Usesfor Advertising asa

Percentage of Sales (PoS)

A ubiquitous marketing metric istheratio of a
marketing budget to the sales revenue.

Our Domestic Shoe Business

Revenue = Price x Quantity $11,392,663
Cost of Goods Sold = Variable cost x Quantity 2,664,236
Gross Profit 8,728,427

Advertising= 1,400,000

Percentage of Sdles for example Cons Promotion= 600,000
. Advgg s nq[ to Safl essazati 0R or Advertising Expense Sales Force= 160,000
. as a Percentage of Sales Revenue —

Ted Mitchell * Promotion to Sales ratio or Promotion Expense as Dealer Promc-mon— 600,000
a Percentage of Sales Revenue Total Promotion Expense 2,760,000
+ SdlesForceto Salesratio or Sales Force Expense Net Profit Contribution From Marketing 5,968,427
as a Percentage of Sales Revenue Product Development and Market Research 800,000
Net Profit Contribution $5,168,427

Domestic Market Income Stateme Pirfc g;:e Domestic Market Income Statement ~ Percentage )

Revenue = Price x Quantity $11,30—, Revenue = Price x Quantity sia0q O SAes The Ratios are Used

Cost of Goods Sold = Variable cost x Quantity 2,664,236

Gross Profit 8,728,427

Advertising= 1,400,000

Cons Promotion= 600,000

Sales Force= 160,000

Desaler Promotion= 600,000

Total Promotion Expense 2,760,000
Net Profit Contribution From Marketing 5,968,427
Product Development and Market Research 800,000
Net Profit Contribution $5,168,427

Cost of Goods Sold = Variable cost x Quantity 2,664,236 L
Gross Profit Markup ] 728,427 76.6%

Advertising= 1,400,000

Cons Promotion= 600,000

Sales Force= 160,000

Desaler Promotion= 600,000

Total Promotion Expense 2,760,000
Net Profit Contribution From Marketing 5,968,427
Product Development and Market Research 800,000

Net Profit Contribution Returnion Sales $5,168,427 45.4%

1) to indicate performance

¢ Declinein markup is bad

* Increasein ROSis seen asan increase in
efficiency

2) to help calculate cost based price
Price=V/(1-Target Markup)
Price = BEP/(1-ROS)




Domestic Market Income Statement Perfcg;tage i .
Revente = Picex Quaniy sigsy T SAS Budget to Sales Ratios Budget to Sales Ratios

Cost of Goods Sold = Variable cost x Quantity 2,664,236 ]

oros Pm“i el pow  Are compared from period to period * The ratios and the changes in the percentage
Advertising= 1,400,000 ' Advertising to Sales éi 12.3% of sales are used
Cons Promotion= 600,000 e 53% * Are compared from budget to actual S
SesFoos= 1000 | sieFocetosdes [T L4 1) asindicator s of good or bad
Dedler Promotion= 600000 | Dealer Promo (o Sales 5.3% performance
Total Promotion Expen: T OSS L 24.2%
Net Profit Contribution 5,968,427 L.
Product Development and Market Research 800,000 2) aStO Set adVert|S| ng and Other
Net Profit Contribution $5,168,427 45.4% mar ketl ng bUdgets
Example
« Accountants like Percentage of Sales (PoS) Accountants see advertising as an expense and
because it is a simple method for controlling the expenses are considered a bad thing (not as profit .
size of the advertising budget. driver) * You Forecast Your Sales Revenuein Your
Marketing Plan to be$11,392,000
« “At the end of this accounting period your * You are agiven an advertising budget
advertising expense is to be 12% of sales of 12% of Sales Revenue
revenues.’ « At the end of the period you must NOT
« “The difference between the budgeted 12% and have spent more than 12% of Sales!!
the actual percentage is a meastre of Your « You have Advertising Budget of $1,367,040

failur e to control the advertising budget.”




Y ou make forecast

Y ou make forecast

gd:j’ g:ﬁ“gos gd:j’ g:ﬁ“g BUT you overspend gd:j’ g:ﬁ“g BUT you overspend
u u u P
Arearepresents Y our $1,400,000 Arearepresents Y our $1,400,000
Advertising Budget of Advertising Budget of
$1,367,040 12.3% $1.367,040 123%
12% 12% 12%
Sales Revenue Sales Revenue Sales Revenue
$11,392,000 $11,392,000 $11,392,000
. | Youmake forecast
Percentage of Sales Revenue Advirtising Advirtisng gyt youdoit
Budget as PoS Budget as
Arearepresents Y our for lessthan budget Arearepresents Y our
Advertising Budget of Advertising Budget of
* PoS Can also make you look faph it faph it
12% o 12% o
good! V
11.5% 11.5%
Sales Revenue Sales Revenue
$11,392,000 $11,392,000




iake fi ..
addrisng oyt | | Advertising as PoS
Budet &P for |essthan budget |  |an Advertising Manager
» Advertising as percentage of sales (PoS) is . .
1367,040 Vertising s percen'ag > (PoS) Setting the Promotion Budget
12% V used asameasur e of operational ith Percent f Sales (PoS
115% efficiency wi centage o es (PoS)
Ted Mitchell
« Itisavery poor measure BUT learnto live
withit!
Sales Revenue
$11,392,000
. . Percent of Total (i
Budgeting Methods Budgeting Methods Audience at Each S, probepilites
 Affordable » Affordable Awareness 70%

« Percentage of Sales (PoS)
« Competitive Parity

Objective Task

« Percentage of Sales (PoS)
« Competitive Parity

* Objective Task

Knowledge 40%
‘ Liking 30%

l Preference 24%
Commitment 10%

Purchase 7%

Goal isto Increase
any one

or combination €&
of the stages

80%
42%

60%




Per cent of Total
Audience at Each Std

Advertising Awareness 70%
. . “ Ki
Direct Promotion

Transition
Probabilities

nowledge 40%
= il > 1
yer, Mailer Liking 30%

Preference 24%
Commitment 10%

5%

80%
42%

Sales Force

Consumer Sales 60%

Promotions
Coupons

Budgeting Methods

o Affordable

* Per centage of Sales (PoS)
» Competitive Parity
* Objective Task

It is avery popular method for choosing and
controlling advertising budgets

Assume
Forecasted Revenue is $100,000,000

Desired Ratio of Advertising Budget to
Sales Revenueis 6%

Then
Advertising Budget is
6% ($100,000) = $6,000,000

Budget Amount

* You can be given afixed dollar amount
such as $6,000,000

e Or

* A “Moving” Target Budget such as 6% of
Sales Revenue

Percentage of Sales (Revenue)

* You Need

1) Forecasted Sales Revenue

2) A Desired Percentage of Sales Revenue (PoS)
» Desired Percent may come from

1) The historical percentage the firm uses

2) The average industry percentage

3) The percentage used by close competitor

Backwards to Theory

Using Correct Marketing Theory

 You choose the budget size and the budget size
determines the sales volume

BUT! Using Percentage of Sales (PoS)
Sales Revenues are dictating Budget Size
« If sales go up then the budget goes up

« If sales go down then the budget goes down




Percentage of Sales Used For

1) Measures of Marketing Management's
Efficiency

2) To set Marketing Budgets
Advertising Budget = PoS(Revenues)

« |t isnot the best metric for either purpose

Any Questions




