





Marketing Budgets








Money, money, money.  Where does it come from and where does it go?  The questions seem simple enough, but the process of creating a system of knowledge and control over the money is certainly a complex one.  Nevertheless, every aspect of life and business involves budgeting.  Budgets are essential for planning and for maintaining control of the flows of money for any organization.  The more you understand about the process of developing a budget, the better off you and your company will be in the long term.  The information presented in this paper is merely a glimpse into the concepts of budgeting and related issues such as costs, pricing, and accounting--which could each be a workshop on their own.  These are subjects that take years of study and practice to understand, but we all have to start sometime!  





A Marketing Budget is part of the overall operating budget for the organization.   Marketing budgets represent the forecasted plan for revenues, costs, and profits and provides a system for control over the money allotted to marketing.  As one of the most important functions of a competitive business, the marketing budget must be spent in a way that generates more business, creates customer awareness, and advertises the advantages of the company.  This is asking a lot, but that is why marketing budgets must be carefully planned and evaluated.  





To prepare a marketing budget, you need to gather information, make informed estimations, and work several calculations.  The complete set of data and numbers are rarely available, so you will have to make certain assumptions and forecast figures based on limited information, your own knowledge, and your intuition of the situation.  Do not worry, as you gain experience in record-keeping, analysing the numbers, and estimating the costs and prices, the marketing budget will not seem so daunting.  Crucial to developing a marketing budget is understanding the factors involved in the cost of the products and services, and the factors and strategies for pricing to cover the costs and still make a profit.








Cost Factors





Let us first define the types of costs which are relevant for a telecommunication company.


 


Costs are generally understood to be either fixed or variable.  





Fixed costs, or overhead, are the costs that do not vary with the level of sales.  These are the costs you must pay whether you sell one telephone installation or 1000 installations.  Some examples are the rent of offices and the salaries of employees.  Can you think of other fixed costs?  Variable costs are those which vary depending on the quantity of units sold.  Maintenance costs will vary depending on rural and urban settings, the age and quality of the equipment, and what types of preventative measures are taken.  Can you think of other examples of variable costs in the telecom sector?  There is another cost that �



is important to understand.  In any type of utility, such as telecom, the company must undertake large initial expenditures to establish the necessary infrastructure and technology.  These are considered sunk costs, meaning that the money spent will only be recovered in the long term. 





There are many factors which contribute to the actual cost of a product or service, and these may vary depending on the situation in your country and your telecom organization.  What is your understanding of cost factors in the telecom sector?  What are the factors involved in the cost of products and services that your telecommunication entity offers?





Firstly, think about the actual products that you offer to your subscribers.  How much does it cost your organization for each of these products and where do these costs come from?  Some of the cost factors to consider include the price you pay the supplier for the products.  What is the relationship with the current supplier and are there other supplier options?  Is there one sole supplier or do you purchase from various countries and companies?  Think about money saving measures that might be useful.  Some thoughts may be to negotiate with several different bidders or buy in bulk quantities.  If you do accomplish economies of scale in this way, how much will it cost for you to warehouse the inventory and for how long would you anticipate to stock the equipment?  Perhaps, regional cooperation can provide a stronger negotiation and more unified purchasing position.  





Telecommunications is a high-tech industry and that means that products change quickly with the latest developments.  What effect do high technology products have on the costs of operating a telecom system, in the short and in the long term.  Also, what is the range of products that you sell and is it adequate to meet the needs of your customers?





Telecommunications infrastructure is an enormous expense to establish and to maintain.  What are the costs associated with developing and building the necessary infrastructure? Is the cost different in the urban and rural settings?  How much does it cost to install one telephone line, one hundred?  Assuming that the telecom entity develops the infrastructure, how do you then cover these costs?  





Now, think about the services that you provide:  installation, maintenance costs, and telephone usage are just a few of the factors to consider. What is the cost to your organization for telephone calls made locally, regionally, and internationally; and what factors influence these costs?  How much does it cost your company to provide a service in terms of employee salaries, time, maintenance, and customer-service?  What are the various factors involved in serving the urban customers, the business clients, the households, and the rural subscribers?  





As you can see, cost issues are varied and complex.  You must analyse and try to understand these cost factors in order to determine the most appropriate prices to charge.  Remember, you must be able to cover your costs of doing business in order to stay in business.  This is the reality of a competitive situation.  Which aspects of your business are profitable and which aspects are not?  To what extent are subsidies providing income for the telecom entity in your country?  Will this be changing over the next five years?  











Pricing Issues





Pricing decisions are a fundamental issue in any organization.  It is a complex process to determine what are the most effective prices.  Some important factors to consider include the level of current demand, the prices of the competing services, and the characteristics of the market.  For example, the price of telephone calls.  If you undercharge, the existing telephone lines will be overcrowded, the chances of faults will increase, and customers may not be able to complete telephone calls and become frustrated.  If you overcharge, the customers may feel cheated and be more open to competitors’ services.  Between these two drastic options, there should be a range of prices for specific products and services that allow you to make a profit and your customers to be happy.  





How are the prices set in your company?  Generally, prices should be based on several factors such as how much it costs to obtain the product or service the need of the customer.  There are several approaches to pricing that are relevant to the telecom sector.  The basic approach is cost-plus pricing and a more advanced approach depends on the buyers’ perception of the value of the service.  





Cost-plus pricing means adding a mark-up to the cost of the product or service in order to make a profit.  This goes back to the idea of knowing how much a particular product or service costs to offer.  The fundamental elements in this approach are both the unit cost per product or service and the type of mark-up that is relevant.  There are two key formulas for this pricing approach. 








�


1.  To find Unit Cost = Variable Cost + (Fixed Costs / Unit Sales)





2.  To find the mark-up prices given a certain desired return on sales:





                 Mark-up price =       ______unit cost___________


                                                   (1-desired return on sales)











Let us look at a simple example.  Suppose the following figures are correct for a telephone.





Variable cost per unit	$20


Fixed cost			$500,000


Expected unit sales		50,000





Unit cost = Variable cost + (fixed costs/unit sales)


	    = $20 + ($500,000/50,000)


	    = $30





Your unit cost per telephone is $30.  Now that you know how much it costs to produce each telephone, how much are you going to charge your customers to purchase it?  What would be a fair mark-up for each product and service that you offer? 





Now, suppose you want to make a mark-up of 25% on this particular product.  The equation becomes:





Mark-up price =         ______unit cost________


			(1-desired return on sales)





		=     __$30___


			(1-.25)


		=   $40





This mark-up price of $40 would now become your selling price of the telephone and would ensure a return on sales of the targeted 25%.  Of course, this is a very simplified version, but the equations can be adapted to your own pricing decisions.  What would be an appropriate return on sales for the products and services that your company offers?  Do you know the unit cost for each?  Unit costs for services are more difficult to determine because they also include the value of employee time.  But, you should be able to make some educated guesses about the cost per service and apply the above formulas to see how much you should be charging.  








Buyer-based pricing uses the buyers’ perceptions of value, rather than your costs, as the basis for pricing decisions.  That means you charge what you think the customer is willing to pay.  This is a more complex system that relies on detailed knowledge of the customers, their needs and perceptions of telephone services, and their willingness and ability to pay.  This pricing approach can also be dangerous if it means that prices are set arbitrarily with no real regard for customers’ ability to pay.  For the people in your customer groups, what do you think is the perceived value of telecommunications?  Does it differ among households and businesses?  Rural and urban areas?  


�



Marketing Budgets





Marketing budgets are generally set by the highest levels of management based on  money available from the overall operating budget of the organization.  Once this has been determined, the marketing department must make important decisions about how best to allocate the money.  How should the marketing budget be spent? Some areas to consider include customer service training and information, advertising of products and services, public relations, and market research.  What other examples can you think of?  





Many of the marketing budget decisions depend on the organizational objectives and the situation in your country.  For example, if one of the telecom entity’s objectives is to increase awareness among subscribers of the types of products and services that are offered; how do you propose to do this?  Perhaps you decide to create an advertising campaign.  What will the campaign say and where will the advertisements be placed?  Are newspapers or posters a viable option?  What about the radio or television?  Think also about the costs for each form of media.  





Several other important characteristics of a marketing budget include the following:


a specific and well-defined plan for dispensing the money


a system of controls


a structure for evaluation and feedback


a close relationship with the company’s short and long-term objectives





To prepare a marketing budget, you must first discuss and propose ideas for effectively marketing the products and services.  Marketing could also be used to improve the company image and disseminate information to customers about the advantages of the telecom entity.  How will you get the messages to your current and potential subscribers?  What types of marketing may be relevant for the different market segments?  You may need to market your products and services differently to each group.  





The next step is to decide how much money will be allocated to each project.  This decision is based on the size and scope of the project as well as the type of media you have chosen.  You must estimate the costs involved at every step of the project. 





Finally, you must determine a system of evaluation and control.  Any marketing project or plan must be evaluated for its effectiveness in actually meeting the stated objectives.  For example, if your goal is to increase customer awareness, how will you evaluate whether or not you have achieved this goal?  Think about methods that you can use to evaluate the effectiveness of marketing programs.  If, for example, the methods that you chose to increase customer awareness are not effective, then the marketing money should be used in another way.  


�



Appendix:  An Example of a Target Profit Plan





Marketing departments often use a target profit plan to forecast sales and estimate the cost of selling the products and services.  A target profit plan also involves analysing the company’s markets and objectives to reach those markets.  You will see below an outline of the elements of a target profit plan, each of which are explained in further detail on the next page.  This format can be adapted for each product and service that you offer as well as for each market that you serve.





Outline of Target Profit Plan





�
�
Forecast of total market 


This year's total market  X recent growth rate of the market�
�
2.  Forecast of market share�
�
3.  Forecast of sales volume  [(1) X (2)]�
�
4.  Price of the product or service �
�
5.  Estimate of sales revenue [(3) X (4)]�
�
6.  Estimate of variable costs 


including any raw materials and distribution�
�
Estimate of contribution margin to cover fixed costs, profits, and marketing  


{ [ (4)- (6) ] X (3) }�
�
8.  Estimate of fixed costs 


Fixed charge per unit  X sales volume�
�
9.  Estimate of contribution margin to cover profits and


marketing  [ (7) - (8) ]�
�
10.  Estimate of target profit goal�
�
11.  Amount available for marketing [ (9) - (10) ]�
�
12.  Split of marketing budget�
�
       Advertising�
�
       Sales promotion�
�
       Marketing research�
�
						


								


Now we will look in more detail at each of the above elements, where the information  comes from and what it means.  Some of the calculations, explained in brackets, involve multiplying, adding, or subtracting the various numbered items.  Other information comes from forecasting or estimating the costs and pricing.  Let us start from the top.





Forecast of total market:  What was your telephone market this year and what is a realistic growth rate for the telecommunications sector in your country?  The multiplication of these two figures will result in an estimate of the total telecommunication market in your country for the next year.





Forecast of market share:  Generally monopolies hold 100% of the market share, but with the increase in competition, your organization will no longer have exclusive access 








to the entire market.  Rather, you will need to estimate how much of the telecommunications market your organization will be able to serve.  





Forecast of sales volume:  As the above example illustrates, this figure comes from multiplying the forecast of total market with the estimate of your share of the total market.  The forecast of sales volume gives you an idea how many products and services you will be able to sell in the coming year, given the challenges and opportunities that your organization is facing.  





Price: What is going to be the price for each product and each service that your company will be offering?  Your telecom entity will be providing a range of products and services, and each one will have to have a separate target profit plan.  This is a time consuming process, but a very important one.  It will allow you to see at which price levels you can best operate.





Estimate of sales revenue:  The sales volume multiplied by the price gives you the estimated revenue you will be able to make.  This represents the money coming into the organization from the various products and services that you offer.  





Estimate of variable costs:  Variable costs are those which vary depending on the quantity of units produced.  





Estimate of contribution margin to cover fixed costs, profits, and marketing:  The contribution margin is derived from a simple equation (Price-Variable costs X the sales volume).  This tells you what amount of money will be left over to contribute to the profits and other costs.  In the next few steps, you can see the contribution margin further decreased due to the fixed costs, marketing, the target profit goal.  





Estimate of fixed costs:  Fixed costs, or overhead, are the costs that do not vary with the level of production or sales.  These are costs that you must pay whether you sell one telephone installation or 1000 installations.  Some examples are the rent of offices and the salaries of employees.  





Estimate of contribution margin to cover profits and marketing:  This step accounts for the fixed costs.  An easier way to understand it is that the revenue must cover the variable and fixed costs, as well as the marketing costs, in order to have something left over for profit.  





Estimate of target profit goal:  This represents the targeted profit that your telecom entity would like to make.  What are the company goals regarding profit?  This is often based on the profits from last year.  Last year’s profit multiplied by a reasonable percentage increase give you a realistic target profit goal.  The reasonable percentage must be estimated based on the telecom situation in your country and organization.  





Amount available for marketing:  After costs and profits have been subtracted from the total revenue, what you have left is an amount that can be budgeted for marketing.  This illustrates that a certain amount of the profits of any company must be rededicated to the continued development of the organization and the marketing of products and services.  ��This could include investing in research and development, customer-service training, advertising, sales promotion, and market research.  





Split of marketing budget:  Based on your company objectives and goals, you can divide the marketing budget into categories such as market research, customer services, and promotion.








Although some of the above aspects of the marketing budget process may not seem to be relevant at the moment in your organization, or in telecommunications in general, it is important to understand the complexity and diversity of the process.  It is not a simple task, but the ideas of forecasting, estimating, and budgeting are absolutely necessary to plan the future growth of the organization.
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