&RevenueGuru.com

Dealer Marketing Strategies

A White Paper for Auto Dealers

Executive Summary
Most dealers do not have a marketing strategy, and it is hurting tfieamciallyin a number of ways:

1. Buying the wrong kind of advertising

2. Not buying enough of the riglatdvertising

3. Thereis little or no synergy among the components of thesrall advertising campaign

4. Advertising is not working iconjunctionwith pricing andthe rest of the marketing mix
Advertising cannot be purchased cost effectively without considematif how each advertising purchase
works together and how the overall advertising effort worksamjunctionwith pricing,distribution (location
andsales operation)s and the product mixt K S R $barketnydrategy maximizes the result oftakise
elements working together.

Dealers have but twiundamentaladvertising objectives, branding and traffic ndvanding should be done
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consideration impacting the effectiveness of traffiow advertising. These two consideratiofsanding and
pricing,define the four major marketing strategies dealers embark upon.

= Service | Dominator
il Skim Velocity

Gross Velocity

Which strategy is best for the dealer depends a great dedacationand franchises, if any. These variables
cannot easily be changeodification of picing,advertisingand the mix of used vehicles am&atively easy

to modify. The way in which the store operates can be charigadatch any new marketing strategy.
However,operationalchanges are difficult enough to merit consideration of developing a marketing strategy
around the proven competencies of the existing store leadership.



The Marketing Mix

Most marketing discussion revolves around pricing and promotiomsiarily because they are easier to make
quick changes to than products or distributioBenerally, a defined marketing strategy will provide far more
guidance to pricing and promotions. However, the development of a marketing strategy must begihewith t
product and distribution elements that already exist and cannot be easily changed.

Distribution

Promotion

The Marketing Mix

It is vital thatdesignand execution of the strategy involve the complete marketing mix. Determination of the
right strategy depends on product considerations, like the brands represented and the types of used vehicles
the store is known for carrying. It also depends on distidn considerations, like the location of the store,
strength of sales leadership, and development of the sales staff.

Revenue and profit are maximized when all the elements of the marketingvaniktogether.When dealers
are undercapitalized, it is iportant to consider cash flow as wdllearly all businesfailure can be traced back
to poor strategy regarding the marketing mix and cash flow, or poor execution of that strategy.

The Importance of Strategy

Each store willlesign andexecute their stratgy of choice in a different way. The challenge is to insist that
those differences be due to the constraints and opportunities the store is faced with rather than the whims of
individuals within the store. When all the elements of the marketingaréxonsideredholistically the

proper course becomes rather cledhe threats to a welllefined strategy often come from advertising,

because it is a bit mysterious and easy to change. Another common threat is reverting back to old pricing
policiesevenwhed KS& R2y Qi YIFiOK GKS Odz2NNByid aidNriS3aeo

Straegy serves thre@urposes:
1. Determine the best possible course
2. Communicate the chosen course to the team
3. Provide adocument with which to instikbelfdiscipline sticking to the course

It is important that pans change when the environment changes or is seen more clearly, but strategy changes
must be deliberated, announced, and based on a change in information rather than a change in preference.
There is an old military saying that all plansogt the windowonce the first bullet is firedif the plan changes



because the bullets are coming from an unforeseen direction, that is good. If the plan changes simply because
bullets are being fired then the problem is a failure of leadership.

Advertising

oHalf My Advertising Is Wastedo

About 100 years ago, John Wanamaker was a very successful retailer in New YemnkahephiaHe is
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led to more misunderstanding among car dealers over the pasturythan any other. It would appear that
Wanamaker was saying that while his advertising deliveredtgeturns overall, half of the pieces to his ad

campaign werdorribly underproducingwhile the other half contributed outstanding result§this were the

case, even the most basic sourcing system could detect a performance variation of 3:1 orBidlbis is not

how retail advertising works.

Performance

Various Media

If all media functioned separately toward the
same objective, it would be easy to see what
was wasted and what was not.



There are but two objectives for retail advertising, branding and traffic . objective of the branding is to
position the store in the minds of anyone in the community who might someday becaust@mer.This
objective has nothing to do with store traffic and the media purchased to achieve this objective can only be
measure by the change in recall and perception of the brand among a sampling of the target population.
Traffic now advertising camd should be measured based on the amount of traffic it drives to the store, with
the understanding that all traffiaow advertising will perform better over time when supported by an
effective branding campaign.

Campaign Performance
Traffic Now
Traffic Now
Traffic Now

Branding

Independent forms of traffic-now
advertising are supported by the
lasting impact of branding.

It certainly is the case thattfie NB G | A f SN & & 2 f Simaliatettibditdtiee Storgten (2 RNRA S
anything spent on media best suited for branding vgaast This would be the case today for Saturn dealers.

As of September 3@009 there is no future prospeér the franchiselUnless dealers feel they can continue

on with the same branding message without the franchise, any investment in brandvagtisd

Media that is sought after by shoppers when they are in market, for the purpose of shopping, is great for
driving immedige traffic. There are components within these media that can be used for branding
reinforcement, but this should not be confused with branding. These people are in market now, if the
advertisingonly serves to change their penation of your store and theglo not contact your store while in
marketthis time, the advertising is wasted. Sure, there is a greater chance that they may buy from you when
they are in market again in a few years, but this benefieigligibleat best.

Media that is watched, readyr listened to by the general public, islgryood for branding. Aboudt% of the
American public is in the market for a new vehicle at any given tioe.over 3% of the American public is in



the market for some kind of used vehicle at any given poitit hiYS> o6dzi @2dz LINPobksof & R2
at all price points, so theelevantfigure issomething less than thaf he point is that you can use this media to
establish your brand image within the minds of 100% of the audience or use it to reafgwiiethan 4% that

are in market for a vehicle. By a factor of about 25 to 1, this media is more appropriate for branding than it is

for driving immediate traffic.

Traffic Now

Online
In-Market
Intercept

Online Print
Classified Classified

General
Display

Outdoor

Branding

Online Classified ¢ vehicle listings posted onliné (K S R S I f SO&R.Gom @ARIBradar.dofzetc.)
Print Classified ¢ both vehicle listings and display ad#hin the classified section of a newspaper or
shopper.

Online In  -Market Intercept ¢ other ads that intercept shoppers who are irarket or leads derived
from them (search, dispkaads on irmarket sites, behavioral targeting, leads derived from these)

TV and Radio ¢ includes both broadcast and cable television as well as and ads included in online
television, radio, or podcasts

General Display ¢ Any print or online ad show to a geralpopulation audience as opposed tornmarket
shoppers

Outdoor ¢ Billboards, subway signs, or any other outdoor display ad



Times Have Changed

In defenseof JohnWanamaker, print classified ads and display ads within these sections were the fidy tra
now advertising available prior to the late 1990s. It was common to use advertising to the geneiafqubl
the purposeof generating additional, immediate traffic. This was usually done with the announcement of a
sale. It was novery cost effectie, but it was all that was availablé certainly did seem like half of the
advertising wasvastedwhen branding media was used for the purpose of driving immediate store traffic. It
may well have been more than hatfut measurement was extremely difficu

Campaign Performance

Traffic Now (Print Classified)

Branding

When branding media is used for
the purpose of generating
immediate traffic, the results are
unpredictable and difficult to
measure.

Todaythere are many sources of traffitow advertising available. No one with a solid understanding of
contemporarymarketingwould use radio, T\outdoor, or untargeted display ads to drive traffic now.

However the world has changed too fast; the number of advertising choices available has skyrocketed.
Compassionatelythosebuyingadvertising for dealers without strategy and nauinderstanding of what
objectivesare best served by each media could be forgivertHeir difficulty in keeping upUnfortunately,

the marketplace is neithezompassionateor forgiving. The need to catch up and keep up is literally a life and
death issue for many stores.



The Key Variables Related to Strategy Formation

Although the two objectives of dealer advertising are branding and traffic now, there is a huge difference in

how the two variables are approachsttategically Every dealer needs some level of traffamwv advertising.

Ask any salesperson whatthe sto@ 8 Ra | YR (G K3vore®h2 KB | YRIGBRNEO®E b2 YI (
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advertising Branding is something that cannot be done in half measuris.first decisin deale face

regarding branding iwhether to do it or not
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almost exclusively achieved withterruption advertising. No one is watatg television in order to see a

R S I fa8vlkiizémentThis is why branding advertising requires repetition. One musgtflequency (multiple
impressions in front of the audience) as well as reach (the size of the audience)

In some markets, branding rd& is prohibitively expensive. A popular radio station in a metropolitan market
might cost $100 pespotand in many cases much more. Even buying three spots in morning drive Monday
through Friday would cost over $6,000 per month to achieve sufficieguérecy with this portion of the
listenership. If your store is the $2argest Ford store in the market or on the outskirts of the community,
most of the people listening are simply not going to include your store in their consideration set no matter
how good your creative is.

Here are some of the criteria for a good bramglicampaign:
1. Awell defined Unique Selling Proposition (UPS)
2. Sufficient patienceo stick with a multiyear campaign
3. Sufficient capital to invest in a losigrm branding campaign that will take@months before
beginning to pay off.
4. If the branding is degndent upon a franchise, the franchise must have a bright future worth investing
in.

Although traffienow advertisings something every dealer invests in to one degree or another, the approach
varies. The best measurement for traffiow advertising isantacts per vehicle per month. The variable that
most impacts that metric is price. Many dealerships are moving to the velocity approach, observing online
pricing across the market and pricing their vehicles aggressively relative to the market. Thesastarere
focused on reducing inventory turn thane gross profit per vehicl®bviously, it is not possible for every
dealer to price their vehicles in the bottom half of the market. Some stores will focus more on the gross
margin.This distinction istte most important strategic element relative to traffiow advertising.



Putting both of these key variables, branding strategy and pricing strategy into a matrix reveals the four key
strategies that dominate automotive retail.

= Service | Dominator
il Skim Velocity

Gross Velocity

Velocity Strategy

Thevelocity approach to pricing does not require brandifgr lack of a better term, theslocity approach to
pricing combined with no branding strategy iseneed to as the ¥locity strategy. Dealers using this strategy
should list their vehicles whereveossible. The approach is to attract shoppers to the vehicle, enhance
preference for the vehicle, then introduce them to the store and enhance preference for the store.

Dealers using the Velociggrategy will findgoodreturn on investment from vehiclmerchandising. The

vehicle price assures that the vehicle listing is frequently selected for more information. Providing a wealth of
information about the vehicle assures thahigh percentage of those listing selections will result in contacts to

the store. Execution of your strategy is heavily dependent upon maximizing the number of store contacts, so
everything possible should be done to make that happen.

This strategy can be carried out with any franchiss is competitively shopped within the riegn served This
strategyis not recommended fomoststores with limited volume potential and limited competition (a BMW
dealer inSiouxFalls, SD)This may change over time as more consumers expand their shopping radius. Some
dealers have already achied afollowing by offering the lowest prices for hundreds of milemwever,

without a branding campaign there is nothing to suggest to shoppers that they should expand their shopping
radius, and reputation can take years to earn.

It is possible to use a fixqaticing policy irconjunctionwith this strategy;the advertised prices are already

very near the lowest price the store will accept. The challenge is that without a branding campaign, any benefit
from a nornegotiating policyneeds to be explained by the sales force or within the selling notes associated
with each vehicle listing.

Dominator Strategy

The velocity approach can be combined with a heavy branding campaign in order to dothaatarket. The
branding campaigshoud capitalize on the low prices offered by the stohe fact, a fixed pricing policy should
work better with this strategy than any other.



It is difficult for consumers to believe that a store can be both low priced and high in service. Walmart tries to
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andNordstrom If you are going to dominate a market in terms of unit volume, you need to train for good

customer service but focus your messagn priceand your operations on some level of cost control

It is nearly essential to have a full linevahicles in order to successfully carry the dominator strategy
Branding is a relatively fixed cost. Branding campaigns are nearly as expensiNilif dealers as they are for
Ford and Toyota dealeré. dealer investing heavily to establish a {price image will need to be able to
provide nearly every vehicle type in the family fleet in order to maximize volume.

As with any strategy with a brding component, the Dominator strategy requires dedication. Stopping or
changing the branding campaign before it has a chance to develop is a failure of execution rather than
strategy. Therefore, deciding to embark on a Dominator strategy is a very hgjoteand requires a fair level
of soul searching before the decision is made.

Service Strategy

Some stors, luxury dealers in particular, focus on grpssfit rather than volume. They earn this grqe®fit
with outstanding customer service. Some haadsh showrooms, wherghoppers expedb pay more. When
a huge investment is made in both the facility and staff, it makes sermsdovest in branding and attract
shoppers based oa preference for thelealership rather than vehicle price

Like ay highend retailer with a branding campaign, it is important to limit your branding effort to the target
market that appreciates and can afford the vehicles and level of service you are offering. It is important that
the used inventory be stocked with viekes that nimic the highend service imagegpWw-mileagecertified

vehicles are an outstanding choice.

Wherever the vehicles are listed, the branding message should be reinforced. Your cars will not be the lowest
priced on thirdparty websites. It is imprtant that you remind shoppers who do consider your vehicles why
buying from you is worth a premium.

CRM efforts are critical with a service strategy. The opportunity to sell multiple vehicles to the same family is
what multiplies the benefit of both th branding and service investments.

Skim Strategy

A skim strategy is a lowolume strategy. The store is neither pricing for volume nor investing in a branding
campaign. Many stores chose a skim strategy, and it is very appropriate in cases wheretdigyy &reo

harvest the storeProblems like poor location or a declinifngnchisecan move a store owner to just make the
best margin possible from repeat business, service businessylanelvercan be snagged by the location. The
primary focus is on cost control.

Another reason for adopting the Skim strategy is because the dealership is in a rural location with very little
competition. There is no need for huge branding campaign if your simséeen the only Chevrolet dealer in
town for the last 70 years. There is also less need to focus on price; although, this can change if a Velocity or
Dominator begins to poach your market.



Special Advertising Considerations

The Deal erds Website

With any of the above strategies, a good dealer website is essential. However, there are some differences in

how traffic is driven to the site. Dealers usinguzcessfubranding campaign can expect more shoppers to be
searching for them online. Keyworlisy @2 f Ay 3 (KS ai2NBQa yIYS FyR FTNBI
result in a high ranking for the store. If nan SEO effort anplurchasing key words within the local a&gEN)

maybe important.

There is a great deal to gain from letail seaches related to vehicles in inventory. If you happen to have the
exact vehicle someone is looking for, getting it in front of them makes perfect sense. Stores using a Skim or
Service strategy have bettarargins andare not competing on the basis of pridehis givestores focused on
gross margimore to gain from the use of loAgil searches related to the vehicle.

Behavioral targeting is an online display adramt of shoppers who are imarket;even if they are not
thinking about vehicle shopping tite moment the ad intercepts thent. K S  purRo®siis to drive traffic to
0KS RS f STWRi&more keeetichalibridalers with an effectivbranding campaign. The shopper is
more likely to pay attention to the ad if they recognize the store aamcreasinghe clickthrough rate to the
RSIFf SNna aAras

Leads

In theory, any of these models could supplement store traffic with the addition of RFQ and finance leads. In
practice we know that many of these leads are squande¥édether or not the stog operations are set up to
capitalize on additional lead voluniethe primary consideration for purchasing leads.



Subscription and Pay -Per-Performance (PPP) Listing Models

One of the hot debates is whether the PPP model can be made to work and wkietlgexill replace the
dominant subscription modelsAutoTrader.com and Cars.com. With the power of ¥aise PPP model does
work andit will coexist nicely with subscription models.

Subscription modelszquire the dealer to fully merchandise inventorydrder to get the maximum value from

the product. This is not much of a demand since properly merchandising inventory is important to get the most
2dzi 2F GKS RSIf SNINa thédedertb Bid up & tofvrsbon the amouvitbifepbsareth f £ 2 &
inventoryreceives For dealers not merchandising their inventory, the PPP model will gain in relative
attractiveness.

For dealers whosmventoryis properlymerchandised, e decisionprimarily comes down to audience.

Participating in all threserviesI A S48 (G KS RSI f SNRa OS5 KtheSeftBee WOk EA YdzY SE
participated in leaves a segment of therirarket shoppers without exposure to your vehicles. The first best

buy is the one that is more cost effective, andttiiaries from market to rarket. The value presented by these
services continues to grow as more shopperslgeperinto the purchase funnel while online.

The decision for dealers is less about preference
for one model or another than it is about which
sections of the in-market audience you are willing
to include or ignore.

! Many dealers will not recognize the Vast name, nor is it important that you do. Nearly every service selling PPP listings is
powered by Vast in some waealers cametinto a largersystem through even a small, lodiin selling the product



Dealer Groups

Whether or not a dealer group can utilize more than one strategy depends upon store autonomy, both in the
eyes of the consumer and in store advertising and operations. The CarMax name is meant to have the same
meaning to all consumers in all markets. CarMax has the same strategy for each of its stores. Store managers
do not have the freedom to changrategy;their job is to effectively execute the strategy. This is consistent

with most retail groups outside of automotive.

Some dealer groups have stores that are completely autonomous. There are no synergies between stores and
consumers have no idea that theoses are in any way related. These groups have the optionultiple
strategies. They even have the option of allowing the local store management to dictate the strategy.

In recent years, there has been a shift in the level of autonomy granted within some retail change. The product
mix and store features of McDonalds restaurants are ndt@aogenousas they were ten years ago, yet
promotions remain centralized. Some ret$ make clear distinctions between stores with varying strategies,
such as an express version of a store or an outlet verSiome retailers haveirtually no variation between

stores; bcal management is entirely focused on how to execute the straaegyprovides little or no input on
whether the strategy should change.

It will be interesting to see wtther dealer groups move towargreater centralization. Store managers looking

to maintain their autonomy will undoubtedly need to do more to earn dvidg a documented strategy and
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an excellent defense against cries for centralization. Today, most stores do not have a defined marketing

strategy. Claims that a strategy, althdugndefined, has been articulated and is being executed upon nearly

always fdl flat under examination. Dealer groups wouldderelictin their duties to their share holders if they
simplyacceptecthe standard linefrY a2 NB YIF ylF3SNE>X af SIFFS YS | f2ySs |

Conclusion

Chances are that one of these strategies describes what your store is already doing, in general. When a defined
strategy is lacking, we have yet to find a store ttiiak nothad some levebf unexplainablecontradiction

Defining your strategy will make it easier to clean upélkecutionflaws and avoid new ones in the future.

Having a defined strategy means managershaninto it, talk the entire store organization into a new
strategy, or hit the road. There is nothing modestructivethan multiple managers executing multiple
strategies, either explicitly or implicitly. Turnover is a constant challenge, and it is fair to ask geielstiaha
LINR & LISOUG A @S S Y L) adlheréts edefiaen Gtiatdgy. EyeiSdiffarende’ between nawd
usedvehicle operations can present fundamental problems. Regardless odtmmomousiythe
departments function, e consumer sees one stonameand justifiableexpects it to stand for somethg.

Defining strategy is serious businessChanging strategy twice within a twear period is almost always a sign

of leadership failure. There are times when the environment a store functions within chaadesmatically

that a shift in strategy idictated; however, changes in the general economy generally do not merit changes in
A0NF 0S3ed ¢KS a ba NG eastrate§ylorRn® Ny Kuk A trafedgsisinot something you

try, it is something you dd&Executing on a defined marketidgii NI 4 S3& OFy o6S I ad2NBQa
advantage.

Dennis Galbraith is the owner BevenueGuru.contdis markdahg and consulting services are the best
available to dealers and dealgroups. Nationatates are very affordable for dealers seeking to sell at least 200
vehicles per monttDenniscan be contactedt 9103399700 orDennisGalbraith@Gmail.com
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Over 7,500 dealers use ContactAt@! to connect with customers through chat. The peak time for chat is
Monday-Friday afternoons. Many shoppers are looking at vehicles online while at work. They cannot talk on

the phone, but want the kind of live interaction that email simply does novide Chat is the perfect solution

for finding out which dealer to visit first, which is why dealers that add ContactAtOnce! to their website
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As Ameica's Best Source of Online Customers, AuotUSA is committed to providing dealers with top quality
internet customers. Backed by AutoNation, America's largest automotive retailer, their success is built on a
combination of superior welbased technology anexcellent customer service. They deliver value because
they think like a dealer. For more information, click the AutoUSA logo.

As buyers are empowered online with choice and information, old methods for stocking, appraising, pricing
and merchandising hawbecome less effective every day. But many dealerships nationwide are finding success
with a new approach to these management functions. This apprqad&ocity Managemeng may vary in

practice from dealer to dealer, but it begins with these basic jples.

1. Alive Market View trumps a historical view.
2. Used Inventory is a capital investment that returns more as it turns more.
3. The used vehicle department is the Internet department.

For more information, click the vAuto logo.
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