JEFF SMITH

The

KPI
Book
Third Edition
“The ultimate guide to understanding the
Key Performance Indicators of your business”

Jeff Smith speaks at conferences and
conducts training courses all over the world
For further information on how to book Jeff for
your next event, please visit our website at:
www.Jeff-Smith.com
or call us on
 0044 1384 371432

YOURS TO HAVE AND TO HOLD
BUT NOT TO COPY
Photocopying this book is the same as theft.
It’s against the law and legal action
will be taken against you
© 2018 Insight Training & Development Limited.
This publication is protected by copyright law. All rights
are fully reserved and no portion of this book may be
reproduced or used in any form – graphic, electronic or
mechanical including photocopying, sound recording,
information storage and retrieval systems, or by any other
means without the written permission from Jeff Smith.
Published by:
Insight Training & Development Limited
P. O. Box 1234
Stourbridge
England
DY8 2GE
Telephone UK:
International:
Web Address
Email:

01384 371432
+44 1384 371432
www.Jeff-Smith.com
Jeff@Jeff-Smith.com

ISBN:
EAN:

978-0-9540259-7-7
9780954025977

The right of Jeff Smith to be identified as the author of this
work has been asserted by him in accordance with the
Copyright, Designs and Patents Act 1988.

iii

Companion books in this series, written by Jeff Smith

CLOSE MORE DEALS
“The ultimate guide to winning more customers,
increasing sales and making more profit”

Management Accounts Made Easy
“The ultimate guide to understanding the
Financial information of the automotive industry”
Written to be the perfect partner for The KPI Book

How To Make More Profit With Your
Service Department
“The ultimate guide to understanding and
improving your operational efficiencies”

The KPI Book Third Edition
“The ultimate guide to understanding the
key performance indicators of your business”

v

All Jeff Smith books are available to order for worldwide shipping directly from www.Jeff-Smith.com

ABOUT THE AUTHOR
Jeff Smith is an International
Conference Speaker, Trainer
and Business Strategist. He’s
also the Author of the top 7
best-selling books in the
world on key performance
indicators and with book
sales already in excess of
100,000
copies,
he’s
regarded as the world’s #1 leading expert on the subject of
KPI and Business Strategy.
He lives in the United Kingdom and he’s a truly global
Trainer and Conference Speaker with more than 25 years
of professional speaking experience. During his time, he’s
spoken in more than 71 different countries, hundreds of
different cities and touched the lives of hundreds of
thousands of people all over the world. His client list reads
like a who’s who of global success. He’s worked with
royalty, a string of fortune 100 companies and he’s also
made a whole series of television programmes on KPI,
business strategy and education for Sky TV.
He’s particularly well known for his ability to explain and
convey complex information into jargon-busting, plain
English that everyone understands.
If you would like to engage Jeff as a Trainer or Keynote
Speaker at your next event, you can contact him using the
following details:
 +44 1384 371432
Email: jeff@jeff-smith.com
Web Site: www.Jeff-Smith.com
vii

Contents
Introduction

15

How to use this book

17

Understanding Your Sales Process

27

Closing %

28

Closing Ratio

29

Deal Offer %

30

Enquiry Conversion %

31

Enquiry Source Mix

32

Marketing Effectiveness

33

Method Of Initial Contact Mix

34

Vehicle Demonstration %

35

Vehicle Presentation %

36

Understanding The Sales Department

37

% Value of Stock Over 90 days

38

Adopted Stock

39

Advertising Cost per Unit Sold

40

Annualised Sales

41

Annualised Sales per Salesperson

42

Average Selling Price

43

Circulation of Operational Investment (New)

44

Circulation of Operational Investment (Used)

45

Circulation of New Stock

46

Circulation of Used Stock

47

Cost of Overage Stock (Used Vehicles )

48

Days Supply (New Vehicles)

49

Days Supply (Used Vehicles)

50

Department Contribution %

51

Department Expenses

52

Department Profit % (New Vehicles)

53

Department Profit % (Used Vehicles)

54

Department Profit % (Total Sales Dept.)

55

Direct Expenses

56

Direct Profit % (New Vehicles)

57

Direct Profit % (Used Vehicles)

58

Direct Profit % (Total Sales Dept.)

59

Finance Commission per Unit

60

Finance Penetration

61

Gross Profit (New Vehicles)

62

Gross Profit (Used Retail Vehicles)

63

Gross Profit (Used Trade Vehicles)

64

Gross Return on Operational Investment (New)

65

Gross Return on Operational Investment (Used)

66

Gross Return on Stock (New Vehicles)

67

Gross Return on Stock (Used Vehicles)

68

Lost Opportunity Costs (Used Vehicles)

69

New : Used Retail Ratio

70

New Vehicle Contribution %

71

Operating Profit (New Vehicles)

72

Operating Profit (Used Vehicles)

73

Operating Profit (Total Sales Department)

74

Operational Investment (New Vehicles)

75

Operational Investment (Used Vehicles)

76

Policy Costs

77

Reconditioning Costs

78

Rectification

79

Retail : Trade Ratio

80

Return on New Vehicle Stock

81

Return on Used Vehicle Stock

82

Return on Operational Investment (New)

83

Return on Operational Investment (Used)

84

Sales Commission

85

Semi-Fixed Expenses

86

Stock Turn

87

Stock Turn Days (Used Retail Vehicles)

88

Target Related Bonus

89

Trade Sales (Used Vehicles)

90

Stocking Loan (Used Vehicles)

91

Used:New Retail Ratio

92

Used Vehicle Ageing

93

Used Vehicle Contribution %

94

Used Vehicle Write Down

95

Variable Expenses

96

Variable Gross Profit

97

Vehicle Debtor Days

98

Jeff Smith’s Law Of The Service Department

99

Efficiency (Models 2, 3 & 4, Sector C)

118

Labour Utilisation (Model 6, Sector B)

119

Overall Efficiency (Model 1, Sector A)

120

Productivity (Model 1, Sector C)

121

Productivity (Model 2, Sector A)

122

Productivity (Models 3 & 4, Sector B)

123

Productive Efficiency (Model 6, Sector C)

124

Proficiency (Model 3, Sector A)

125

Selling Efficiency (Model 5, Sector C)

126

Service Efficiency (Model 5, Sector A)

127

Utilisation (Models 1 & 2 Sector B)

128

Utilisation (Model 4, Sector A)

129

Working Efficiency (Model 5, Sector B)

130

Workshop Efficiency (Model 6, Sector A)

131

Summary of the Operational Efficiencies

132

Allocated Job Time

134

Manufacturers’ Book Time

135

Technical Efficiency

136

Respecting the Law

137

Understanding The Service Department

139

Debtor Days

140

Department Contribution

141

Department Expenses

142

Department Gross Profit %

143

Department Profit %

144

Direct Expenses

145

Direct Profit %

146

Diverted Time

147

Hours Allowed

148

Hours Attended

149

Hours Bought

150

Hours Sold

151

Hours Sold per Job Card

152

Hours Sold per Parc

153

Hours Sold per Technician

154

Hours Worked

155

Idle Time

156

Labour Cost of Sales

157

Labour Gross Profit

158

Labour Gross Profit %

159

Labour Sales Mix

160

Lead Time

161

Loading Efficiency

162

Lost Time

163

Oil & Lubricants Profitability

164

Operating Profit %

165

Parts Sales per Hour Sold

166

Parts Sales Mix per Hour Sold

167

Parts Sales per Technician

168

Policy Costs

169

Productive Ratio

170

Recovery Rate (Overall)

171

Recovery Rate (Sector Breakdown)

172

Recovery Rate % (Overall)

173

Recovery Rate % (Retail)

174

Recovery Rate % (Internal)

175

Recovery Rate % (Warranty)

176

Rectification

177

Repair Orders per Technician

178

Retail Hours Sold per Retail Job Card

179

Retail : Internal Ratio

180

Revenue per Technician

181

Semi-Fixed Expenses

182

Service Advisor Efficiency

183

Service Sales per Parc Unit

184

Sub Contract Profitability

185

Technical Efficiency

186

Variable Expenses

187

Vehicle Parc

188

Work-In-Progress (Days)

189

W-Time

190

Understanding The Parts Department

191

Annualised Parts Sales

192

Average Bought Cost

193

Average Buying Margin %

194

Bike Down

195

Circulation of Operational Investment

196

Circulation of Stock

197

Debtor Days

198

Department Contribution

199

Department Expenses

200

Department Profit

201

Direct Expenses

202

Direct Profit

203

Emergency Order %

204

Gross Profit %

205

Gross Return on Operational Investment

206

Gross Return on Stock

207

Imprest Stock

208

Oil & Lubricants Profitability

209

Operational Investment

210

Operating Profit

211

Obsolete Stock

212

Outside Sales Specialist

213

Parts Profit per New Unit Sold

214

Parts Operational Investment

215

Parts Sales Categories

216

Parts Sales Mix

217

Parts Sales Per Hours Sold

218

Parts Sales per Parc Unit

219

Parts Sales per Technician

220

Parts Stock Value

221

Parts Sales Per Employee

222

Rebates and Bonuses

223

Return on Operational Investment

224

Return on Stock

225

Semi-Fixed Expenses

226

Stock Adjustments

227

Total Parts Stock Turn (Version 1)

228

Total Parts Stock Turn (Version 2)

229

True Parts Stock Turn (Version 1)

230

True Parts Stock Turn (Version 2)

231

Vehicle Parc

232

VOR % (Version 1)

233

VOR % (Version 2)

234

VOR Penalty

235

Jeff Smith’s Law Of The Bodyshop

237

Bodyshop Efficiency (Model 5, Sector A)

256

Efficiency (Models 2, 3 & 4, Sector C)

257

Labour Utilisation (Model 6, Sector B)

258

Overall Efficiency (Model 1, Sector A)

259

Productivity (Model 1, Sector C)

260

Productivity (Model 2, Sector A)

261

Productivity (Model 3 & 4, Sector B)

262

Productive Efficiency (Model 6, Sector C)

263

Proficiency (Model 3, Sector A)

264

Selling Efficiency (Model 5, Sector C)

265

Utilisation (Models 1 & 2 Sector B)

266

Utilisation (Model 4, Sector A)

267

Working Efficiency (Model 5, Sector B)

268

Workshop Efficiency (Model 6, Sector A)

269

Summary of the Operational Efficiencies

270

Allocated Job Time

272

Work Providers Agreed Time

273

Technical Efficiency

274

Respecting the Law

275

Understanding The Bodyshop

277

Cycle Time

278

Debtor Days

279

Department Contribution

280

Department Expenses

281

Department Profit %

282

Direct Expenses

283

Direct Profit %

284

Diverted Time

285

Estimate Conversion Ratio

286

Estimator Efficiency

287

Gross Profit %

288

Hours Attended

289

Hours Bought

290

Hours per Vehicle Parc

291

Hours Sold

292

Hours Sold per Repair

293

Hours Worked

294

Idle Time

295

Key To Key

296

Labour Cost of Sales

297

Labour Gross Profit

298

Labour Gross Profit %

299

Labour Sales per Parc Unit

300

Labour Sales Mix

301

Lead Time

302

Loading Efficiency

303

Lost Time

304

Operating Profit %

305

Paint & Materials per Labour Hour Sold

306

Parts Sales per Labour Hour Sold

307

Policy Costs

308

Productive Ratio

309

Recovery Rate (Overall)

310

Recovery Rate % (Overall)

311

Recovery Rate % (Retail)

312

Recovery Rate % (Internal)

313

Recovery Rate % (Warranty)

314

Recovery Rate % (Work Provider)

315

Rectification

316

Repair Orders per Technician

317

Retail : Work Provider Ratio

318

Revenue per Technician

319

Semi-Fixed Expenses

320

Sub Contract Profitability

321

Technical Efficiency

322

Variable Expenses

323

Vehicle Parc

324

Work-In-Progress (Days)

325

W-Time

326

Interpreting Your Business Information

327

Absorption % (Basic Version)

328

Absorption % (Advanced Version)

329

Absorption Shortfall

330

Acid Test

331

Capital Employed

332

Cash Profits

333

Circulation of Capital Employed (COCE)

334

Circulation of Current Assets (COCA)

335

Circulation of Funds Employed (COFE)

336

Circulation of Investment (COI)

337

Current Ratio

338

Debtor Creditor Ratio

339

Debtor Days

340

Earnings Before Interest and Tax (EBIT)

341

Equity %

342

Fixed Asset %

343

Funds Employed

344

Gearing Ratio

345

Interest %

346

Interest Cover

347

Interest Cover Ratio

348

Investment

349

Loan Repayment %

350

Net Profit %

351

Net Profit Before Interest % (NPBI)

352

Net Profit Before Tax % (NPBT)

353

Resorption

354

Return on Capital Employed % (ROCE)

355

Return on Funds Employed % (ROFE)

356

Return on Investment % (ROI)

357

Return on Sales % (ROS)

358

Sales Retention Index (SRI)

359

Service Absorption

360

Vehicle Breakeven Volume

361

Working Capital

362

Working Capital Ratio

363

Acknowledgements

364

How to order additional copies

367

Jeff Smith Training Events

368

Understanding Your
Sales Process
“Never trade your skill,
talent and knowledge for luck.”
- Jeff Smith

Closing %
Vehicles Sold  Deal Offers x 100
Baseline: > 35%
A customer cannot buy anything from you until you have
provided them with a price, they need to know how much
money they have to pay to buy the vehicle. Therefore, the
Closing % measures how successful you are at winning
the sale having given a price.
Example:
(A) Vehicles Sold
(B) Deal Offers
(C) Closing %

= 960
= 1,640
= 58.54% (A ÷ B x100)

The example shown is much higher than the baseline,
because this is what the top achievers deliver. The Closing
% is impacted by selling skills and asking for the business
of course, but the top achievers have a high percentage of
repeat business and a well-structured referral system.
If you do not have a high degree of repeat business, nor
have an effective referral system and only rely upon
marketing to bring strangers to your door, then the Closing
% will be around 35%, or one sale in every three deal
offers given.
Although many people look at the Closing % to be the
most important KPI in the sales arena, it should not be read
in isolation. Every single step within the sales process has
its own part to play in the Closing % and missing out a
step, or failing to properly satisfy the customer on each
step will have a significant impact on closing the deal.

Vehicle Demonstration %
Demonstrations  Presentations x 100
Baseline: > 75%
The Vehicle Demonstration % questions the number of
vehicle demonstrations given compared to the number of
vehicle presentations given. This KPI doesn’t assess the
quality of the demonstration, nor if the correct vehicle has
been demonstrated, it only questions if demonstrations
have been conducted or not.
Example:
(A) Vehicle Demonstrations = 1,292
(B) Product Presentations
= 1,526
(C) Vehicle Demonstration % = 84.66% (A ÷ B x100)
If you want to close more deals, then do more
demonstrations. The more demonstrations you do, the
more people will buy; the higher your results in this area,
the better.
The vehicle demonstration should be one of the main aims
within the sales process because this is where the vehicle
speaks for itself. No more theory, no more imagination, no
more wondering how the vehicle performs; this is where
the rubber meets the road.
Let’s be very clear, the customer didn’t visit your business
to speak with a salesperson, nor did they visit your
business to be sold something they didn’t want. The
customer came to visit your business to find out more
about the vehicle and by far the best way to do that is for
the customer to experience it for themselves.

Vehicle Presentation %
Presentations  Face-To-Face Meetings x 100
Baseline: > 90%
This KPI questions the number of face-to-face meetings
that have taken place with customers in a given period and
ascertains what percentage of those customers have been
qualified and continued forward through the sales process
to receive a vehicle presentation.
Example:
(A) Vehicle Presentations
= 1,526
(B) Face-To-Face Meetings = 1,640
(C) Vehicle Presentation % = 93.05% (A ÷ B x100)
The baseline is high for this area of performance because
the customers’ primary reason for arranging a face-to-face
meeting is to see and touch the vehicle in which they’re
interested. A low result here suggests that the customer is
not being shown what they came to see.
If having properly qualified a customer and a suitable
vehicle is not available to present, it could be that a second
appointment is made to conduct the vehicle presentation.
Where this is the case, only a single face-to-face meeting
with the customer should be counted and not all
subsequent face-to-face meetings.
Poor performance here could relate to many things, but
especially looking back through the sales process which
could be poor qualification skills, or it could be a lack of
vehicle availability. It’s extremely unlikely that the
customer said no thank you, I don’t want to see anything.

Understanding The
Sales Departments:
New, Used & Trade
“People often say perception is reality,
but when it comes to management,
performance is reality”
- Jeff Smith

% Value of Stock Over 90 days
Value of Stock Over 90 days  Stock Value (x 100)
Baseline: < 10% of Stock Value
This KPI takes the total value of your new or used vehicle
stock, and then states the collective value of the vehicles
that are over 90 days old as a percentage of the total. In
other words, if you have £3,692,997 invested in vehicle
stock, how much of this money is invested in vehicles that
have been in stock for more than 90 days?
Example:
A) Value of Stock Over 90 Days
B) Value of Total Stock
C) % of Funds Over 90 days

= £174,859
= £2,019,154
= 8.66% (A ÷ B x100)

This KPI very wisely moves away from used vehicle units
and measures the money that is invested within them.
The example above illustrates that 8.66% of the money
that is invested in vehicle stock is currently invested in
vehicles that have been in stock for more than 90 days.
What the KPI does not tell you is how much longer than
90 days the investment has been there.
This is a very useful trend to assess because it measures
the ability to manage the money that is invested in vehicle
stock as opposed to the units themselves.
It removes the emotion that is often attached to those
vehicles that someone will buy “one day”, and focuses
your mind on the real issue at stake: Cash.

Cost of Overage Stock (Used)
Days in stock  Days Stock Turn x GP per Unit
Baseline: < Gross Profit per Unit x 2
This statistic measures the profitability of the space that a
used vehicle occupies rather than any measurement of the
used vehicle itself. Understanding of this difference is
critical to this concept.
Let’s assume that your used vehicle Stock Turn is 35 days
and your Gross Profit is £2,659 per used vehicle.
If you have a used vehicle that remains in stock for a
period of longer than 35 days, then the space it occupies is
no longer productive at the average selling rate of the other
stock and is therefore missing profit opportunities.
In order to establish the value of this lost opportunity you
must divide the actual number of days a vehicle has been
in stock by your Days Stock Turn and then multiply this
by your average Gross Profit.
Example:
A) Actual Days in Stock
B) Stock Turn
C) Failed to sell
D) Average Gross Profit
E) Cost of Overage Stock

= 132
= 35 Days
= 3.77 times (A ÷ B)
= £2,659
= £10,024 (C x D)

This concept accepts the principle that your used vehicles
generate £2,659 every 35 days, whereas this vehicle has
failed to do so 3.77 times. Therefore it has missed the
opportunity to generate £10,024 from the space occupied.

Stock Turn
Annualised Used Retail Unit Sales  Used Unit Stock
Baseline: > 8 times per annum
Used vehicle Stock Turn tells you the number of times that
you use your used vehicle stock in 1 year; the higher the
number, the better.
Example:
A) Annualised used Retail vehicle sales = 1,462
B) Number of units in used stock
= 152
C) Annual Stock Turn
= 9.62 (A ÷ B)
This example illustrates the used vehicle stock being
utilised 9.62 times per year; note that consignment stock
should also be included and Trade Sales are excluded.
Quite simply, the faster you turn your used vehicle stock,
the less money you need to invest. The baseline of 8 times
per year is an urban myth and represents mere survival.
You want to achieve closer to 10 times per year; the top
achievers deliver 12 times per year or more.
Stock Turn has been the traditional KPI used to assess how
well a Sales Manager uses the stock, but it falls short in
quite a few places because it only counts units and makes
no reference to the profits generated, the management of
the investment, credit control or indeed the value of stock.
To gain the complete picture, please also see Circulation
of Operational Investment on page 45 and in conjunction
with that Return on Operational Investment on page 84.
These KPI look more closely from a business perspective.

Stock Turn Days (Used Retail Vehicles)
Units in Stock x 365  Annualised Retail Units Sold
Baseline: < 45 Days
This is also known as Days Supply or Days Stock Turn.
The KPI questions how many days, on average, used
vehicles remain in stock prior to being sold.
Example:
A) Used Vehicles in Stock
B) Days in 1 year
C) Used Retail Sales
D) Stock Turn Days

= 152
= 365
= 1,462
= 37.94 days (A x B ÷ C)

This example is illustrating that used vehicles remain in
stock for an average period of 37.94 days prior to being
sold. This figure is of course an average of the entire stock
and of course some vehicles sell within the first 10 days or
less and others may remain in stock for 60 days or more.
Evidence from the top achievers confirms that dealers with
this KPI reporting lower than 40 days have significantly
higher gross profit in used vehicles and lower expenses
than those dealers who report 50 days stock turn or more.
The higher the figure, the worse the situation because it
confirms that vehicles are remaining in stock for longer
periods of time. Not only does profitability fall, but you
will also be attracting overage stock, which brings with it
a whole host of other undesirable problems. 45 days is
tolerable, but 36 days or lower would be a good result.

This is a very small sample
of the Sales Department

Understanding The
Service Department

“To give real service, you must add three ingredients
which cannot be bought or measured with profit:
sincerity, passion and integrity.”
- Jeff Smith

Idle Time
Hours Attended – Hours Worked
Benchmarks: 5% to 15% of the Hours Attended
This term is also known as Lost Time, Unrecovered Time
or Diverted Time.
Idle Time means that the Technicians have been attending
the dealership and available to work, but they have not
been clocked onto jobs. Typically this could be due to a
lack of work available, time spent locating a vehicle, or
waiting for parts and other such issues.
Example:
A) Hours Attended
B) Hours Worked
C) Hours Idle
D) Average labour Cost
E) Cost of Idle Time

= 27,000
= 24,691.50
= 2,308.50 (A - B)
= £22.50
= £51,941.25 (C x D)

The mathematical formula is simply Hours Attended
minus Hours Worked and this is shown here as a number
of hours and a monetary value, which can usually be found
within the Variable Expenses of the Service Department.
There’s often a big misunderstanding here which is that
this represents Technicians time that has not been sold;
that is incorrect. The truth is that this is the Technicians
time that has not been worked. Technicians don’t sell
hours, they work hours, it’s the Service Advisor who sells
the hours and that’s a completely different function,
performed by different people at different times.

Loading Efficiency
Hours Allowed  Hours Attended (x 100)
Benchmarks: 85% to 104.50%
This KPI questions how much work has been loaded in the
workshop based upon how much time is available to work
by the Technicians and the time given to them to complete
that work (Allocated Job Times).
Example:
A) Hours Allowed
B) Hours Attended
C) Loading Efficiency

= 25,992
= 27,000
= 96.27% (A  B x 100)

Most computerised workshop loading systems load a
workshop to a default figure of 80% of the Hours
Attended. This means the remaining 20% which has not
been filled with work which is reliant upon customers
bringing in vehicles which have not booked in, vehicle
breakdowns, selling up additional work or leaving spare
capacity for jobs that take longer than the Hours Allowed.
When loading your workshop, you must consider if you
are filling this 20% gap everyday with additional work. If
this is not the case, to avoid losing profits you need to
increase the Loading Efficiency by small increments until
you reach your optimum levels of performance.
Your optimum loading levels are governed by the speed at
which your Technicians complete their work. When
Technicians complete their work faster than the Hours
Allowed, it’s possible for the Loading Efficiency to be
greater than 100% as reflected in the upper benchmark.

Recovery Rate (Overall)
Total Labour Sales  Total Hours Sold
Baseline: Not Applicable
Your Service Department will have published labour rates,
(Charge out Rates) but how often are you able to charge
the full amount to every customer on every job without
giving a discount?
The Recovery Rate is asking how much revenue you have
recovered per Hour Sold after any discount.
Example:
A) Invoice Value of Hours Sold
B) Number of Hours Sold
C) Overall Recovery Rate

= £3,866,669.08
= 28,563.13
= £135.37 (A ÷ B)

This example shows that for every hour that has been sold,
the sum of £135.37 has been invoiced. The problem here
is that you will have different labour rates for Retail,
Internal and Warranty so this figure does not reveal if any
discount has been given because it changes with the
volume of hours sold in each sector. Apart from
controlling the discount levels, there are two main issues:
1) In which income stream is the discount being given?
For this you need to calculate the Recovery Rates for
Retail, Internal and Warranty. Please see the next page
where the discounted areas will become visible.
2) How can you baseline this performance to compare
against other dealers? You can ascertain this by
calculating the Recovery Rate % for each income stream.

Utilisation
(Models 1&2, Sector B, pages 112 and 113)

Hours Worked  Hours Attended (x100)
Benchmarks: 85% to 95%
This KPI asks how much of the Technicians Attended time
is actually spent spanner-in-hand, head-under-bonnet,
clocked onto a job card.
Example:
A) Hours Worked = 24,691.50
B) Hours Attended = 27,000
C) Utilisation
= 91.45% (A  B x 100)
This example shows that Technicians have attended
27,000 hours of which 91.45% of that time has been spent
clocked onto jobs. In other words, 91.45% of the time
available to work has been utilised. The remaining
2,308.50 hours, which is 8.55% of the hours attended that
was not clocked onto jobs will be shown as Idle Time.
Hours Worked = 24,691.50

Idle Time

Utilisation = 91.45%

8.55%

Hours Attended = 27,000

It’s influenced by the speed at which the Technicians
complete their jobs and the number of hours available to
work. The danger here is that if Technicians slow down,
Utilisation will increase, so it must be analysed in the
context of Jeff Smith’s Law of The Service Department to
ensure the correct interpretation.

Work-In-Progress (Days)
WIP Hours ÷ No of Tech’s ÷ Hrs Attended in 1 day
Baseline: 3 days or less
Work in progress (WIP) simply refers to the number of
hours that have been booked onto jobs that have not yet
been invoiced. This vital KPI informs you of the number
of days Work In Progress that you have accumulated.
Example:
A) Hours booked as WIP
B) No of Technicians
C) Hours Attended in 1 day
D) Work In Progress Days

= 300
= 15
= 8 (Per Technician)
= 2.5 Days (A ÷ B ÷ C)

Many financial reports have a tendency to provide WIP as
a total monetary value, but this can often be misleading.
You must ask the question, is it reporting a value based
upon the Labour Cost of Sales, Hours Sold at retail value,
or Hours Sold at the current Recovery Rate?
The example above just deals with the number of hours
accumulated in WIP and excludes the value of Parts and is
therefore more useful in trend analysis. Be aware that an
increasing trend in this KPI is a bad thing because it’s
affecting profitability, cash flow and perhaps more
importantly, Customer Satisfaction.
If you are not able to get your WIP anywhere near 3 days
or less, you may wish to investigate the Productive Ratio
on page 170 and ask yourself the question of whether you
have enough staff to cope with the volume of work your
Service Department is conducting.

This is a very small sample
of the Service Department

Understanding Your
Parts Department
“Profit Loves Speed”
- Jeff Smith

Gross Return on Stock
Annualised Gross Profit  Stock
Baseline: >176%
This KPI questions the Gross Profit being returned from
the investment made in Parts Stock.
Example:
A) Total Dept. Gross Profit = £2,215,201.72
B) Parts Stock Value
= £745,690
C) Gross Return on Stock = 297.07% (A ÷ B x 100)
This KPI is useful for a quick glance at Gross Profit versus
stock because it’s gathered from easily accessible
information. It could be used for budgeting purposes, but
the problem here is that it excludes all aspects of credit
control because the debtors and creditors are excluded.
Using this KPI as a primary measure could be dangerous
because it would relieve all pressure from the Parts
Manager to properly manage aged debt analysis and
maximising credit terms with the financing of stock and of
course the age of stock.
For a more complete understanding, please see Gross
Return on Operational Investment on page 206 and then
decide for yourself which is the most pertinent to you.
Good stock management and the correct stock levels can
have a massive impact here and the world’s top achievers
in Parts profitability attain levels significantly higher than
the baseline given here so the example given is not too
optimistic.

Total Parts Stock Turn (Version 1)
Annualised Parts Purchases ÷ Stock Value
Baseline: Not Applicable
The basic principle of Stock Turn is asking the question of
how many times you use the investment in stock in one
year. However, not everything is as it first appears!
Example:
A) Annualised Parts Purchases (at cost) = £5,541,157
B) Parts Stock Value (at cost)
= £745,690
C) Total Parts Stock Turn
= 7.43 (A ÷ B)
This KPI suggests that £745,690 is invested in stock and
the Parts Manager has used this stock 7.43 times in one
year. However, the mathematics here has a fatal flaw. The
issue is that it uses the “total parts” purchases, which of
course the hope is that they’ve been sold, but some of the
parts that have been sold have not come from stock; they
may have been ordered on VOR or other purchases.
The danger here is that the more VOR parts you purchase
the higher this Stock Turn will be, this is because the cost
price of VOR is higher and inflates the parts purchase
value. This is incredibly dangerous because it means that
the worse you are at stock management, the higher this
Stock Turn is reporting.
It’s not possible to place a baseline on this KPI because
the core formula is flawed and it therefore does not give
the intended result. Be careful with this one, it can catch
you out and can be very misleading. For a more accurate
figure, please see True Stock Turn on page 230.

True Parts Stock Turn (Version 1)
Annualised Stock Purchases ÷ Stock Value
Baseline: Dependent Upon frequency of Stock Order
This KPI is valuable when you wish to know how many
times the Parts Manager uses the funds invested in the
parts stock; the higher the number the better.
Example:
A) Annualised Stock Order Purchases
B) Annualised VOR. Purchases
C) Annualised Other Purchases
D) Current Stock Value
E) True Parts Stock Turn

= £3,876,292
= £759,739
= £905,126
= £745,690
= 5.20 (A ÷ D)

Please note that VOR and Other Purchases are excluded
from this equation because those orders are not intended
for stock purposes. They come in and go out with
immediate effect because they were required for a
customer and were not in stock at the time of the order.
Please compare the result here with the Total Stock Turn
on page 228 and you will clearly see the difference.
You may need to calculate the True Parts Stock Turn
yourself as this is seldom shown on Composite reports;
many use the Total Stock Turn shown on page 228.
The baseline is wholly dependent upon the frequency of
the Stock Order. A European and US business model
typically has stock order terms of 3 days or less and has
little requirement for stockholding; they should achieve a
figure of at least 6 times, whereas a country with a very
slow supply chain may slip down to 3 times per year.

VOR % (Version 1)
Purchases on VOR ÷ Total Purchases (x 100)
Baseline: Depends upon frequency of Stock Order
VOR is an abbreviation for Vehicle Off Road. VOR sales
occur when a vehicle is being repaired in the workshop
and the parts required to repair the vehicle are not currently
held within your parts stock. At this point a VOR order is
placed with the manufacturer.
Example:
A) Purchases on VOR.
B) Total of parts purchases
C) VOR %

= £759,739
= £5,541,157
= 13.71% (A ÷ B x 100)

In this instance, the required parts are ordered from your
franchise manufacturer on a VOR basis and the parts are
delivered much faster than they would otherwise be
delivered on a stock order. But beware; they often carry a
price penalty so you pay more for the privilege.
This KPI is captured on a monthly basis and this example
is showing that 13.71% of the purchases in this particular
period were ordered on a VOR basis. The percentage of
VOR orders is dependent upon the Parts Manager’s ability
to select the right items for stock and it’s also dependent
upon the frequency of the stock order.
A European and US business model with a daily stock
order should have no more than 5% VOR, whereas
businesses in the Middle East, Asia and Latin America
who have a much slower supply chain could see the
VOR% creep up towards 30% in some instances.

This is a very small sample
of the Parts Department

Understanding The
Bodyshop
“There are no secrets to success.
It’s the result of hard work, preparation
and above all, learning from your mistakes.”
- Jeff Smith

Cycle Time
First Notification Of Loss (FNOL) to Handover
Purpose: Budgeting and Composite Analysis
Cycle Time has been created by work providers to obtain
an “average cycle time” which is ideal for their own cost
control purposes and for these reasons it makes sense
when they have such a large sample size of repairs.
However, from a Bodyshop Management perspective this
can be completely misinterpreted because there’s no such
thing as an average job, which means that Cycle Time can
vary based upon the type and mix of jobs you receive
rather than the time it takes to complete those jobs.
Another distortion here is that different work providers
have different criteria for measuring the Cycle Time,
which means that if you have multiple work providers, you
may also have multiple versions of Cycle Time; here are
three more variants of Cycle Time as an example:
1) FNOL to Invoice
2) Vehicle receipt to invoice
3) Vehicle receipt to vehicle handover
There are indeed many more versions and none of them
are right or wrong. However, applying any form of Cycle
Time on a day-to-day basis within a Bodyshop can be very
misleading because the sample size of repairs is so much
smaller than the sample size of the work provider. This
means that you cannot accurately compare Cycle Times
because the average times will be very different. Please
also see Key-To-Key on page 296.

Debtor Days
Bodyshop Debtors ÷ Bodyshop Daily Credit Turnover
Baseline: < 45 days
Debtor Days is a measurement of the credit activity within
the Bodyshop. Its purpose is to inform you of the average
number of days your customers take to pay you.
Example:
A) Bodyshop Debtors
B) Daily Credit Turnover*
C) Debtor Days

= £145,557
= £3,418.97
= 42.57 days (A ÷ B)

Note:
In order to calculate the Bodyshop Daily Credit Turnover,
you will need to take the annualised Bodyshop Turnover
sold on credit and divide that figure by 365 to arrive at a
daily sales turnover.
Example:*
A) Annual Turnover On Credit = £1,247,924.05
B) Days in 1 year
= 365
C) Daily Credit Turnover
= £3,418.97 (A ÷ B)
In many cases, customer credit agreements are for 30 days
and all too often these credit terms are not fully instigated
and your money is outstanding for longer periods of time.
An increasing problem within this sector of business is the
value of debtors owed by insurance companies. Due to
very lean trading margins, it is critical to keep control of
this Key Performance Indicator.

Key To Key
Job Commencement to Job Completion
Purpose: Budgeting and Composite Analysis
Key To Key has been created by work providers to
establish an “average job time” once work begins on a
vehicle at the Bodyshop. However, the measurement is
rather fuzzy around the edges because there are different
metrics provided by different work providers. Here are
some other variants to show examples:
1) Vehicle on site to job completion
2) MET Technician clocks onto job to vehicle handover
3) Vehicle on site to invoice
In addition to these variables, work providers targets based
on the Hours Worked also varies. For instance, if you
begin a job at 16:00 on a Monday and complete at 10:00
on Wednesday some work providers will count each day
of work and the Key To Key will be 3 days, whereas other
work providers will count the hours worked on the job and
the Key To Key will be 2 days.
It’s also worth noting that the Key To Key times can be
affected by factors which are outside of the Repairer’s
control, these are things such as the delays on parts from
local dealers which are becoming more prevalent in the
European markets where dealers are carrying less stock.
So as you can see, Key To Key is not as straightforward or
as simple as it first may appear. However, one thing for
sure is that the duration time of Key To Key should be less
than the Cycle Time; see page 278.

Loading Efficiency
Hours Allowed  Hours Attended (x 100)
Benchmarks: 85% to 118.75%
This KPI questions how much work has been loaded in the
workshop based upon how much time is available to work
by the Technicians and the time given to them to complete
that work (Allocated Job Times).
Example:
A) Hours Allowed
B) Hours Attended
C) Loading Efficiency

= 20,794
= 21,600
= 96.27% (A  B x 100)

Most computerised workshop loading systems load a
workshop to a default figure of 80% of the Hours
Attended. This means the remaining 20% which has not
been filled with work is reliant upon customers bringing
in vehicles who have not booked in, vehicle breakdowns,
selling up additional work or leaving spare capacity for
jobs that take longer than the Hours Allowed.
When loading your workshop, you must consider if you
are filling this 20% gap everyday with additional work. If
this is not the case, to avoid losing profits you need to
increase the Loading Efficiency by small increments until
you reach your optimum levels of performance.
Your optimum loading levels are governed by the speed at
which your Technicians complete their work. When
Technicians complete their work faster than the Hours
Allowed, it’s possible for the Loading Efficiency to be
higher than 100% as reflected in the upper benchmark.

Technical Efficiency
Hours Allowed  Hours Worked (x 100)
Benchmarks: 100% to 125%
This KPI measures the speed at which the Technicians
complete their jobs compared with the time allowed as
defined by the allocated time or the Bodyshop Manager.
Example:
A) Hours Allowed
= 20,794
B) Hours Worked
= 20,234.88
C) Technical Efficiency = 102.76% (A  B x 100)
The Bodyshop has three very different sections within it
which are usually called:
1) Mechanical, Electrical and Trim (MET)
2) Panel
3) Paint
This KPI should be used to measure an individual
Technician’s performance or a group of Technicians
within a section; it should not be used to measure the
Bodyshop as a whole.
To ensure accuracy, the allocated job times should be
allocated fairly between these three sections to reflect the
amount to time required in each section. Simply allocating
the whole job time across the department would not reveal
the information you need to know because speed and
performance in Paint can be much higher than in MET,
especially when vehicle models, specification and
technology changes.

This is a very small sample
of the Bodyshop

Understanding Your
Business Information
“Turnover is vanity,
profit is sanity,
cash is reality.”
- unknown

Absorption (Basic Version)
Aftersales Direct Profit  Business Overheads (x100)
Baseline: See Advanced Version on the next page
This basic version of Absorption asks if the combined
Direct Profits from Aftersales have the ability to cover
(absorb) the cost of the company overheads.
Example:
A) Direct Profit from Aftersales
B) Company Overheads
C) Overhead Absorption

= £3,804,329
= £4,590,595
= 82.87% (ABx100)

Aftersales Direct Profit means the collective profits
generated from all areas of the dealership with the
exception of the Sales Department profit.
It doesn’t mean that Aftersales is more or less important
than the Sales Department, it’s simply that Aftersales
profitability is less volatile than the Sales Department
profitability so it’s more stable for planning purposes in
this scenario.
This example demonstrates that 82.87% of the company
overheads are covered by Aftersales, which leaves the
remaining 17.13% of the company overheads to be
covered by the profits from the Sales Department.
This basic version only questions the company overheads,
but if you need to assess company breakeven, you also
have to consider what other expenses are evident apart
from the company overheads; this is where the advanced
version takes over on the next page.

Circulation of Funds Employed (COFE)
Annualised Company Turnover  Funds Employed
Baseline:
6 times per annum (if property is on the balance sheet)
12 times per annum (if property is not on the balance sheet)
This KPI is questioning how well, or to be more specific,
how many times the management team is using the total
funds employed within the company over the period of 1
year in order to generate its revenue.
Example:
A) Company Turnover = £62,914,213
B) Funds Employed = £9,387,385
C) COFE
= 6.70 times p/a (A ÷ B)
This example is showing that the management team has
used the funds employed 6.70 times in the current 12
month period. Essentially, the higher the number the better
because a higher number means that you need fewer funds
employed in the company to enable it operate. In addition,
the lower the funds employed, the higher the Return On
Funds Employed. A low or diminishing trend is really bad
news as most companies that go bust, do so because of
poor performance in this area which leads directly to cash
flow difficulties.
There are many factors that have an impact upon COFE,
but it’s important to realise that many of them are
operational as opposed to financial and this is the main
reason why Operational Investment and Circulation of
Operational Investment has been created and added to the
departmental KPI in this book.

Current Ratio
Current Assets  Current Liabilities
Benchmarks: 1.25:1 - 1.3:1
This KPI establishes whether you have the correct level of
Working Capital in your company to enable it to survive
on a day-to-day basis to conduct the process of buying and
selling your products and services.
Example:
A) Current Assets
= £5,883,860
B) Current Liabilities = £4,561,132
C) Current Ratio
= 1.29:1 (A ÷ B)
This example is showing a Current Ratio of 1.29:1, which
means that for every £1 of Current Liability you have
£1.29 in Current Assets.
It's rather like the company's blood pressure test. If Current
Ratio is less than 1.0:1, you’re technically insolvent which
means you have no Working Capital and your business
dies. However, if Current Ratio continues climbing up and
over 1.3:1 that could mean you have too much Working
Capital and it’s lying dormant and not working for you.
Too much working Capital is like high blood pressure; it’s
not a good thing.
The benchmarks for Current Ratio are generally higher in
the automotive industry than in other industries because
the nature of our business dictates that our stocks are
always suffering the effects of depreciation and as an
industry, we have the tendency to pay out money at a faster
rate than we receive it.

Debtor Creditor Ratio
Debtors ÷ Creditors
Baseline: < 1:1
This KPI is questioning the amount of money your
customers owe your business compared with the amount
of money that your business owes your suppliers.
Example:
A) Debtors (Accounts Receivable)
B) Creditors (Accounts Payable)
C) Debtor Creditor Ratio

= £712,006
= £1,027,228
= 0.69:1 (A ÷ B)

As you can see from the example above, on one hand you
are loaning money to other companies (Debtors) and on
the other hand you are borrowing money from other
companies (Creditors).
Let’s say that you sell a product to a customer and they
agree to pay you in 30 days time; this is known as a Debtor
and is a use of your company’s money. A Creditor is the
exact opposite of this; you receive products and agree to
pay your supplier in 30 days time. The Debtor Creditor
Ratio shows the relationship between these two amounts
of money. Generally speaking, it makes good commercial
sense to maintain a balance between these values so
ideally they should at least cancel each other out. In any
instance, to make your money work smarter, you always
need to have more money in Creditors that you have in
Debtors thereby showing a ratio of less than 1.0:1.
Businesses begin to struggle and experience the effects of
cash flow difficulties when this ratio is higher than 1.0:1.

Gearing Ratio
Interest-Bearing Borrowings  Net Worth
Benchmarks: 1.0:1 - 1.4:1
Gearing is one of the Bank Manager’s priorities and the
KPI is asking how much money the owners have invested
in the company compared with the amount of money
currently being borrowed.
Example:
A) Interest-Bearing Borrowings
B) Net Worth
C) Gearing Ratio

= £5,112,452
= £4,274,933
= 1.20:1 (A ÷ B)

Generally speaking, a Bank Manager is relatively happy to
maintain Gearing at 1:1. This means that for every £1 the
owners have invested in the business, the Bank Manager
is happy to see borrowings of £1.
When Gearing goes over and above 1:1 this is the time
when the company may experience increasing pressure
from the bank to repay some of its loans in order to reduce
the borrowings. After all, the Bank Manager does not want
to invest more money into a business than the owners have
invested themselves.
When Gearing is above 1.0:1 the banks become more
exposed and the balance of power shifts into the hands of
the owners; banks don’t like this situation. When Gearing
is high, the bank considers the company to be more
vulnerable in downturns because it has a higher
dependency on borrowed funds and it must therefore be
able to service its debt regardless of sales volumes.

Return on Investment % (ROI)
Value of EBIT  Investment (x 100)
Baseline: > 21%
When anyone sets up in business, the objective is to invest
an amount of money and at the end of the year that
investment needs to be retained and the business needs to
show a return on that investment.
Example:
A) EBIT
B) Investment
C) ROI

= £2,536,710
= £9,387,385
= 27.02% (A ÷ B x 100)

The baseline will vary based on whether the company has
its land and building on the Balance Sheet as opposed to
Renting because this significantly changes the value of the
Investment. Without Land and Buildings on the Balance
Sheet, a baseline of > 42% is expected
The best time for a business to expand is when this KPI is
showing an increasing trend in line with the suggested
baseline because this means that any growth can be funded
by the company’s profits as opposed to a higher
dependence upon borrowed funds.
If the result here is below 21% and showing a diminishing
trend, this would not be a good time to grow or expand
because any problems first need to be corrected.
Expansion at this time would see any unsolved problems
multiplied, profits may diminish and as a result, more
funds would need to be invested causing a further
reduction on the Return on Investment.

Vehicle Breakeven Volume
Absorption shortfall ÷ Vehicle Variable Gross Profit
Purpose: Budgeting and Business Planning
This KPI comes into play when there’s a shortfall in Total
Absorption. It calculates the number of vehicles you need
to sell to cover the Absorption Shortfall.
Example:
A) Direct Profit from Aftersales
B) Company Overheads
C) Sales Dept. Semi-Fixed
D) Total Overheads
E) Total Absorption
F) Absorption Shortfall
G) Absorption Shortfall %
H) New and Used Variable GP
I) Vehicle Breakeven Volume

= £3,804,329
= £4,590,595
= £687,101
= £5,277,696 (B + C)
= 72.08% (AD x 100)
= £1,473,367 (D - A)
= 27.92% (FD x 100)
= £1,512.87 per unit
= 974 units (F ÷ H)

This example shows the dealership needs to sell 974 units
(New and Used combined average) to cover the
Absorption Shortfall. In this case, if the dealership’s plan
is to sell 2,422 units in total, then you can see that the
chances of selling 974 units to cover the Absorption
Shortfall is a relatively low risk, whereas viewing
Absorption at 72.08% might produce a different view.
This is a most valuable tool for assessing your budget
viability because you can use this information as a
business planning tool for questioning the practicality of
achieving new and used sales targets in terms of both
volumes and profits. Also see the Sales Retention Index
on the previous page for a complete understanding.

“It’s not companies who are successful…
It’s the people working within them.”
The one problem with this book is that if you lend it out to
a friend or colleague, you’ll never get it back! Don’t say
we didn’t tell you so!
Naturally, you will want to keep your copy to yourself for
safe keeping so that you know where to find it at that
critical time when you need it most.
You can obtain further copies for other people in your
organisation by contacting one of the following:
To order books by telephone:

0044 1384 371432
Visit our web site:

www.Jeff-Smith.com
Email: Jeff@Jeff-Smith.com
Insight Training & Development Ltd
Publications Department
P. O. Box 1234
Stourbridge
England
DY8 2GE

Jeff Smith speaks at conferences and
conducts training courses all over the world
For further information on how to book Jeff for
your next event, please visit our website at:
www.Jeff-Smith.com
or call us on
 0044 1384 371432

