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While automotive companies have typically focused the bulk of their efforts on
the way vehicles are marketed and sold, increased emphasis is now being placed
on the aftersales elements of service, parts, and accessories. The aftersales business
can have a disproportionately large impact on the overall customer experience and
profitability of an Original Equipment Manufacturer (OEM), its dealers, and
distributors. Industry estimates indicate that approximately 50% of the profits
made in the auto industry come from service, parts, and accessories.

This is striking, as the global accessories retail market is estimated to be as large as
US$70 billion. As OEMs face stagnant or declining vehicle sales and a tight credit
environment in many markets, the added revenue and profit potential of
accessories sales takes on greater importance. The accessories business is broad
and includes products that enhance or modify a vehicle such as floor mats, seat
covers, alarms and security, spoilers, custom wheels and in-car entertainment. It’s
clear that this business represents a substantial opportunity for OEMs, one that
has just begun to be realized.

This whitepaper outlines the factors impacting accessories sales, as well as the
trends, challenges, and opportunities facing automotive companies in this
lucrative area. The paper also presents Capgemini’s proven approach, based on
our work with OEMs, to help companies take full advantage of the opportunity
that exists by focusing on a few key enablers coupled with a new, retail-oriented
approach to the accessories business.

Introduction
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While the potential business value from accessories may be high, execution poses
many challenges. Accessories supply chains are increasingly complex, involving an
ever-growing number of SKUs, multiple paths of material flow, several and often
competing distribution channels, significant reverse logistics issues related to
returns of component parts and sometimes complex installation.

To further complicate matters, there has been relatively low corporate investment
in accessories operations to date. As a result, accessories business units have not
received their share of new business processes and technology.

Variations in the way certain markets handle accessories also makes it hard for
OEMs to capitalize on this opportunity. Though European, U.S. and Asian
markets all have significant OEM accessories sales numbers, the way these
products are sold differs by market:

� The European automotive market views accessories as orderable options to be
installed on preconfigured vehicles prior to delivery to the dealer, with estimates
as high as 75% to 85% of vehicles being customized at the time of order. Most
consumers select a configuration of both cosmetic and performance options
specifically for themselves and place the order, often waiting several weeks
before “their” vehicle is built and delivered. This means that most OEM
accessories sales are ordered and invoiced prior to delivery to the dealer’s lot.

� In contrast, U.S. and Asian consumers generally select vehicles built with
standardized packages and configurations directly off the dealer’s lot and then
add accessories to personalize the vehicle. Therefore, personalization takes place
through the purchase of accessories rather than the configuration of the vehicle
at the time of ordering. The dealer controls the stock of OEM accessories, which
results in many forecasting and replenishment challenges. For example, lack of
visibility at the point of sale by the OEM leads to frequent mismatches between
supply and demand. However, these challenges are worth addressing, given the
size of the market, especially in the U.S. where accessories sales total $38 billion,
according to the Specialty Equipment Market Association (SEMA).

Accessories constitute perishable demand: Consumers buying cars off a dealer’s lot
do not want to wait for OEM accessories and may instead purchase aftermarket
accessories. In most cases, a vehicle purchase represents a one-time opportunity
for the OEM to capture the customer and fulfill the accessories demand.

Factors Impacting
Accessories Sales

The $38 Billion U.S. Accessories Market (by product type)
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A number of challenges exist in the OEM automotive accessories market today,
including:

� Profit shift: Declining vehicle sales and pricing wars in mature markets are
leading to a profit shift from vehicle sales to aftersales, including accessories.
Accessories sales are extremely lucrative to OEMs given their high profit margins.
Hence, they often constitute a significant portion of the OEM’s total profit.

� Changing consumer demographics and purchasing styles: Aging baby
boomers are more likely to purchase products that constitute the basics, and are
less active in the accessories market as a whole. In contrast, generations X and Y
have grown up in an age where the Internet and other media increasingly focus
on personalization and customization. These consumers are more willing to
spend money on accessories to personalize their vehicles and desire higher
customer service levels. Consequently, there is a significant increase in consumer
expectations from both OEMs and dealers in terms of products and service.

� Short product lifecycle (PLC): Today’s shorter product lifecycles, resulting from
rapidly changing model year/color/package combinations, demand a fast
accessories time-to-market. Larger automotive suppliers often are not as flexible
as they need to be to respond quickly to the frequently changing demand from
accessories buyers. This has resulted in a growing market for more nimble
aftermarket accessories suppliers.

� Increasing complexity of vehicle configurations: The trend toward more
complex configurations has resulted in a growing number of accessories. OEMs
must engineer and then produce and stock more accessories than ever before. A
simple accessory such as a spoiler, or even wheels, must be differentiated for
many vehicle makes and models.

� Increasing complexity of accessories: As accessories themselves become more
complex, specialized equipment and training are required to install the
accessories at the dealer. This is complicated by the fact that vehicle electronics
are also becoming more complex and some accessories require integration with
vehicle electronics.

� Growth of aftermarket accessories: Aftermarket accessories typically are
available at lower price points and in a larger selection than OEM accessories.
This creates tough competition for OEMs as dealers, distributors, and channel
partners demand the right accessories, in the right place, on time, and at the
lowest total cost.

Given these challenges, OEMs have struggled to capitalize on the full potential of
their accessories business, and are now looking to invest more time and money,
having appreciated that the accessories business represents a significant
opportunity for growth and profitability.

Automotive Accessories
Trends and Challenges
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To address the challenges and take full advantage of the accessories opportunity
that exists, OEMs must focus on a few key enablers coupled with a new, retail-
oriented approach to the accessories business. This approach, which is applicable
across markets, focuses on managing visibility and responsiveness throughout the
accessories value chain, the innovative use of information technology, deploying a
retail business model and the accompanying processes, and using market
penetration rates for accessories sales forecasting.

Managing Visibility and Responsiveness Throughout the Accessories
Value Chain
Automotive accessories value chains are increasingly intricate, with multiple
distribution channels. In this environment, it is important for companies to
leverage their inventory investment across their network of constituents to meet
rising customer expectations.

Lack of collaboration and visibility among OEMs, suppliers, and retailers creates
volume and timing mismatches between demand and supply in the accessories
value chain. The resulting lack of information and end-to-end visibility causes an
acute “bullwhip effect,” pushing some areas in the accessories business from cash
cow to loss leader. As consumer expectation levels increase, an OEM’s accessories
divisions need increased visibility into inventory and order status throughout the
entire value chain. This requires improved collaboration with trading partners.
Successful companies optimize their entire investment in inventory across the
multiple echelons in their extended supply chain.

While OEM service parts supply chains have been fine-tuned to respond quickly
to demand, the accessories supply chain has not been the focus of attention.
Accessories suppliers tend to be different companies from those that supply OEM
parts, and have not been as well integrated into the OEM’s supply chain. OEMs
need to treat accessories as a retail business and develop specialized business
processes and utilize specific tools and technologies to manage accessories
separately.

Innovative Use of Information Technology
Historically, automotive companies have underinvested in accessories information
technology. Existing legacy systems are not integrated and companies lack the
capability to collaborate with their trading partners. The integration of OEM
systems with those of accessories distributors and dealers has only recently been
attempted. Given the complexities inherent in the accessories’ supply chain, it is
increasingly important for companies to leverage advanced supply chain
technologies to provide integrated order fulfillment and more sophisticated
visibility, planning, and forecasting tools and processes.

Most OEMs leverage service parts systems and technology for their accessories
group. Forecasting, planning, and inventory management of service parts in the
automotive industry utilize complex algorithms that factor in the mean time
between failures, part criticality, service life, service durations, aging, and
increasing vehicle durability. However, accessories demonstrate very different
characteristics from service parts. Demand is driven more by fashion, promotions,
vehicle sales, and trends than by service life. For example, a company can create
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demand for accessories based on promotions but cannot create demand for
service parts in the same way. It’s not surprising then that the accessories business
has different IT needs from the service parts business.

Despite these key differences, accessories have not received the unique treatment
they deserve and typically are bundled with service parts when it comes to
forecasting, planning, and inventory management. As a result, OEMs are
challenged with unsatisfactory order fill rates and shortages in conjunction with
high inventories and low inventory turns. OEMs need to invest in tools and
systems that can support the unique characteristics and business processes of the
accessories business.

Developing a Retail Business Model and Accompanying Processes
Deploying a business model that treats accessories as an independent retail
channel and accompanying processes is critical. This requires the OEM to forecast
sales at an externally owned third-party distribution point, and then plan and
replenish the product on behalf of the third party. This ground-breaking approach
allows the OEM to have greater control over fill rates and inventory levels. In
addition, it enables standardization across the entire accessories distribution
network. The collaborative business process incorporated into this approach to
accessories planning and forecasting allows the distributor to have control over
the minimum inventory it needs in order to fulfill demand for its territory.

As a result, OEMs can integrate closely with their customers and manage the
highly lucrative and profitable accessories value chain to their own key
performance objectives. Thus, OEMs are better able to understand consumer
trends and react to them faster, thereby reducing the bullwhip effect typically seen
in supply chains where demand and supply are poorly synchronized. Improved
connectivity and visibility enables demand sensing and proactive planning such as
“bundling” of accessories, promotions, and incentives. The OEM can better
configure its approach for regions, segments, or even ethnic groups. Consequently,
this business model provides a win-win scenario for both the distributor and the
OEM.

Getting this process right the first time is a key to success in the accessories
business. Accessories sales are sometimes compared to sales of fashion products
that are “hot” one season and “gone” the next. Accessories sales are based on
consumers’ individuality and their tastes. This makes it imperative to forecast
accurately both in the growth phase and in the decline phase of the product
lifecycle.

Using Market Penetration Rates for Accessories Sales Forecasting
Given the nature of the accessories business, product lifecycles are extremely short
in most cases when compared to service parts. Frequent accessories introductions
and discontinuations lead to a short history and hence a forecasting challenge.
This factor is addressed by developing techniques utilizing market penetration
rates for forecasting of accessories.

OEMs must consider several key factors for forecasting. For example, how should
they treat model years, colors variants, and superseding of accessories? As there is
usually an overlap between sales of a model year and production or sales of the
subsequent year, this can be addressed by segregating model years as unique
vehicles. Another challenge is colors, where the same accessory may have
demonstrated vastly different behavior in different colors. To address this,
different color accessories are treated as unique parts, though the basis of vehicles
is color independent. This allows the penetration to be computed for each color
for the given pool of vehicles on which it could be installed.



This new way of viewing planning and forecasting allows the OEM to associate
the accessories sales to planned production, or planned sales, rather than treat
them as independent variables. The penetration rate for an accessory can be
defined as the percentage of vehicles that the accessory was sold on, based on the
total number of vehicles that the accessory could have been sold on. For example,
if there are 100 cars sold and 20 of the buyers purchased a rear spoiler, the
penetration rate is considered to be 20%. If vehicle sales jump, then spoiler sales
will also increase.

Once the penetration rate is calculated, statistical forecasting is conducted on
actual penetration rates. The forecasted penetration rates are then multiplied with
the planned production of all vehicles that the accessory can be installed on. This
provides a “sensitized” forecast of accessories sales based on vehicle lines, vehicle
production volumes, vehicle introductions and discontinuations. Of course, a
standard statistical forecast is also available for comparison purposes, and can be
selected if appropriate.

This concept of market penetration rates is the cornerstone of accurate forecasting
and planning of accessories. An effective use of this approach can be
demonstrated in a case where an accessory (for example, fuzzy dice) is used on
several vehicles with sales growing. However, one of the vehicles is discontinued.
While the traditional forecast would continue to trend upwards because it would
not take into account the discontinued vehicle, the market penetration-based
forecast will be cognizant of reduced vehicle sales stemming from the
discontinued car and will reduce the forecast proportional to the drop in the total
number of vehicles sold.

Sophisticated forecasting models using market penetration, seasonality, and trends
enable OEMs to accurately forecast demand and have the right accessories
available at the right place and at the right time – providing them with top-line

revenue growth while reducing lost sales and inventory write-offs
from these high-margin products.
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There’s no question that the accessories business represents a tremendous revenue
opportunity for OEMs, which is particularly critical given the static sales in many
mature markets today. Yet OEMs currently are not well positioned to take
advantage of this opportunity. Most use existing service parts models to run their
accessories supply chain. To capitalize on the accessories business, it is imperative
that manufacturers stop treating accessories like service parts.

To be successful with automotive accessories, a list of “must do’s” is in order:

� Develop “gotta have” products. Accessories business units should seek
integration with the vehicle development process.

� Offer dealers same-day/next-day availability.

� Integrate accessories into the vehicle advertising/selling process on the front end.

� Build customer awareness through integrated marketing and sales promotions.

� Strengthen the OEM/dealer relationship.

In short, to effectively manage the accessories value chain, OEMs need to adopt a
retail business model and leverage the fundamentals of the “4P” approach: Price,
Promotion, Product, and Placement. Leveraging the same principles used in other
best-in-class retail channels yields more efficient planning.

Further, OEMs need to build an adaptive, flexible, and responsive supply chain
for accessories through end-to-end integration, collaboration, and visibility. The
goal should be to make it easier for dealers to sell and install accessories. To
accomplish this, OEMs need to implement penetration-based forecasting, which
uses vehicle volume forecasts to drive accessories forecasts. This concept of
market penetration-based forecasting for accessories is new to the automotive
industry but has the potential to cause a revolutionary change in the way
automotive OEMs manage their accessories business.

Conclusion





Capgemini worked with the accessories business unit of a large OEM that markets
and distributes products worldwide through franchised dealerships and
warehouse distributors. Over the years the business unit has been a cash cow,
contributing consistent, profitable revenue growth for the OEM despite low
corporate investment and slowing vehicle sales. However, changing industry
dynamics were beginning to have a negative impact on revenue and profits for the
business unit.

While the OEM and service supply chains had been fine-tuned to respond quickly
to demand, the company’s accessories supply chain had not received similar
attention. The manufacturer’s existing accessories distribution network was
challenged to meet the demand for same-day/next-day availability and the need to
leverage specialized tooling to install some of the accessories. The OEM wanted to
improve the situation and decided to launch a separate accessories business unit.

This business unit distributes, markets, and sells the OEM’s accessories exclusively
to the franchised dealers within a defined market. The OEM leveraged existing
mega dealers, warehouse distributors and, in some cases, started greenfield sites.
This new business channel is designed to drive the company’s accessories sales
growth over the next five years. However, the new channel did not have the
requisite supply chain business processes and IT infrastructure in place. The
franchises lacked basic inventory management systems and were processing
orders by hand. New business processes and information systems needed to be
developed and deployed rapidly, and Capgemini was selected to help undertake
this task.

The accompanying graphic illustrates the new approach to the OEM’s accessories
distribution network.
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Taking a New Approach to Accessories Distribution
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The traditional accessories model facilitates distribution, installation, and sales but is challenged with a long lead time at the point-of-sale.
The new model, with the OEM in charge of forecasting and replenishment and with an installer/distributor, can reduce the lead time to one day.
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Forecasting and Planning Processes and System: Lifeline for the
New Channel
New supply chain planning business processes and systems were developed and
deployed to forecast demand, plan supply, replenish orders, and enable
collaboration for accessories at each of the franchises by utilizing an advanced
planning application and the Internet. The end-to-end integrated processes sense
the demand, the sales behavior, and history to forecast future projected demand.
The accessories sales forecast drives the supply plan developed in collaboration
with the franchises. In turn, the supply plan is used to place orders to suppliers
and provide them with a future forecast, enabling them to plan their
production and supply. This system resulted in a substantial increase
in fulfillment rates while significantly reducing the inventory
across the accessories value chain.
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For more information on Capgemini’s market penetration-based
approach to automotive accessories forecasting and planning,
please contact:

Sven Dharmani
+1 703 587 7836
sven.dharmani@capgemini.com

Jason Smeak
+1 312 576 7747
jason.smeak@capgemini.com

Nick Gill
+44 870 904 5699
nick.gill@capgemini.com

Steffen Elsaesser
+49 89 9400 1464
steffen.elsaesser@capgemini.com

Capgemini, one of the
world’s foremost providers of

consulting, technology and outsourcing
services, enables its clients to transform
and perform through technologies.

Capgemini provides its clients with
insights and capabilities that boost their
freedom to achieve superior results
through a unique way of working - the
Collaborative Business Experience™ -

and through a global delivery model
called Rightshore®, which aims to offer
the right resources in the right location at
competitive cost. Present in 36 countries,
Capgemini reported 2007 global
revenues of EUR 8.7 billion and employs
over 88,000 people worldwide.

More information about our services,
offices and research is available at
www.capgemini.com.
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