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Vehicle sales are now contributing less to dealership profit and fixed ops is
contributing more. Today, fixed ops comprises 49% of dealership gross profit.’

The service department is also critical to retention and repeat sales. In fact,

74% of car buyers who had their vehicle serviced by the dealership of purchase
said they were likely to return there to purchase their next vehicle, while only

35% of those who did not have their vehicle serviced at the dealer said the same.?

The good news: In 2018, dealers have gained approximately
18.6M additional service visits compared to 2015.

DEALERS HAVE GAINED ~18.6 MILLION CONSUMER SERVICE VISITS
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+3% Gain in Dealer Share of Service Visits = ~18.6M Additional Visits to Dealership

FIVE KEY TRENDS
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1. CROSS-SELLING & RECALLS RAISE SERVICE REVENUE

2. INCREASED EFFICIENCY IS ESSENTIAL TO MAXIMIZED CAPACITY

Building on findings from the
Cox Automotive 2015 Maintenance
and Repair Study, the 2018 Service

Industry Study looks at five key
trends that are critical to continuing
the positive momentum in fixed ops
that dealers have gained over the
last three years.

& CUSTOMER SATISFACTION

3. DISTANCE TO THE DEALERSHIP IS RISING AS A REASON
FOR REDUCED RETENTION

4. VALUE BEATS QUALITY WHEN SELECTING A SERVICE PROVIDER

5. EVOLVING VEHICLE TECH GIVES DEALERS A FIXED
OPS ADVANTAGE




1.CROSS-SELLING & RECALLS
RAISE SERVICE REVENUE

Since 2015, dealers have gained market share in both maintenance visits (oil changes, tires, general tune-up, batteries) and
repair visits (engine, transmission, electronics). They have taken share from Quick Lube service centers in the maintenance
category and from General Repair shops in the repair category. In 2018, over half of dealership visits included at least
two services per customer repair order — indicating that dealers are successfully cross-selling maintenance
and repair services.

TOP COMMON SERVICE PAIRINGS CONDUCTED AT DEALERSHIPS*

#1 » Oil Change ) Tires

53 #2 » Oil Change » General Check-up

of service visits at

the dealership included #3 > OilChange » Scheduled Maintenance » Tires
multiple services

Al IR AL #4 » Oil Change » General Check-up » Tires

*Among those that had more than one service done in the past 12 months.

Nearly three in five services completed at a dealership included an oil change, the most common type of work. Significantly,
most of the oil change visits also included an additional service: Only 19% of service visits at a dealership were solely
an oil change, a notable improvement over 29% in 2015.

Dealer share of tire work, the second most common service done at dealerships, also has increased significantly since 2015
— an indication that dealers are becoming more competitive and by doing so are improving retention.




1.CROSS-SELLING & RECALLS
RAISE SERVICE REVENUE (CONT.)

An increase in vehicle recalls is likely contributing to the increase in dealer share of service visits overall. Since 2013,
recalls have increased by 26%, which impacted 42.7 million vehicles.

Additionally, the increase in services sold per visit illustrates dealer success in cross-selling more services per recall
order — oil change and tires being the most popular pairing, followed by services with some combination of an oil change,

inspection, scheduled maintenance and tires.

NUMBER OF RECALLS AND VEHICLES IMPACTED

2013 2017 % CHANGE
Number %
of recalls nz 899 +26 5
Number 26.3MM 42.7MM 62%
of vehicles ’ . +

Because recalls have increased substantially in the last five years, the task of balancing labor types in the shop schedule
is becoming more complicated. Nearly three out of five dealers say that their share of warranty work due to recalls is higher
than it was five years ago. This increase in recalls is a challenge to shop capacity and parts availability.

WHAT DEALERS CAN DO

» Cross-sell services during maintenance, repair, recall » Set realistic consumer expectations regarding turnaround

and warranty service visits. Since increase in dealer share
of common services (e.g., oil change, tire service) suggest
that dealership pricing is competitive with third-party
providers, promoting competitive pricing and price match
guarantees can enhance these opportunities.

Use automated service reminders and recall integration to
create customer awareness of critical vehicle maintenance
and repairs while promoting retention and regaining lost
customers. Partners such as Xtime, VinSolutions and
Dealertrack can help implement technology to enhance
customer satisfaction and generate manufacturer-pay
work orders during regular service appointments and
customer-pay revenue opportunities during recall visits.

time based on parts availability and service department
volume. When recall service visits strain shop capacity,
consider offering amenities (e.g., complimentary detailing,
loaner vehicles) to enhance customer satisfaction.

» Educate customers on the service(s) they will need at
their next service appointment. 20% of customers
are frustrated when dealers try to sell them additional
maintenance and repair services during a service visit.
Providing advance knowledge of which services they will
need, and why, can help alleviate customer frustration.



2. INCREASED EFFICIENCY IS ESSENTIAL TO MAXIMIZED
CAPACITY & CUSTOMER SATISFACTION

Research shows that consumers are negatively impacted

by service department volume and inefficiency: Two of the
top five frustrations consumers have with dealers are related
to time spent waiting during the service visit. In fact, wait time
is even more of a frustration than dealer pricing or failure to
provide a loaner vehicle.

Consumers who are most satisfied spend 2.5

hours or less at the dealer for service. This is important
because there is a relationship between time spent on service
and a consumer’s likelihood to return for their next service
visit. But the margin for disappointment is small — just
another 30 additional minutes and the consumer begins
considering other providers. At 3.7 hours, consumers are
definitively not coming back.

Dealer capacity impacts customer wait times

and most dealers are near maximum capacity.
Dealers are getting nearly 19M more service visits a year
and, on average, dealers with a single-shift shop say that
86% of their service bays are being used, indicating
near-full capacity.

Increased volume of service visits, maxed-out shop
capacities, more recalls and rising consumer expectations
have increased the need for dealers to work more efficiently.
62% of franchise dealers are concerned with increasing the
efficiency of their service processes and 8-in-10 dealers are
experimenting with ways to handle periods of high demand
— the most common tactics being to offer weekend service
and scheduling employee overtime.

WHAT DEALERS CAN DO

» Increase service department capacity by implementing
weekend hours and/or by adding employee overtime.

» Use technology to put customer data at the fingertips
of service personnel. Integration between the service
department and the CRM can ensure that customer
and vehicle information is available at every customer
touchpoint, allowing your staff to work more efficiently.

» Monitor and balance service labor mix to optimize shop
performance. Hire service employees of varying skill and
experience levels based on the dealership’s relative volumes
of simple v. complex service orders. Strive to balance higher-
grossing repair orders with simpler, higher-volume services
that attract new service customers and boost retention.

CONSUMER TOP FRUSTRATIONS*

30%
13%
Service Tried Had an Finding Did not
took longer to push  appointment  out how provide
than was additional  but waited  much they a loaner
expected services inline charge vehicle

*Among those with a frustration.

PERCENTAGE OF SERVICE BAYS USED

Average Total

Small 9
e
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Medium g
e

(51-149 monthly sales) 85%

Large

(150+ monthly sales)

90%

» Set realistic consumer expectations of how long it will
take to service their vehicle and provide them with timely
progress updates.

» Address consumers’ expectations for speed, convenience
and simplicity by implementing online scheduling and
making customers aware that you offer this convenience.
Partners such as Xtime can help implement tools to increase
service department efficiency while boosting revenue and
customer retention with online and mobile scheduling;
service drive advisor check-in via tablet, text or emalil alerts;
deferred service capture and marketing features; and
advanced shop controls.

» Outsource reconditioning and detailing work so that service
personnel and service bays are freed to focus on customer-
pay and OEM-pay work orders.



3. DISTANCE TO THE DEALERSHIP IS RISING
AS A REASON FOR REDUCED RETENTION

In 2015, location was one of the top reasons consumers said they did not return to the dealership of purchase for service.
In 2018, location is becoming even more of a retention issue because the dealer of purchase tends to be farther away

than consumers are willing to travel for service. Over 50% of customers drive more than 11 miles to purchase their vehicles,
but less than one in three are willing to drive more than 11 miles for service, whether it be from work, home or school.

Distance is becoming increasingly important for consumers who live in a world made more convenient by digital

and on-demand services. In 2015, “Not a convenient location” was the fifth most common reason consumers
did not return to the dealer of purchase for service. In 2018, “Not a convenient location” is the second
most common reason consumers go elsewhere.

TOP REASONS TO NOT USE DEALER OF PURCHASE FOR SERVICE

2015 2018

1. Total cost is not reasonable 1. Total cost is not reasonable

2. They will overcharge me 2. NOT A CONVENIENT LOCATION
3. Unreasonable labor charges 3. They will overcharge me

4. Unreasonable parts charges 4. Unreasonable labor charges

5. NOT A CONVENIENT LOCATION 5. Unreasonable parts charges

GROWTH IN SHARE DRIVEN BY DEALERS WHO ARE NOT THE DEALER OF PURCHASE

SHARE OF CONSUMER SERVICE VISITS* While dealerships have gained market share in consumer

*In the previous 12 months. service visits over the last three years, this growth is driven

solely by dealers who are not the dealer of purchase. As

a result, service share is now split equally between the

dealership where the vehicle was purchased and competing
1 6 0/0 dealerships. Dealerships of purchase are losing business to

1 30/0 other dealers that are closer in proximity to their customers.

2015 2018

Other dealership than dealership Other dealership than dealership
of purchase of purchase



3. DISTANCE TO THE DEALERSHIP IS RISING
AS A REASON FOR REDUCED RETENTION (CONT.)

While service market share among the dealership of purchase hasn’t grown since 2015, research shows there is opportunity
for growth. The percentage of consumers who say they prefer to service their vehicle at the dealer of purchase is
higher than the percentage of those who actually visit the dealer of purchase.

PREFERENCE FOR DEALER OF PURCHASE VS. ACTUAL VISITS

Repair Maintenance

24%

Prefer the
dealer of purchase

13%

Visited the
dealer of purchase

24°%

Prefer the
dealer of purchase

18%

Visited the
dealer of purchase

Ultimately, trust and a good purchase experience are the top reasons that customers return to the dealership

of purchase for service.

WHAT PROMPTED THE RETURN TO THE DEALER FOR SERVICE?*

93

45%

Had a
good purchase
experience

| trust this
dealership

*Among those using the dealership they purchased from for service.

WHAT DEALERS CAN DO

Focus on providing a transparent, no-pressure sales
experience that builds customer trust and introduce
car buyers to their Service Advisor as part of the
sales process.

Consider new and different ways to provide a convenient
service experience that mitigates distance-related hassles
(e.g., loaner vehicles, vehicle pick-up and drop-off,
mobile mechanics, shuttles, ride-hailing services, etc.).

35%

Vehicle was
under warranty

S

21%

Introduced to the
service department
when purchased

&

20%

Had a service
contract with the
dealership

E

there

» Promote special offers on extended warranties and
service agreements as a way to keep customers coming
back to the service department.

» Develop a local service network with other dealers and
third-party service providers where customers can use
their service contracts purchased from your dealership,
and/or consider investing in additional service locations.



4. VALUE BEATS QUALITY WHEN
SELECTING A SERVICE PROVIDER

Over the last three years, the percentage of consumers who say owning a vehicle is becoming too expensive

has increased significantly from 42% to 48%.2 Compared to 2015 when consumers said “Quality” was most important
when selecting a service provider, “Value” is now the #1 deciding factor consumers consider when determining
where to go for vehicle maintenance or repair. Consumer interest in coupons and loyalty programs has also
increased significantly since 2015.

VALUE SURPASSES QUALITY AS MOST IMPORTANT WHEN SELECTING PROVIDERS*

#1 #2 #3 #4
2 O ® ¢
s N %

Quality Value Trust Convenience

®
e
€

Value Quality Convenience Trust

*What's Most Important When Considering Service Providers?

Consumers and dealers agree that “Value” is proven through fair pricing, and research shows that dealers are
pricing the most common services fairly. For example, an oil change at a dealership is priced competitively compared
to an oil change at a Quick Lube shop.

WHAT ARE CONSUMERS PAYING? WHAT DEALERS CAN DO
(Qil Change Snapshot)
» Promote transparent, competitive pricing

Dealers are offering oil changes at a competitive price and price-match guarantees.
» Use coupons and loyalty programs to attract
g and retain value-conscious service customers.
s75 577 | - |
» Pair value-focused marketing with messaging
$ $60 that reinforces dealership advantages such as
58 expertise, high-quality service, parts, equipment,
certified technicians and amenities.

» Use quick-turn services (e.g., oil changes) to get
customers in the door and create opportunities
to up-sell more complex, profitable repair work.

Retail Quick Dealer of  Tire Store/ General
Auto Lube Purchase Repair Repair/Service

Service Chain Station



5. EVOLVING VEHICLE TECH GIVES
DEALERS A FIXED-OPS ADVANTAGE

Increasingly complex vehicle technology has the potential to give dealer service departments an advantage:
62% of consumers who have advanced technology features in their vehicles prefer the dealership for service
versus only 32% who prefer general repair shops.

CONSUMER PROVIDER PREFERENCES AMONG THOSE WITH ADVANCED CAR TECH FEATURES

6 2°/o 32°/o

Dealership Preferred General Repair Preferred

Owners of high-tech vehicles put more emphasis on

“Quality” of service than other consumers do and believe WHAT DEALERS CAN DO

that accuracy and product knowledge is something

dealers deliver on better than other service providers. Promote your dealership as being uniquely
equipped to perform the maintenance and repair

Evolving vehicle technology therefore has the potential services today’s technologically complex vehicles

to boost dealer service department volume, especially require (e.g., having the certified technicians,

since in-vehicle technology has significantly increased in latest equipment, OEM parts, expertise, etc.).

importance to vehicle shoppers over the last four years.

In fact, vehicle tech now ranks ahead of exterior styling Position your dealership as having an advantage

when it comes to deciding which car to buy.* over other service providers when it comes to

having the product knowledge to provide fast,
high-value maintenance and repair services on
high-tech vehicles.




ABOUT THIS STUDY

The 2018 Service Industry Study was designed to examine both consumer and dealer perspectives by surveying 3,550
consumers who had at least one service visit in the past 12 months (a total of 8,793 service visits) and 404 franchise dealer
employees who have input into decisions on service operations. Results were weighted to ensure accurate representation
of consumer demographics and vehicle age.

ABOUT COX AUTOMOTIVE

Cox Automotive Inc. makes buying, selling and owning cars easier for everyone. The global company’s 34,000-plus team
members and family of brands, including Autotrader®, Dealer.com®, Dealertrack®, Kelley Blue Book® Manheim®, NextGear
Capital®, VinSolutions®, vAuto® and Xtime®, are passionate about helping millions of car shoppers, 40,000 auto dealer clients
across 100+ countries and many others throughout the automotive industry thrive for generations to come. Cox Automotive
is a subsidiary of Cox Enterprises Inc., a privately owned, Atlanta-based company with revenues exceeding $20 billion.

coxautoinc.com
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