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Dealers 1, Internet 0  
 

Car dealers learned fast how to handle customers who think they know everything. 
Every two years a certain doctor comes to Linda Cerrone's Nissan dealership in Tewksbury, 
Mass. and buys a Pathfinder or a Maxima from her. The doctor comes well prepared. Using the 
Internet, he knows the car's specs, the options and the invoice price. Because of this, she says, 
she can squeeze just $500 over invoice from him--as much as $2,200 under Nissan's $27,100 
suggested retail price for a high-end Maxima. "He grinds me worse than anyone," Cerrone, 53, 
says.  
 
But don't cry for Cerrone. When she pulls up the doctor's name on her computer, she sees the 
gross profit she's made off him in parts, service and sales for the eight years he's been coming to 
her dealership. "I can see I'll have the ability to make another $1,800 or $2,000 on his trade-in, 
and I know he's going to service the new car, which will be another $1,000 over the next two 
years. So it's $3,500 in profit on the deal, not just $500," says Cerrone. She wouldn't cut the 
same deal for someone who drove 100 miles to try to save $100--someone she will likely never 
see again.  
 
Car dealers would be happy to see the Internet go away. What retailer wants shoppers to know 
their wholesale costs? But they are not being killed by the Internet, as the most avid dot-com fans 
were predicting a few years ago. They are fighting back quite adroitly.  
 
The old-fashioned dealers have almost completely stomped out the Internet sites that promised to 
sell cars directly to consumers. Now they are exploiting computers and the Internet to improve 
service and boost volume, especially for used cars. And don't think their salespeople aren't well-
primed for buyers who walk smugly into a dealership carrying Internet-generated pricing 
information.  
 
Not that life is easy for dealers. Scores get merged out of existence or go bankrupt every year, 
(see chart, below). Their gross profit margin on new cars has been falling for 40 years, to 6% last 
year. Strong vehicle sales (17.2 million sold last year) have shielded them from worse times, but 
sales will slow a bit this year.  
 
That's why it's urgent for dealerships like Cerrone's Crest Nissan, which sells about 1,000 new 
cars a year, to replace the gross profits they used to get on new-car sales. One old standby is to 
get the buyers back in the store for higher-margin transactions like servicing and parts sales. The 
National Automobile Dealers Association estimates service and parts made up 12% of dealer 
sales last year--but 47% of profits. Another source of income is used cars, where comparison 
shopping on the Internet is a little tougher. And then, some dealerships are turning into gift shops. 
At Beverly Hills BMW you can buy BMW cufflinks for $28 or a $708 attaché emblazoned with the 
BMW logo.  
 
The smart dealers, meanwhile, are turning the Internet to their advantage. From Cerrone's Web 
site customers can make service appointments or order parts. Her back-office system, the latest 
version from Dayton, Ohio-based Reynolds and Reynolds, automatically sends out discount 
coupons by e-mail or regular mail, alerting customers to 10,000-mile checkups or extended-
warranty offers.  



On the sales side, prospective buyers can cruise her inventory online, and also see photos, 
calculate monthly payments and fill out loan applications. Dealers say the system cuts 15 minutes 
from the three hours customers typically spend at a dealership to buy a car. "Customers come to 
me at lunch with 45 minutes," Cerrone says. "And they don't worry so much about how cheap 
something is, if it's fast and easy to get."  
 
Cerrone contracts with four auto-referral Web sites, like Autobytel.com, which send her several 
hundred leads every month. She grumbles about their expense--an average of $900 per site per 
month--and it takes a full-time Internet sales representative to weed through them. But for now 
she is sticking with them because they lead to about ten sales a month, enough to cover costs.  
 
Used car Web sites are more productive for Cerrone. She places ads on the huge online 
classifieds sites like AutoTrader.com and Cars.com, where customers can search for specific 
models and link directly to the dealer when they find what they're looking for. These are buyers 
you want. A used car buyer will travel farther to get his specific car, and he will pay for it. Net 
margins for used cars average 1.7% compared with 0.7% for new cars. Some of Cerrone's 
customers walk in with the stock number of the used car they want to buy printed from her Web 
site. Internet sales make up 10% of her volume. "This makes my life easy," she says. "I can just 
go get the keys."  
 
The biggest change for dealers is shoppers armed with research culled from auto advice Web 
sites like Consumer Reports, Edmunds or Kelley Blue Book. J.D. Power and Associates says 
62% of new-car buyers first consult the Internet for invoice prices, sticker prices and trade-in 
values. They storm into the dealership like lions but walk out like sheep. Auto pricing, it turns out, 
is a subtle thing.  
 
At Rothrock Motor Sales in Allentown, Pa. salespeople counterattack by calling up those Web 
sites on one of ten computers scattered around the showroom. On valuing a trade-in, for 
instance, a salesman will acknowledge the price listed on the Internet. But he then changes a few 
inputs, arguing that the car's condition isn't quite as good as what the seller says. That knocks 
down the suggested trade-in value for a 2000 Toyota Camry from, say, $11,000 to $10,000--the 
difference between "excellent" and "good" condition.  
 
Then there's the matter of the "invoice price." It's not the price the dealer pays, only a starting 
point in calculating the price. Manufacturers pay dealers for every car they sell (this is called 
holdback) to help cover costs. The Big Three pay 3% of the sticker price; foreign makers, typically 
from nothing to 3%. But that's not all. Like toothpaste companies, the carmakers offer cash to 
entice retailers to move certain products at certain times--incentives buyers never hear about.  
 
Even when a resourceful buyer uncovers this information--it is available for a price from 
Consumer Reports, FightingChance.com, and others--there is only so far a dealer can be 
pushed. Benjamin Gardella, a software engineer from Berkeley, Calif., dug up unpublicized 
incentives and calculated holdbacks before buying a 2002 Subaru Outback in December--and 
ended up paying exactly what the dealer wanted him to pay. The dealer claimed Gardella was off 
by $650 on the invoice price and denied he would get a holdback. "He was going to sell every 
Outback on his lot without a problem," Gardella laments. "I picked a hot car, and if you're locked 
into a hot car, you're doomed."  
 
And Internet or not, some sales tactics never change, as Deirdre Holbrook of San Francisco 
found out late last year when she went to buy a new Honda CR-V. The dealer "accidentally" 
installed an alarm system that he then offered for a "cut-rate" $800. The dealer will remove it--if 
she's willing to waste a day at the dealership.  
 


