How to Utilize Flat-Rate
Billing in Your Service
Department

When done correctly, flat-rate billing can significantly improve the
efficiency of your service department and increase the income your
techs are bringing in by thousands of dollars each.

By Joseph Holschuh,
Associate Editor

lat-rate billing is the keystone
Ffor any service department

wishing to run at peak effi-
ciency, says Greg Schneider, a trainer
for Spader Business Management.
That’s because an effective flat-rate
system increases the possible num-
ber of hours that a service depart-
ment can collect on. In a flat-rate sys-
tem, instead of being charged by the
hour, a customer is presented with a
set price for the job requested.

While incorporating an entirely
new billing system in a shop may
seem daunting, Schneider says that
most dealers are closer than they
think. “Truth be known, everybody is
doing some type of flat-rating already,”
he says. “Say a customer comes into
your dealership because a tree fell on
his tractor. He wants you to give him
an estimate for the insurance compa-
ny and you huddle with your techs to
discuss what kind of work will need
to be done to fix it. The number that
you come back with is essentially a
flat-rate price for that job.”

The service rate doesn’t disappear,
says Schneider, but gets folded inside
of the estimate right along with parts,
prep time and any miscellaneous
costs that a dealer suspects might
come up in the job.

A successful flat-rate billing sys-
tem operates on the law of averages.

Greg Schneider, a trainer for Spader Business Management, listens as dealers and
technicians talk about their experiences with flat-rate billing. Schneider says
that a good flat-rate system can improve a shop’s efficiency by over 10%.

A dealer needs to take into consider-
ation how long the job will take each
of his technicians, and then arrive at
the average amount of time that a
certain job will take in his service
department.

Some of the techs will be able to
beat the flat-rate time, but others
will fall short. The more effective a
service department is at flat-rate
billing, the more profitable it will be
for the dealership and the techs, and
the happier the customers will be.

Why Flat-Rate?

As the effectiveness of the flat-rate
system increases, the efficiency of
the service shop increases, says
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Schneider. A flat-rate is based on how
long a job is estimated to take, but a
technician has the opportunity to
beat that time.

If a job is flat-rated to take 2 hours,
and a speedy tech is able to finish it in
1 hour, the technician is running at
200% efficiency. Because he was able
to finish 2 hours of work in 1 hour, all
of the costs built in to the flat-rate are
collected in only half the time. The
tech frees up his extra hour for other
flat-rate jobs and essentially bumps
what was an $80/hour shop rate up to
a $160/hour.

That kind of efficiency isn't possi-
ble in an hourly-rate based system. In
fact, without flat-rate billing, the high-
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What to Consider in a Flat-Rate Manual

An effective flat-rate manual needs to budget for time at every step of the repair
process. Schneider says even the smallest steps in the process need to be tallied
for flat-rate billing to have a positive effect on a dealer’s bottom line. Here’s what
the best flat-rate manuals include.

H Pull the Unit into the Shop. By budgeting time for pulling a unit into the
shop, a dealer can change minutes that used to be wasted into income for the
dealership. Time should also be budgeted for moving the unit out of the shop.

B Diagnose the Problem. Any service writer can tell you that diagnosis can
often be the hardest part of a job. Recognizing this and building this time into the

flat-rate is a valuable cost-saving measure for a profitable dealership.

H Look Up Parts. The tech likely won’t have the parts needed at hand. While
small steps like looking up parts may not seem significant, when all of them are
taken into consideration they have a significant impact on a service department’s

bottom line.

H Obtain Parts. The time needed to order a part must be factored in. While a
customer shouldn’t pay for the time it takes a part to arrive at the dealership, the

ordering process is fair game.

H Perform the Operation. This is the bread and butter for a service department
and where technicians make their money. An effective flat-rate manual should
measure the ability of each tech and find a profitable average.

M Fill Out Repair Order. This isn’t just keeping notes on the time it took to com-
plete the job, but detailing what it took to diagnose and complete the operation.
On multi-day jobs these notes can be vital to helping a service worker remember
where he is in the process, or help another tech pick up from where the first one

left off.

H Clean Up. If cleaning up after a job isn’t built into a flat-rate, it has to be
billed to the dealership as a non-collectable. Accounting for small tasks like clean-
ing can add up to strengthen the shop’s bottom line.

est efficiency a technician can
achieve is 100%, but even that is unre-
alistic.

Schneider says that the most com-
mon rebuttal to flat-rate billing he
encounters is the false belief that as
soon as a service shop starts flat-rat-
ing jobs, quality takes a dive.

The idea is that a tech who is only
interested in making his numbers
look good and beating the flat-rate is
more likely to take shortcuts than a
technician who doesn’t have incen-
tive to do the job quickly. The service
worker who works faster, people
believe, is more likely to make mis-
takes, so the level of “bring backs”
will be much higher in a shop that
flat-rates, and all of the efficiency that
was gained will be lost figuring out
what went wrong,.

For this Schneider says the solu-
tion is simple: just take away a tech’s
incentive to rush orders out the door.
There are many ways to provide
incentives for quality as well as quan-
tity in service, including tactics that

affect any bonuses or other incen-
tives offered by the dealership for
high-performance.

A tech should still have incentive
to finish the job quickly, Schneider
says, but also to the best of his ability.
If a piece of equipment is “brought
back” on him, the time it takes to fix
the unit properly should be docu-

raises a baseline that each can be
measured against, so a problem with
an individual worker becomes quick-
ly apparent.

Building a Manual

Before a flat-rate billing system is
incorporated, a dealership will need a
flat-rate manual to price from. These
are common in the auto industry, but
Schneider has found that many ag
manufacturers don’t have anything
available that offers a healthy retail
flat-rate.

Schneider cautions that a retail
flat-rate is different than a warranty
flat-rate, where estimated times can
be based on “laboratory conditions.”
When determining a warranty flat
rate, manufacturers may present a
piece of equipment to an experienced
technician and tell him exactly what'’s
wrong with it. He has all the tools and
parts he will need on hand. When the
tech is ready, someone with a stop-
watch says “go” and he gets to work.

“It isn’t a totally accurate study of
what it takes to fix a piece of equip-
ment,” says Schneider. “When the
work is finished, the time is recorded.
It might take him 6 minutes to
replace a common part, so the war-
ranty manual flat-rates 1/10 of an
hour. In most shops that I've been in,
you can’t even pull a unit into the
shop in 1/10 of an hour.”

In reality, Schneider says that in
order to increase efficiency, a dealer

“Even the smallest steps
toward flat-rating can yield a
5-10% improvement in
a shop’s efficiency...”

mented and counted against his effi-
ciency standing.

This avoids any impulse a service
worker might feel to speed through a
job to strengthen his numbers.

Instituting a flat-rate billing system
in the service department also allows
dealers a clear line of sight to com-
pare workers against one another. It
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needs to take more into considera-
tion than what many warranty guide-
lines provide. He says that an effec-
tive flat-rate manual needs to account
for everything from pulling the unit
into the shop to the time it takes to
fill out a repair order and clean up.
Unfortunately, this guide doesn’t
exist. Even if it did, it wouldn’t






Raising Your Labor Rate

Greg Schneider, a trainer for
Spader Business Management,
says that when dealers learn to
stop talking to customers in hours
and to start talking to them in dol-
lars, a whole new world opens up
for billing.

Schneider says that study after
study has shown the only two
things a customer cares about
when dropping off his unit is how
much the repair will cost him and
when he will be getting the unit
back.

That’s why Schneider believes
that service rates generally
shouldn’t be discussed with the
customer or posted in the shop.
Instead, the service rate should
be tied up in the flat-rate price,
making it less obvious to the cus-
tomer and allowing the dealer to
tweak it to make sure he is seeing
the profit he needs.

“Set the labor rate to where
you know you’re profitable,” advis-
es Schneider. “The customer is
going to complain no matter
what.”

He likes to share an anecdote
of a service manager whose deal-
er principal refused to raise rates.

It was obvious to the service
manager that the shop was losing
money, but no matter how he tried
to show his dealer principal what
was going wrong, the dealer
wouldn’t budge on the service
rate, thinking it would drive his
customers to the competition.
Tired of the back and forth, the
service manager took matters into
his own hands.

He raised the service rate with-
out telling anybody and started
flat-rating jobs. At the end of the
month the dealer called him into
the main office and told him how
great the numbers were looking in
the shop. Then he asked the serv-
ice manager what he was doing.

“I'm just doing my billing a little
differently,” he told the dealer.

The next month the same thing
happened and the month after
that. After several months the
dealer cornered him and demand-
ed to know how the billing was
being done. The service manager
told him, expecting the worst.

The dealer stood and stared at
the shop report in his hand before
looking up at the service manag-
er, dumfounded. “It was that
easy?” he asked.

account for the strengths or weakness-
es of any particular service shop, or
the abilities of a specific shop’s techni-
cians. The solution, Schneider says, is
to make your own.

For a dealer, the thought of imple-
menting flat-rate billing is scary
enough without the added worry of
developing his own manual. Still,
Schneider says that creating your own
flat-rate guide is the only way to see
optimal results.

The best way to start is to gather all
of a shop’s technicians on a Friday
afternoon and present them with a list
of 10 common jobs. Tell them that their
homework for the weekend is to think
about what it takes to finish each one
of those jobs, keeping in mind all of
the “extras” required to determine an
effective flat-rate (see “What to
Consider in a Flat-Rate Manual” on
page 20).

When they return to work on
Monday morning, collect the lists and
tally up their estimates. Schneider
warns that their answers may vary
greatly based on experience or skill,
but says that flat-rating works by beat-

ing the averages.

Every week, the staff in the service
department should be presented with a
list of 10 new jobs and given the same
homework assignment. “Over the peri-
od of 6 months to a year, the dealer
will have established a pretty substan-
tial flat-rate manual.”

At least he’ll have established a
pretty substantial beginner flat-rate
manual. Schneider says that while the
flat-rates are being determined, the
time it takes to finish each job should
be constantly re-evaluated based on
the time tickets of the technicians. He
notes that often a tech may think he
can finish a job faster than he actually
can, or that he may become more effi-
cient and start finishing jobs in less
time.

He suggests that service slips be
revisited every quarter and that flat-
rate times be recalculated to include
the new data. As more data is acquired,
the flat-rate times will get tighter and
tighter, says Schneider, and eventually
they will get to the point where they're
difficult to budge. That’s when you
know you're at a solid number. FE

Flat-Rating Repetitive Jobs

Greg Schneider of Spader Business Management acknowledges that because of the
diversity of equipment in the ag world, flatrating can be difficult. One of the reasons
it has been so successful in the auto industry is because of the high level of repeti-
tion. An auto mechanic sees the same types of work on the same types of car day
after day, while a tractor tech is more likely to be confronted with something he’s
never encountered before.

“Let’s say a customer brings his tractor in and it needs to be overhauled. It's diffi-
cult to know what that tractor will need until you take it apart and look at the guts.
Flat-rating is trickier on repair work because there is no way to write a 100% accurate
estimate until the unit comes in.”

Schneider says that even if a dealer shies away from flat-rating labor and time
intensive jobs like engine overhauls, there is no excuse for not flat-rating mainte-
nance-type jobs that service shops encounter on a regular basis.

He says that even though the diversity of the ag industry makes it more difficult to
create flat-rate manuals, dealers will see huge returns on their effort, noting that
even the smallest steps toward flat-rating can yield a 5-10% improvement in efficien-
cy.

That’s a significant gain. An average technician works 2,080 hours per year.
Because flatrate billing increases the number of hours where a tech can conceivably
generate revenue for the dealership, even an improvement of 5% bumps billable
hours by 104 a year. That means, at an $80/hour service rate, each technician is
capable of bringing in $8,320 of additional income every year — and that’s on the
low side. A 10% improvement in efficiency doubles that number so that a technician
can conceivably generate an additional $16,640 in revenue.

“Multiply that by the number of techs working in the shop,” says Schneider. “Then
consider the industry rule of thumb that every dollar of additional labor brings with it
a dollar worth of parts. It's easy to see how a dealer can get excited about flat-rate
billing.”
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