ‘earning’ as quickly as possible. Some Dealerships may find 
that remote PDI is attractive commercially if the net effect is to free up time in 
workshops for more profitable servicing work. Again, as with many issues 
surrounding the Dealer, there is no one-size-fits-all solution, and the commercial 
viability and attractiveness of outsourced PDI will in effect be determined by what 
alternative margin can be made from the service workshop and the volumes of new 
cars undergoing PDI. 
 
4.4 What does the Dealership require from the upstream supply chain?  
Therefore, for the system to work at an optimum, the dealership process planning 
needs to be integrated into the whole supply chain order fulfilment process. The 
dealership needs to book the new vehicle processing activity internally when the 
customer places the order. The dealership needs a reliable delivery date not just to 
book internal processes, but also to ensure that the customer is not disappointed. On 
average, a delay of 7 days occurs between delivery to the dealership and handover to 
the customer26 to allow for late delivery.   
 
4.5 Delivery reliability 

• The key improvement required from the supply system as far as dealerships 
are concerned is not lead-time reduction but delivery date reliability. 
Naturally, reducing lead-time is central to the 3DayCar system reform, but it is 
absolutely critical that this system capability is reliable. The system should be 
robust enough to deliver to a quoted delivery date.  This means improving 
supply system performance as per the findings of all areas of the 3DayCar 
programme research to ensure that the system can deliver. Tracking the status 
of orders and the lack of reliable delivery date information provided by current 
systems is indicated in the survey results shown in Figure 32 on page 57, 
where over half of the respondents stated that this functionality could be 
improved or was not available.  

• However, this change is not simply a question of making sure deliveries 
are made on time and that logistics companies get the right information. 
It goes right to the core of the system process; the order system reform 

                                                                                                                                            
Reference: S1 – 7/00; Waller and Howard (2001) IT Systems Requirements for 3DayCar: Organising 
Responsive Information Technology Systems for a Build-to-Order Environment,3DayCar Sponsor 
Report, MT5 
 
26 ICDP 1999 data 
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recommended for a completely build to order system is based on order 
query and booking. This means booking the necessary assembly slot, 
logistics, componentry, dealer processes all at the point of sold order, 
much in the way that an itinerary is booked by a travel agent. A customer 
query will be handled by requesting confirmation that all of these elements are 
bookable in advance of accepting an order into the system. List price based on 
configuration is an element which Dealers surveyed felt was at best adequate 
(relative to other system functionality), as shown in Figure 32 shown in the 
extract of the survey results on page 57. 

• Such a systems view is unfortunately completely at odds with the majority of 
automotive ordering systems operating at present, where instead of being 
driven by confirmation and permission, orders are accepted based on a 
calculation of system capability using assumptions27. These assumptions can 
be updated but this is not a dynamic booking method; latency, batch 
processing, 24 hour delay for confirmation of order all contribute to a system 
that cannot guarantee a build date. This is before schedule, sequence and 
paintshop reliability is even considered. This is fine for a system where build 
to order content and build to stock can be mixed to reschedule and resequence 
with long lead times, and where delivery dates can be altered, but is not 
acceptable with a high build to order content. The real problem with unreliable 
delivery dates becomes apparent when demand management is considered. To 
ensure that sales are not lost at the seasonal peaks in demand, (as detailed in a 
separate report28) some form of revenue management is required to ensure that 
customers order ahead (as detailed in a separate report29). Lead time based 
pricing is a key mechanism in achieving total build to order, and intrinsically 
is one that cannot operate effectively without accurate delivery dates. It is far 
from clear what the ideal pattern of delivery timing would look like given that 
on average 19% of vehicles are delivered late at present30, and more fleet 
buyers may prefer delivery in the first quarter of the month, which at present 
accounts for well over a third of fleet new vehicle handovers per month, (as 
shown in Figure 29 on page 55), to coincide with leasing arrangements, 
residual value falls and taxation costs.  

• Radical reform is therefore required for the dealer to be able to quote delivery 
dates with confidence to the buyer; for the dealership to stop adding ‘buffer’ 
safety time for order fulfilment, the sales staff need to be confident that the 
system will deliver on time. This problem is likely to become more apparent 
as build to order content of the sales mix increases. One manufacturer 
currently implementing a strategy to increase build to order content is 
experiencing deterioration in on-time delivery. 

 

                                                 
27 Waller and Howard (2001) IT Systems Requirements for 3DayCar: Organising Responsive 
Information Technology Systems for a Build-to-Order Environment,3DayCar Sponsor Report, MT5 
28 Waller B. (2002) ‘Order and Registration Volatility: Implications of variation in order input and sales 
registration volume and mix for a 3DayCar Build to Order System’, 3DayCar Report. 
29 Waller, B. 2001 ‘Selling Time/Managing Demand: How to achieve optimised production schedules 
and profit maximisation in a build to order manufacturing system’ Sponsor Report, September. 
Reference: M5 – 9/01 
30 ICDP 1999 data 
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4.6 Reliable and up to date information on marketing activity and supply 
constraints 

The lack of integrated administrative systems was apparent in the survey findings 
shown in Figure 33 on page 57, which highlighted the following: 

• Payment and invoicing to the manufacturer by the Dealership, and invoicing 
customers appear to be the areas of the administrative system which are most 
developed, although 33% of respondents were unable to invoice customers 
using the manufacturer system 

• 52% said that the online information on changes in price to the dealer were 
unavailable or could be improved 

• Over 60% of respondents stated that the manufacturer system functionality on 
detail and advance notification was either not available (30%) or could be 
improved (36%).  

• Over 60% of respondents stated that the manufacturer system functionality to 
give information on updates on the detail of incentives and achievement of 
targets was not available (25%) could be improved (36%).  

 
More accurate information in all these areas is required for the Dealership to actively 
sell with a complete and up-to-date picture of marketing, promotion and pricing 
activity and supply constraints. These elements should be contained within the order 
booking system, but in addition the best salespeople want to keep up with NSC or 
manufacturer activity and be able to explain promotions and constraints to the 
customer, and see the best profit opportunity for the dealership.  Customers are 
usually unimpressed if a salesperson does not know why something is not available. 
Many NSCs try to provide this information, although the way it is presented in A4 
manuals and the lack of training at the dealership often result in the information going 
to waste. Information on changes to supply constraints and marketing should be 
provided, as it is available, or at least updated daily via the online system. Essentially 
this requires full integration of the dealership network into the entire enterprise 
system.  
 
Other industries have developed intranet based portals so all partners along the supply 
chain can have greater visibility of constraints, planned promotional and other sales 
activity, and seen system performance enhanced as a result; an example is Sainsbury's 
Information Direct (SID) launched in 1998, which is an extranet portal provided 
without charge to suppliers. The component sites enable suppliers to share 
promotions, view daily commodity data (including sales, customer availability of 
stocks, depot stock, supplier service, depot issues, range of forecasts) of their process 
orders. The comments of Sainsbury’s supply chain partners demonstrate the benefits: 
 
‘The real time visibility and collaborative process that SID PDS enables has delivered 
genuine benefit. It has helped us to better manage promotional opportunity and risk, 
minimised inventory across the total supply chain and improved promotional 
execution. Most importantly it helps us achieve our ultimate goal of better servicing 
the customer.’  

Andy Richardson, Kraft Jacobs Suchard 
 

The same visibility applied to all activities conducted by the dealer network and the 
manufacturer or NSC would bring huge efficiency gains simply through the sharing of 
information for planning purposes. Several automotive manufacturers are rolling out 
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greater extranet functionality, including access portals for dealers to have limited 
access to the manufacturer intranet, where information can be posted as soon as it 
becomes available. 
 
4.7 Selling Method and the Customer 
 
The Sales Channel is to many customers, particularly the retail customer, the face of 
the brand. Fleet buyers understand how to negotiate a stock push system, and many 
deal directly with the NSC or regional sales representatives. However, the majority of 
customers including all but the largest fleet customers will tend to receive their new 
vehicles through handover conducted by a dealership.  
 
Retail customers have a notoriously poor perception of the new car buying process, 
and although it may be as much myth as reality, customers will often relay their 
concerns or prejudices about dealer sales staff31, and many dealers recognise the 
perception as a result of a lack of trust, as shown in Figure 23.   
Figure 23: Retail customer attitude to the ‘push’ sales process (1999 NFDA 3DayCar Survey) 
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The cause of this lack of trust is a matter of debate, but arguably is largely a result of a 
fundamental conflict of interest between the dealer and the customer; the dealer has to 
sell allocated, pipeline or consignment stock that will represent a fraction of the 
choices open to the customer. What the customer wants becomes a challenge to the 
salesperson; the dealer will try to persuade the customer to take a vehicle that is 
available from stock. This persuasion may or may not involve giving discounts as 
negotiation progresses from a wish list into a shortlist of choices. Revenue 
management allows the timing of purchase and the impact on the cost of system 
response to be more closely aligned to marginal price differences. 
 

                                                 
31 Waller B (2000) The Customer and the 3DayCar, Focus Group Findings, Sponsor Report M2 
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The limited variety offered by dealer stock and distribution centre stock, when 
compared against the possible number of model configurations, is illustrated in Figure 
24. The y-axis is a logarithmic scale giving the possible combinations within a model 
range, which rise exponentially as each element (trim, paint, Powertrain, engine, 
body, options) multiplies the possible configurations. The x-axis gives the lead time 
and source of supply, from taking a vehicle from dealer stock, through sourcing from 
a distribution centre, all the way through order amendment of different elements to the 
placing of a new order in the system with total free choice within mix constraints. The 
example model product variety is matched against an example lead-time for each 
order amendment stage; the example used is for illustrative purposes only and is 
actually a combination of several sets of model data. However, the full impact of the 
limited variety offered to the customer from stock compared to that which is possible 
from order amendment or build to order is demonstrated clearly. 

Figure 24: Customer choice of product variety and source of supply (logarithmic scale)32 
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The compromise that this reduction implies may not be obvious to the customer; 
however, whilst the customer may have studied the model range choice variables (e.g. 
10 paint colours, 40 option combinations, 8 engines, 10 powertrains, etc), the dealer 
will always have in mind the need to sell the limited variety of combinations found in 
stock. Therefore there will be a mismatch in expectation of availability, which is 
further compounded by the stock push pressures on the dealer.  
 
                                                 
32 Diagram adapted from upstream manufacturing complexity funnel (Hines and Rich 1997). Data 
adapted from 3DayCar data sources covered in detail elsewhere: Holweg M, (2000)‘The Order 
Fulfilment Process in the Automotive Industry: Conclusions of the Current State Analysis’ 3DayCar 
Sponsor Report S1 - 7/00; Holweg M, (2001) ‘Vehicle Supply Systems in the UK - A Historic 
Perspective on Sales Sourcing and Product Proliferation’ 3DayCar Sponsor Report S1 S2 - 3/01  
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The dealer is therefore under pressure to not listen to what the customer would 
actually prefer; in addition, many customers, including fleet customers, will actively 
use the lack of availability as a bargaining tool (and may even find the range of 
product variety unnecessary – see Figure 31). Some degree of dissatisfaction may be a 
result of this inability to supply the full product range, which is impossible to measure 
in any direct sense, but may in turn have an impact on customer loyalty and repeat 
purchase illustrated in Figure 25 (many of these repeat buyers will be fleets, so the 
actual repurchase replacement may be lower).  
 
In a completely build to order system, the pressure to sell does not go away. However, 
if all product variety is available within the same lead-time, as proposed by a 
3DayCar system, the full range of product choice is open for discussion. This should 
move the discussion between salesperson and customer from the mismatch of 
expectations outlined above to a more collaborative and consultative process. Without 
the pressure of stock, or the fixed allocation of pipeline, naturally the salesperson will 
always want to richen the mix and sell the most profitable product; but the sales 
discussion has the potential to be a more open discussion about what the customer 
wants and how much they want to spend.  
Figure 25: What proportion of new car buyers in 2000…(2001 NFDA survey) 
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The removal of the stock pressure in a build to order system also has an effect on 
discussion of lead-times. Customers will be able to state when they want their new car 
delivered, and the sold order placed on the basis of an agreed (reliable) delivery date. 
The opportunities for getting customers to place sold orders well ahead is shown by 
the ability of fleet buyers to order at least two months ahead (as shown in Figure 28 in 
the appendix on page 55); flexibility of delivery dates and product variety required (as 
shown in Figure 30 and Figure 31) can also be rationally discussed without the 
pressure to discount ageing stock.  
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5 NSC role will change in line with current trends 
 
5.1 Market Management and National Sales Companies 
National Sales Companies (NSCs) evolved from importers to wholly owned sales 
organisations representing the manufacturer within markets. Importers have tended to 
be replaced by NSCs in each market as the sales volume and strategic importance of a 
market attracts more manufacturer importance.  
• Consolidation of manufacturer brand ownership has put a rationalising pressure on 

NSCs to consolidate functions within markets, in particular the back-office 
functionality such as finance and IT systems33. However, the NSC is still required 
for managing the brand in the widest sense within a market, along with the 
management of the retail network. Unlike management of a conventional retail 
chain, the management of a dealer network cannot be transformed easily into a 
homogenous system; whilst the NSC is a division of a multinational enterprise, 
the retailers are a multitude of different sized independent or group businesses. 
There are fundamental cultural differences between the mode of operation of the 
corporate business compared to the Small and Medium sized enterprises that 
many Dealerships represent.  

• Product offerings across markets are converging, which is complementary to a 
build to order strategy in reducing production complexity that does not represent 
real choice to consumers. This convergence removes much of the complexity in 
the ordering for stock and stock management for markets; of course, the more is 
built to order the less this function is required in any case. 

 
5.2 Centralised Systems and removing the NSC ordering function 
Many of the functions that were once carried out by the NSC are now either being 
centralised - such as order system management, or outsourced completely to third 
party providers - such as HR and logistics management. New vehicle logistics is being 
increasingly centralised and outsourced.  
• The existing pressures on functions being outsourced or centralised are intensified 

by build to order. Build to order requires greater integration of systems34 and 
processes35; although BTO represents a greatly simplified supply chain in terms of 
processes, it also compels manufacturers to increase the coordination and 
collaboration between different parties within the supply chain. Integration of 
ordering systems and logistics within both the vertical channel (from sales outlet 
direct to manufacturing plant) and horizontal channel (cross-market) are key 
enablers to a reliable and effective build to order system. 

• Evolution to completely build to order systems will eventually make market 
distribution centres of finished vehicles and stock management obsolete. 
However, there will still be a need for overseeing the coordination of logistics, in 
particular of cross-docking centres within a market. The brand owner at the 
European level may manage this centrally, but it is more likely that such a 

                                                 
33 Buzzavo and Tongue (2002) ‘National Sales Companies: What role in Lean Distribution?’ ICDP 
management briefing 8, 2002.  
34 Waller and Howard (2001) IT Systems Requirements for 3DayCar: Organising Responsive 
Information Technology Systems for a Build-to-Order Environment,3DayCar Sponsor Report, MT5 
35 Holweg, M. (2000) ‘The Order Fulfilment Process in the Automotive Industry – Conclusion of the 
Current State Analysis’ 3DayCar Sponsor report, July. Reference: S1 – 7/00 
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function will be outsourced completely if multi-brand logistics is to be 
implemented, as suggested by this programme. 

• Some cross-market consolidation of customer-facing functions has proven 
unsuccessful often due to cultural and language differences between markets. For 
example, some manufacturers have experimented with centralised call centres and 
found the costs prohibitive and the service quality questionable. 

• The real-time integration of all ordering systems within an area served by a plant 
is clearly necessary for build to order. Many manufacturers have begun to address 
the evolved fragmentation and latency of their IT legacy. A reliable booking 
system requires that the ordering system have the same booking capability in each 
market, with the lead-times quoted and pricing differentiated based on market 
strategy and delivery distance. Integration is a complicated task, and unless 
designed for future adjustment can become a barrier to future change in 
requirements. Most manufacturers are in the process of reforming their ordering 
systems, as part of their new vehicle supply strategies, with varying degrees of 
implementation and system effectiveness.  

• In a build to order system, many marketing and dealer network decisions will 
continue to be made at the national market level, and the NSC will continue to 
have a critical role in making sure that a manufacturer understands both the 
performance of both its product brand in a market, (its identity, strengths and 
weaknesses), and its sales network. Local market understanding will be if 
anything more important in directing pricing and promotion strategies for 
stimulating demand, and integrating this directed marketing with CRM activities 
designed to encourage consumer loyalty. Local expertise in selecting media, and 
in directing the tone of advertising and the brand, in order to communicate key 
brand values within markets, cannot be easily centralised, and probably can never 
be so long as the cultural differences between the national markets remain as 
marked as present. 

• However, the current setting of monthly sales targets for the retail network by the 
NSC may well be inappropriate. Two NSCs interviewed reforecast the monthly 
sales forecasts used for setting sales targets in order to ensure that the annual 
allocation target was reached. In a build to order system underlying demand will 
be more transparent, and sales targets more aligned to supply chain pressures and 
constraints. 
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5.3 Sales Channel Segmentation and the Ordering system 
 
Most customers in the UK market, are corporate, business or ‘fleet’ customers of 
some kind, as shown in Figure 26. 

Figure 26: UK New Registrations Segmentation Source: 3DayCar/ICDP 1999 
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Sales and Dealer  
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10%

Source:  3DayCar/ICDP, 1999  
Fleet customers range from individual business purchases to rental fleets of 1000’s of 
new vehicles bought every year. There is no such entity as a fleet customer or a fleet 
channel; the range of customers dictates a range of products, services and sales 
channels to suit a variety of niche requirements. However, there are segments within 
both retail and fleet customers that use differing channels to acquire new vehicles.  
 
There are two basic options open to customers in acquiring new vehicles, regardless 
of the segment; either the purchase is funded by the buyer or a third party does so at a 
cost. This translates in the retail and fleet sectors into the choice either to buy, 
(through hire purchase or outright purchase), to or to lease (through either full 
operating lease or finance lease). For example, fleet customers who lease rather than 
buy may well order through a Finance and Leasing company, a broker or directly 
from the NSC rather than via a Dealership, as shown in Figure 27. However, all 
segments will at some point have their orders entered into the single ordering system; 
at the dealer, at the NSC or Dealer by the leasing company (who may have direct 
access to the manufacturer ordering system), or directly via the NSC (large rental 
companies may also have direct access to the manufacturer ordering system). 
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Figure 27: Fleet Sourcing. Data source: 3DayCar Fleet Buyer Survey. 
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Not all buyers are end-users; whilst individual buyers are characterised by retail 
buyers and small businesses, the bulk of company sales are bought via professional 
buyers. Since the largest volume buyers, such as leasing and rental companies, often 
have direct access to the manufacturer proprietary ordering systems, they can often 
see the production schedule and amend orders as required. Other large volume 
purchasers will order via an NSC representative. And whilst the buying from stock 
negotiations, particularly at end of model run out, will cease to be of relevance, there 
will still be large purchase negotiations, but these can be undertaken in the context of 
sales performance and sold capacity at any point. Action on bulk sales will still be 
required in a build to order system; the difference is that action is taken before 
vehicles are built.  
 
The 3DayCar system requires all orders to have a booked delivery date. The orders 
will be booked by delivery date, and either directly booked into a production slot. As 
far as the manufacturing system is concerned, all orders are treated the same, with the 
exception of manufacturer internal orders, (employee, demonstrator and showroom 
vehicle) which can be rescheduled to buffer unused capacity.   
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6 Appendices  
 
6.1 List of brands in 1999 NFDA survey and representation 
 
AUDI 3 
BMW 9 
CITROEN 1 
FIAT 2 
FORD 26 
HONDA 14 
HYUNDAI 3 
JAGUAR 12 
LAND ROVER 7 
LEXUS 1 
MAZDA 2 
MERCEDES BENZ 11 
MITSUBISHI 2 
NISSAN 8 
PEUGEOT 13 
RENAULT 9 
ROLLS ROYCE, BENTLEY, LAND ROVER 1 
ROVER 6 
ROVER/MAZDA/NISSAN 1 
SAAB 5 
SAAB, MITSUBISHI, AND HONDA 1 
SUBURU 2 
SUZUKI 2 
TOYOTA 9 
VAUXHALL 19 
VOLKSAGEN/AUDI 1 
VOLKSWAGEN 5 
VOLVO 11 
VW, AUDI, PORCHE 1 
VW, MERCEDES, AUDI 1 
VW,AUDI, JEEP, MERCEDES BENZ 1 
OTHER/ANON 9 

 198 
 
6.2 List of brands in 2001 NFDA survey and representation 
 
BMW 6 
CHRYSLER JEEP 4 
CITROEN 1 
FIAT/ALPHA 3 
FORD 12 
HONDA 2 
HYUNDAI 3 
JAGUAR 2 
KIA AND OTHER 4 
LAND ROVER 4 
LEXUS 1 
MERCEDES BENZ 6 
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MG ROVER 7 
NISSAN 6 
PEUGEOT 5 
RENAULT 3 
SAAB 1 
SEAT 5 
SKODA 2 
SUBARU 2 
TOYOTA 5 
VAUXHALL 9 
VOLKSWAGEN 7 
VOLVO 6 
OTHERS/ UNNAMED  23 
 129 
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6.3 Fleet Buyer Survey Data 
Figure 28: How far ahead are you able to commit an order for new cars? 
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Figure 29: Handover spread across the week for fleet customers (How are car deliveries to you 
spread over a typical month? Estimate the percentage for each week) 
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Figure 30: Weekly flexibility in fleet sales delivery 
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Figure 31: Product variety and Fleet Buyers 
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6.4 Dealer satisfaction with Support Systems 
Figure 32: Customer Facing Support Systems (Results from 2001 3DayCar NFDA survey) 
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Figure 33: Administrative Support Systems (Results from 2001 3DayCar NFDA survey) 
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