MARKETING PLAN

The Marketing Plan: An Introduction

As a marketer, you'll need a good marketing plan to provide direction and focus for your
brand, product, or company. With a detailed plan, any business will be hetter prepared to
launch a pew product or build sales for existing products. Nonprolit erganizations also use
marketing plans to guide their fundraising and outreach efforts. Even government agencies
put together marketing plans for initiatives such as building public awareness of proper nutri-
tion and stimulating area tourism.

The Purpoese and Content of a Markeling Plan

Unlike a business plan, which offers a broad overview of the entire organization's missiva,
objeclives, strategy, and resource allocation, a marketing plan has a more limitad scope. [i
serves to document how the organization's strategic objectives will be achieved through
specific marketing strategios and tactics, with the customer as the starting paint. It is also
linked to the plans of other departmments within the organization. Suppose a marketing
plan calls for selling 200,000 units annually. The production departinent must gear up tu
make that many units, the finance departient must have funding available to cover the
expenses, the human resources department must be ready to hire and train staff, and so on.
Without the appropriate level of organizational support and resources, no marketing plan
can succeed.

Although the exact length and layout will vary from company to company, a marketing
plan usually contains the seclions described in Chapter Z. Smaliler businssses may create

shorter ar less formal marketing plans, whereas corporations frequently require highly struc- -

tured marketing plans. To guide implementation effectively, every part of the plan must be
desrxibed in considerable detail. Sometimes a company will post its marketing plan on an
intermal Web site, which allows managers and employees in different locations to consull spe-
cific sections and collaborate on additions or changes.

The Role of Bezearch

Iarketing plans are not created in a vacuum, To develop successful strategies and action
programs, marketers need up-to-date information about the snvironment, the competition,
and the market segments to he served. Often, analysis of internal data is the starting point
for assessing the current marketing situation, supplemented by marketing intelligence and
research investigating the overall market, the competition, key issues, and threats and
opportunitics issues. As (he plan is put into effact, marketers use a variety of research tech-
niques to measure progress toward objectives and tdenttfy areas for improvement if results
[}l short of projections. Finally, marketing research helps marketers learn more about their
customers’ requirements, cxpectations, perceptions, and satisfaction levels. This deeper
understanding provides a foundation far huilding competitive advantage through well-
informed segmenting, targeting, and positioning decisions. Thus, the marketing plan
should outline what marketing research will be conducted and how the findings will be
applied.
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The Role of Relationships

The marketing plan shows how the company will establish and mainiain profitable customer
relationships. In the process, however, it also shapes a number of internal and external rela-
tionships. First, it affects bow marketing personnel work wilh each ather and with other
departments to deliver valus and satisfy customers. Second, it affects how the company
works with suppliers, distributors, and strategic alliance pariners to achieve the objectives
listed in the plan. Third, it influences the company’s dealings with other stakeholders,
including governinent regulators, the media, and the community at large. All of these rela-
tionships are important to the organization’s success, so they should he considered when a
marketing plan is being developed.

From Marketing Plan to Marketing Action

Compantes generally create yearly marketing plans, alihough some plans cover a longer
period. Marketers start planning well in advance of the implementation date to allow time for
marketing research, thorough analysis, management review, and coordination between
departments. Then, after each action program begins, marketers monitor ongoing results,
compare them with projections, analyze any differences, and take corrective steps as needed.
Some marketers also prepare contingency plans for implementation if certain conditions
emerge. Because of inevitable and sometimes unpredictable environmental changes, mar-
keters must be ready to update and adapt marketing plans at any time.

For effective implementation and control, the marketing plan should defins how progress
toward objectives will be measured. Managers typically use budgets, schedules, and perfor-
mance standards for monitoring and evaluating results. With budgeis, they con compare
planned expenditures with actual expendilures for a given week, month, or other period.
Schedules allow management to see when tasks were supposed to be completed—amd when
they were actually completed. Performance standards track the outcomes of marketing pro-
grams lo see whether the company is moving forward toward its ubjectives. Some examples of
performance standards are: market share, sales volume, product profitability, and customer
satisfactian.

"o Sample Marketing Flan for Somic

This section takes vou inside the sample mackeling plan for Sonic, a hypothetical start-up
company. The company's first product is the Sonic 1000, a multimadia personal digital
assistant (PDA), also known as 4 hendheld compoter. Sonic will be compeling with Palm,
Hewlett-Packard, and other well-cstablished PDA rivals in a crowded, fast-changing mar-
ketplace where enhanced cell phones and many other electronics devices have PDA func-
tinpality. The annotations explain more about what each section of the plan shouldd contain
and why.

Executive Summary &

Sonic is preparing to launch a new multimedia PDA product, the Senic 1000, in a maturing
market. Despite the dominance of PDA leader Palm, we can compete hecause our product
offers a unique combination of features at a value-added price. We are tacgeting specific seg-
ments in the consumer and business markets, taking advantage of opporiunities indicated by
higher demand for easy-to-use PDAs with expanded communications, entartainment, and
storage functionality.

The primary marketing objective is to achieve first-year U.5. market share of 3 percent
with unit sales of 240,000. The primary financial objectives are to achieve first-vear sales rev-
enues of $60 million, keep first-year losses to less than $10 million, and break even early in
the second year.

Current Marketing Bituation

Sonic, founded 18 months ago by two entrepreneurs with experience in the PC market, is
about to enter the now-mature PDA market. Multifunction cell phones, s-mail devices, and
wireless communication devices are increasingly popular today, forecasts suggest that annual
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By describing the targeted
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Benefits and product
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sales of such devices will grow at more than 50 percent for the next three years. Gompetition
is therefore more intense even as PDA demand flattens, industry consolidation continues, and
pricing pressures squeeze profitability, Yet the worldwide PDA market remains substantial,
with apnual sales of 10 to 15 million uaits. To gain market share in this dynamic environ-
went, Sonic must carefully target specific segmants with features thet deliver benefits valued
by each customer group.

Wimrkel LDesoription

Somie’s market consists of consumers and business users who prefer to use a single device for
communication, information storage and exchanpe, and antertainment on the go. Specific seg-
ments being targeted during the first year include profsssionals, corporations, students, sntre-
preneurs, and medical users. Tahle A1.1 shows how the Sonic 1000 addresses the needs of
targeted consumer and business sepments.

TDA purchasers can choose between models hased on several different operating sys-
tems, including systerns from Palm, Microsoft, and Symbian, plus Linux variations. Sonic
licenses a Linuwx-baged system becanse it is somewhat less vulnerable to attack by hackers and
viruses. With hard drives hecoming commonplace in the PDA mackst, Sonic is equipping its
first product with an ulirafast one- gigabyte hard drive for information and enterlainment
storage. Technology costs are decreasing even as capabilities are increasing, which makes
value-priced models more appealing to consumtars and to customers with older PDAs who
want to trade up to newer, high-end multifunction units.

Prpdvast Heview

O first product, the Sonic PDA 1000, offers the following standard features with a Linux O5:

7]

Viice recognition for hands-free operation

2]

Built-in cell phone functionality and push-to-talk instant calling
o Digital music/viden recording, downloading, and playhack

B Wireless Web and e-mail, texl messaging, inslanl messaging

TABLE A1.1 HNeeds and Corresponding Features/Benefits of Sanic POA

Targeted Segment

Professionals
[consumer market}

s Perform many functions hands-fres
without carrying multiple gadgets

= Perform many functions hands-free
without carrying multiple gadgeats

» Exprass style and individuality

Students
(consumer market}

Corporate users
(business market)

Entrepreneurs
(business market)

Medical users
{business market)

Cusfomer Need

= Stay in touch conveniently
and secursly whils on the go

» Security and adaptability for proprigtary
tasks
- Qbtain driving directions to
business mestings
= Organize and access contacts,
schadule details, business and
: financial files
; « Get in touch fast
e Uipdate, access, and axchange
madical records
» Photograph medical situations
to maintain & visual record

Carrespoiding Feature/Benefit

o Buili-in cell phone and push-to-talk to communicate
anywhere at any time; wireless e-mail/Web access
from anywhere; Linux-based cperating system less
vulnerabie to hackers

*Voice-activated applications are convenient; GPS
function, camera add value

= Compatible with numercus applications and peripherals
far canvenient, cost-effective note taking and functionality

= Wardrobe of PDA cases in different colors, pattarns,
anrl materials

» Customizahie to fit corporate tasks and networks;
Linux-basad operating system less vulnerable to hackers

= Built-in GPS &llows voice-activated access to directions
and maps

» Mo-hands, wireless access to calendar, address Dook,
information files for checking appointments and data,
connecting with contacts

» Push-to-talk instant calling speeds up communications

» Mn-hands, wireless recording and exchange of
inforration to reduce paperwork and increase productivity

» Built-in camera aliows fast and easy phatograpby, stores
images for |ater retrieval
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B Organization functions, including calendar, address book, synchronization
e Global positioning system for directions and maps

B Connectors for multiple peripherals and applications

8 One-gigabyte hard drive. with expansion potential

® Interchangeable case wardrobe of different colors and patterns

First-year salos revenues are projected to be $60 million, based on sales of 240,000 Sonic
1000 units at a wholesale price of $250 sach. During the second year, we plan to introduce
the Sonic 2000, also with Linux OS, as a higher-end produect offering the following standard
features:

@ Global phone and messaging compatibitity

@ Translation capabilities to send English text as Spanish text (other languages to be offared
as add-on options}

® Integrated six-megapixel camera

Competitive Beview

The emergence ol ngw muitifunction phones, marketed by cell phone manufacturers and car-
riers, has pressurad industry participants to continnally add features and cut prices.
Comupetilion from specialized devices for text and e-rwail messaging, such as BlackBerry
devices, is a majar factor as well. Key competitors include:

& Falm. The rendy Treo PDA-phone combos account for maore than half of Palm’s $1.6 bil-
lion In annual revenues. As the best-known maker of PDAs, Palm has achieved excellent
distribution in multiple channels and has alliances with a number of cell phone service
carriers in the United States and Europe. Iis latest models are available with either the
Palm or the Windaws aperating system.

v Hewlett-Packard. HP is targeting business markets with its iPAQ) Pocket PC devices, many
with wireless capabilities to accomwmodate corporate users. For extra security, one model
allows access by fingerprint match as well as by password. HP enjoys axcellent distribu-
tion, and its producis are priced from below $300 to more than $600.

u  Samsung. Many of this manufactirer’s products combine cell phone capabilities with mul-
tifunction PDA features, its 1730, a smartphons based on the Windows uperating system,
provides wireless Web access and MP3 streaming and downloads, plays videos, and offers
DA funetions suech as address book, calendar, and speed dial.

8 RIM. Research in Motion makes the lightweight BlackBerry wireless phone/PDA products
that are popular among corporate users. Although legal entanpglements have slightly
slowed market-share momentum, RIM's continuous innovation and solid customer service
support clearly strengthen its competitive standing.

& Siemens. This company's latest PDA-phone combinations have several distinctive fea-
tures. For example, some models dial any phone number that (he user writes on the screen
with & stylus. Also, on some models, the keyboard slides out of the way when not in use.
Siemens is a particularly formidabli'competitor in Furopean markets,

Despite this strong competition, Sonic can carve out a definite imuage and gain recogni-
tion among the targeted segments. Our voice-recognition system for hands-off eperation is a
critical point of differentiation for competitive advantage. Also, offering GPS as a standard
feature gives our product a cumpetitive edge compared with PDAs in the same gensral price
range. Moreover, our produet runs the Linux 08, which is an appealing alternative for cus-
tomers concerned about securify. Table A1.2 shows a selection of competitive PDA products
and prices.

Distribution Beview

Sonic-branded products will be distributed through a network of retailers in the top 50 U.S.
markets. Among the most important channel] partners being contacted are:

B Office supply superstores. Office Max and Staples will both carry Sonic products in storss,
in catalogs, and oaline.




TABLE A1.2
Selected PDA Products
and Pricing

TABLE A1.3

Sonic’s Strengths,
Weaknesses, Dpportunities,
and Threats

Appendix 1 Marketing Plan A-5

Madel Faalures Price

FPOA functions, camera and phone, streaming %340 99
audiovideo, music downtoads, Bluetosth

connaction, high-resoluticn screen, madel P runs

Falm 03, model W runs Windows

Treo 700

. Hewlett- iPAG PDA functions, backlit keyboard, Blustoath $549
, Packard hw&500 cannection, GPS inchuded, built-in camera, memary
: slot, wireless radio and massaging capabilities,
Windaws 05
Samsung i730 PDA PDA functions, built-in cell phone, Wi-Fi Web $299.99
phana accass, Blustaoth connection, slide-out keyboard,

voice dialing, music streaming and downloads,
video playback, Windows DS
RIM BlackBerry PDA functions, wireless 2-mail and phone functions, $209.09
5700 muitfimedia messaging, Bluetoath connection,
argonomic keyboard, light-sensing screen,
hghtweight (4.7 ounces)
Siemens 3¥a6E PDA functions, Wi-Fi and phone functions, $429,29
handwriting-recognition dialing, slide-cut keyboard,
: Biuetooth connecticn, Windows 0OS, relatively
; heavy (7.4 sunces)

B Computer stores. CompUSA will carry Sonic products.

B Electronics specialiy sforgs. Circuit City and Best Buy will carry Sonic PDAs.

B Online retailers. Amazon.com will carry Sonic PDAs and, for a promotional fee, will give
Sonic prominent placement oo its home page during the introduction.

Although distribution will initially be restricted to the United States, we plan to expand
inte Canada and beyond, according to demand. We will emphasize trade sales promotion in
the first year. '

Strengihs, Weaknesses, Upportunities,
and Threat Analysis

Sonic has several powerful strengths on which to build, hut eur major weakness is lack of
brand awareness and image. The major epportunity is demand for multimedia PDAs that
daliver a mumber of valuad benefits, eliminating the need for customers to carry more than
one device. We also face the threat of ever-higher competition from consumer electronics
manufacturers, as well as downward pricing pressure. Table A1.3 summarizes Sonic’s main
strengths, weaknesses, opportunities, and threats.

Strengths Weakrnesses
B |nnovative combination of functions operated B ack of brand awareness and image
hands-free in ene portable device BHeavier than mos: competing models

. BYaiue pricing
@ Security due fo Linux-based operating system

Oppartunities Threats
& |ncreased demand for multimedia modsals # [ntense campetition
with diverse functions and benefits w Downward pricing pressure

&1 ower technalogy tosts BComprassed product life
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Strengths

Strengths are internal
capabititizs that can help the
company reach its chjectives.

Weaknesses

YWeaknesses are internal
elements that may interfere
with the company’s ahility o
achieve its objectives.

Opportunities
Opporiunities are external
glemenls lhat the company
may be able to exploit to its
gdvantage.

- Threats
Threats are cusrant or
emerging external elements
that may possibly challenge
the company's performance.

Objectives and issues

The company's ¢jectives
should be defined in specific
terms so management can
rFieasure progress and, if
neaded, teke corrective
action to stay on track. This
saction describes any major
issues that rught affect the
company’s marksting shrategy
and implementalion.

HSirengths
Sanic can build on three important strengths:

1. Innovative product. The Sonic 1000 combines a variety of features that would other-
wise require customers to carry multiple devices; these include cell phone and wireless
e-mail functionality, GFS capability, and digital video/music storage and playback—all
with hands-free operation.

2, Security. Our PDA uses a Linux-based operating system that is less vulnerable to hack-
ers and other security threats that can result in stolen or corrupted data.

3. Pricing. Our product is priced lower than competing multifunction models—none of
which offer the same bundle of features—which gives s an edge with price-conscious
CUStOIMETS.

Wealknesses

By walting to enter the PDIA market untt] considerable consclidation of compelitors has
aceurred, Sonic has learned from the successes and mistakes of others. Nonetheless, we have
twa main weaknesses:

1. Lack of brand awareness. Sonic has not yet established a brand or image in the market-
place, whereas Palm and others have strong brand recognilion. We will address this area
with promotion.

2. Heavier weight, The Sonic 1000 is sliphtly heavier than most competing models because
it incorporates multipla features and a sizable hard drive, To counteract this weakness,
we will emphasize our unique combinalion of fealures and our value-added pricing, twa
compelling competitive strengths.

Ouporiuniiies
Souic can take advantage of two major market oppovtunities

1. Increasing demand for multimedia models with multiple funetions. The market for mul-
timedia, multifunction devices is growing much faster than the market for single-use
devices. Customers are now accustomed to sesing users with PDAs in work and educa-
tional settings, which is boosting primary demand. Alse, customers whe bought entry-
ievel models are replacing older models with more-advanced models,

2. Lowar technology costs. Better technology is now available at a lower cost than aver
before. Thus, Sonic can incorporale technically advanced features at a vatue-added price
that allows for reasonable profits.

THirsass
We face three main threats at the introduction of the Sonic 1000:

1. Increased competition. Mare comparies are enlering the U.S. PDA market with models
that offer some but not all of the features and benefits provided by Senic’s PDA.
Therefore, Sonic's marksting communications must stress our clear differentiation and

L] T
valus-added pricing.
2, Downward pressure on pricing. lereased competition and market-share strategies are

pushing PDA prices down. 8till, our objective of seeking a 10 percent profit on second-
year sales of the original model is realistic, given the lower marging in the PDA market.

3. Compressed product life cycle. PDAs have reached the maturity stage of their life cycle
more quickly than earlier technolegy produocts. We have contingency plans to keep sales
growing by adding new features, targeting additiona segments, and adjusting prices.

OUbjectives and Issuss

We have set aggressive bul achievable objectives for the first and second years of market entry.

First-year Oupjectives
Druring the Sonic 1000°s initial year on the market, we are aiming for a 3 percent share of the
1.8. PDA market through unit sales volume of 246,000.




Positioning
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czn help the company build
competitive adventage.

Marketing tools
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Besond-year Ubjeotives

Our sccond-year objentives are to achieve a 6 percent share based on sales of two models and
to achieve break-even early in this period.

Igsues

In relation to the product launch, our major issue is the ability to establish a well-regardad
brand name linked to a meaningful positioning, We must invest heavily in marketing to create
a memerable and distinctive brand imags projecting innovalion, quality, and value. We also
must measure awareness and response s0 wa can adjust our marketing afforts as necessary.

Marketing Strategy

Somnic’s marketing strategy is based on a positioning of product differentiation. Our primary
consumer target s middle- to upper-income professionals who need one portable device to
coordinate their busy schedules, commumnicate with family and colleagues, get driving direc-
tions, and be entectained on the gu, Our secondary consumer target is high school, college,
and graduate stadents who want a multimedia device. This ssgment can be described demo-
graphically hy age {16-30) and aducation status.

Our primary business fargel is mid- to large-sized corpurations that want to help their
managers and employees stay in touch and input or access «ritical data when out of the nffice,
This segment consists of companies with more than 525 million in anuual sales and more
than 100 employess. A secondary business target is entrepreneurs and small-business owmn-
ers. We are also fargeting medical usars who want to reduce paperwork and wpdate or access
patients’ modical records.

Using product differentiation, we are positioning the Sonic PTIA as the most versatile, conve-
nient, value-added model for personal and professional use. The marketing strategy will focus
on the hand-free operation of multiple communication, entertainment, and information capa-
bilities differentiating the Sonic 1000.

Frotuct Strategy

The Sonic 1000, including all the features described in the earlier Product Review section,
will be sold with a one-ysar warranty. We will introduce a more compact, powerful high-end
model (the Sonic 2000) during the following vear. Building the Sonic brand is an integral part
of our product strategy. The brand and logo {Sonic's distinctive yellow thunderbolt) will be
displayed on the produet and its packaging and reinforced by its prominence in the introdue-
tory marketing campaign.

Pricing Stratepy

The Sonic 1000 will be introduced at $250 wholesale/$350 estimated retail price per unit. We
expact to lower the price of this first model when we expand the prodnct line by launching
the Senic 2000, tv be priced at $350 wholesale per unit. These prices reflect a strategy of
(1) attracting desirable channel partners and (2) taking share from Falm and other eatablished
competitors,

Masribniion Srategy

Our channsl strategy is to use selective distribution, marketing Sonie PDAs through well-
known stores and online retailers. Dhuring the first year, we will add channe] partners until we
have covarage in all major U.S. markets and the product is included in the majer electronics
catalogs and Web sites. We will also investigate distribution through cell-phone vutlets main-
tained by major carriers such as Cingular Wireless. In support of our channel partners, Sonic
will provide demonstration products, detailed specification handouts, and full-color photos
and displays featuring the product. We will also arrange special trade terms for retailers that
place volume orders.
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Marketing research
Mznagemeril shouid explain
i1 this section how marketing
research will he usad to
support devetonment,
implementatian, and
evaluation of strategies and
action programs.

Marketing organization

The marketi=g department
may be organized by -
function, as in this sample, by
geography, by oroduct, or by
cusitmer for some
camaination).

Action programs

Aciion pregrams shoulc be
coordinated with the
resources and activities of
ctier departments, including
productien, ¥nance,
pufchasing, «e.

FIGURE AT .1
Sonie's marketing
organization

Marketing Communications Strategy

By integrating all messages in all media, we will reinforce the brand name and the main
points of product differentiation. Research about media congumption patterns will help our
advertising agency choose appropriate media and timing to reach prospects before and during
product introduction. Thersafter, advertising will appear on a pulsing basis to maintain brand
awareness and cormmunicate various differentiation messages. The agency will also coordi-
nate public relations afforts to build the Sonic brand and support the differentiation message.
To atlract customer attention and encourage purchasing, we will offer as a limited-time pre-
mium a leathsr carry-case. To allract, retain, and motivate channsl pariners for 2 push strat-
egy, we will use trade sales promations and personal selling. Until the Sonic brand has been
established, our communications will encourage purchases through channel partners rather
than from our Web sile.

Marketing Hesearch

Using research, we are identifying the specific features and benefits that our target market sog-
ments value. Feedback from market tests, surveys, and focus groups will help us develop the
Senic 2000. We are also measuring and analyzing customers’ attitudes toward competing
lirands and products. Brand awareness research will help us determine the effectiveness and
efficiency of our messages and media. Finally, we will use customer satisfaction studies to
gaupe market reaction.

Marketing Organization

Sonie's chief marketing officer, Jane Melody, holds overall responsibility {or all of e com-
pany's marketing activities. Figure A1.1 shows the structure of the eight-person marketing
urganization. Sonic has hired Worldwide Marketing to handle national sales campaigns, frads
and consumer sajes promotions, and public relations efforts,

Aotion Programmns

‘The Sonic 1000 will be introduced in February. Following are summaries of the action pro-
grams we will nse during the first six months of next year to achieve our staied objectives.

January We will initiate a $200,000 trade salss promotion campaign to educate dealers
and generate excilgment for the product launch in February. We will exhibit at the major
consumer electronics trade shows, Webcast the product launch. and provide samples to
selected product reviewers, opinion leaders, and celebrities as part of our public rela-
tions strategy. Our training staff will work with sales perscinel at major retail chains to
explain the Sonic 1000Fs features, benefits, and competitive advantages.

Jane Mefody,
Chief Marketing
Ofice; .
[
Tony Caleila, Amelia Howard, Ron Hall,
Sales Advertiaing Fromotion
Manager . Manager Wanager




Budgets

Bidgets serve two Tain
purposes: o proieck
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Gontrols
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February We will start an integraied print/radio/Internet campaign targeting profession-
als and consumers. The campaign will show how many functions the Sonic PDA can
perfonm and emphasize the convenience of a single, powerful handheld device. This
multimedia campaign will be supported by point-of-sale signage as well as online-only
specials.

Muarch As the multimedia advertising campaign continues, we will add consumer sales
promation actics such as giving away leather caryy-cases as a premium. We will also
distrihute new point-of-purchase displays to support our retailers.

Aprif We will hold a trade sales conlest olfering prizes for the salesperson and retail orga-
nization that sells the most Sonic PDAs during the four-week period.

May We plan to roll aut a pew national advertising campaign this month. The radio ads
will feature celebrity voices telling their Sonic PDAs to perform functions such as initi-
ating a phone call, sending an e-rmail, playing a song or video, and so an. The print ads
will show these celebrities holding their Sonic PDAs,

June Our radio campaign will add a new voice-over tag line promotiing the Sonic 1000 as
a graduation gifi. We will also exhibit at the semiannual sleclronics trade show and pro-
vide channel partners with new competitive comparison handouts as a sales aid. In
addition, we will Lally and analyze the resulls of cuslumer satisfaction surveys for use in
future promotions and to provide feedback for product and marketing activiiies.

Pudgets

Total first-vear sales revenue for the Somic 1000 is projected at $60 million, with an average
wholesale price of $250 per unit and varizble cast per unit of $150 for unit sales volume of
240,000. We anticipate a first-year loss of up to $10 million on the Sonic 1000 model. Break-
even calculations indicate that the Sonic 1000 will hecomne profitable after the sales volume
exceads 267,500, early in the praduct’s second year. OQur break-even analysis of Sonic’s fivst
PDA product assumas pev-unit wholesale vevenue of $250 por unit, variable cost of $150 per
unii, and estimated firsi-year fixed costs of $26,750,000. Based on these assumptions, the
break-even calculation is: :
26,750,000

_Sth T = 267,500 units
$250 — 3150 ? ;

[y v

We are planning tight control measures to closely monitor gualily and customer service satis-
faction. This will emable us to react quickly in correcling any prablems that may oceur. Other
early warning signals that will he monitored for signs of deviation from the plan include
monthly sales [by segment and channel) and monthly expenses. Given the PDA market's
volatility, we are developing contingency plans to addvess fast-moving environmental
changes such as new technology and new counpetition.

Warketing Planr Tools
Frentice Flali offers two valuable resournes to assist you in developing a markating plan:

B The Marketing Plan Handbook by Marian Burk Wood explains the process of creating a
marketing plan, complete with detailed checklists and dozens of real-world examples.

@ Muarketing Plan Pro is an award-winning software package lhat includes sample plans,
step-by-step guides, an introductory video, help wizards, and custemizable charts for doc-
umenting a marketing plamn.

Saurces: Backgreund information and market data adaptéd frorm “Patm ‘Hiceug' Highlights EU Envirs
Regulations,” RCR Wireless News, luly 10, 2006, p, 6; Arik Hesseldahl, "The Swarm of Killer PAs,"
Businessivesk, May 15, 2008, p. 10C; Pui-Wing Tam, “The Hand-Helds Strike Back,” Wall Sireet Journal,
May 18, 2005, pp. D1, D&; Michaet ¥. Capeland, Om Malik, and Refe Needleman, *The Mext Big Thing,”
Business 2.0, luly 2003, pp. 62-69; "2005 PDA Shiprments Set Record,” Business Communications Review,
April 2006, p. 6; “Smartphone Market Grows Fast Despits Challenges,” Agpliance, March 2006, p. 16; and
Sean Ginevan, "4 New POA |s Bomn,” Network Computing, July 6, 2008, p. 19
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MARKETING BY THE NUMBERS

Marketing decisions are coming under increasing scrutiny, and marketing managers must be
sccountable for the financial implications of their actions. This appendix provides a basic
introduction to marketing financial analysis. Such analysis guides marketers in making sound
marketing decisions and in assessing the outcomes of those decisions.

The appendix is built around a hypothetical manufactursr of high-delinition consuwmer
electronics products—HDX-trems. This company is launching a new product, and we will
discuss and analyze the various decisions HDX-treme's markeling managers must make
hofare and after launch.

HDX-tremne manufactures high-definition televisions for the consumer market. The com-
pany has concentrated on televisions but is now entering lhe accessories market.
Specifically, the company iz intraducing a high-definition optical disc player {DVD) using
the Blu-ray [ormal.

The appendix is organized into three soctions. The fitst section deals with the pricing
considerations and break-even and margin analysis assessments that guide the introduciion
of HDX-treme's new-product launch. The second section begins with a discussion of estimat-
ing market potential and company sales. It then introduces the marketing budget, as illus-
trated through a pro forma profit-and-loss statement followed by the actual profiz-and-loss
statement. Naxt, the seclion discusses marketing peclormance measures, with a focus on help-
ing marketing managers to hetter defend theic decisions from a financial perspective. In the
final section, we anslyze the financial implications of various marketing tactics, such as
increasing advertising expenditures, adding sales reprasentatives to increase distribution,
lowering price, or extending the product line,

At the end of each section, guantitative exercises provide you with an opportunity to
apply the concepls you learned in that section to contexts beyond HDX-treme.

Pricing, Brealk-Even, and Margin Analysis

Pricing Coneslderations

Determining price is eneg of the most tnportanl marketing-mix decisions, and marketers
have considerable laoway when setting prices. The limiting factors are demand and costs.
Demand faciors, such as buyer-perceived value, set the price ceiling. The company’'s costs
sat the price floor. In botween these two factors, marketers must consider competitors’
prices and other factors sech as reseller requirements, government ragulations, and com-
pany objectives.

Current competing high-definition DVD products in this relatively new product category
weve introduced in 2006 and sell at 1etail prices between $500 and $1,200. HIVE-treme plans
to introduce its new product at a lower price in order to expand the market and to gain mar-
ket share rapidiy. We first consider HDX-treme’s pricing decision from a cost perspective.
Then, we consider consumer value, the competitive environment, and reseller requirements.

Dratermiining Dosle

Recall from Chapter 10 that there are different types of costs. Fixed costs do not vary with pro-
duetion or sales fevel and include costs such s rent, interest, depreciation, and clerical and
management salaries. Regardless of the level of output, the company must pay these costs.
Whereas total fixed costs remain constant as output increases, the fixed cost per unit (or aver-
age fixed cost) will dectease as output increasss because the total fixed costs are spread across
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Variahle costs
Costs that vary directty with
the level of producion.

Total costs

The sum of the sixed and
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Adding a standard markup ic
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Return en investment (RO3)
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Appendix 2 Marketing by the Numbers

more units of output. Variable costs vary directly with the level of production and include
costs related to the direct production of the product (such as costs of goods sold-—--COGS) and
many of the marketing costs associated with selling it. Although these costs tend to be uni-
form for each unit produced, they are called variable because their total varies with the num-
her of units produced. Total costs are the sum of the fixed and variable costs for any given
level of production.

HDX-treme has invested $16 million in refurbishing an existing facility to manufacture
the new DVD product. Once production hegins, the company estimates that it will incur fixed
costs of 520 million per year. The variable cost to produce gach DVD player is estimated to be

. %250 and is expected to rernain at that level for the output capacity of the facility.

5

Setting Price Based on Qosis

HDX-lreme starts with the cost-based approach to pricing discussed in Chapter 10. Recall that
the simplest method, cost-plus pricing {or markup pricing}, simply adds a standard markup
to the cost of the product. To use this method, however, HDX-treme must specify an expected
unit sales so that total unit costs can be determined. Unit variable costs will remain constant
regardless of the ontput, but avernge unit fixed costs will decrease as output increases.

To illustrate this method, suppose HDX-treme has fixed cosls of $20 million, variable
costs of $250 per unit, and expects unit sales of 1 million units. Thus, the cost per DVI} player
is given by:

fixed costs _

Unit cost = variable cost - —————— = §250 +
unit sales

$20,000.000

“Looouon - ¥270

Note that we do not include the initial investment of $10 million in the total fixed cost
figure. It is not considered a fixed cost because it is not a relevant cost. Relevanl costs are
those that will cccur in the future and that will vary across the alternatives heing considered.
HOX-treme's investment Lo relurbish the manufacturing facility was a one-time cost that will
not reoceur in the future. Such past costs are sunk costs and should not be considered in
future analyses. :

Also notice that if HDX-treme sells its DVD player for 8270, the price is equal to the total
cost per unit. This is the break even price—the price at which unit revenue (price) equals unit
cost and prolit is zero.

Suppase HDX-treme does not want to merely break even but rather wants to earn a 25%
markup on sales, DX -treme's warkup price is:*

unk cosi

. $270
M = =
Markup price (1 — desired roturn on sales) 1 — .25

= F360

This is the price that HDX-reme wonld sell the DVD player to resellers such as wholesalers or
retailers Lo earn & 25% profil an sales.

Another approach HDX-treme could use is called return on investment {ROT) pricing
(or target-return pricing). In this case, the company would consider the initial $10 million
investment, but only to determine the dollar profit goal. Suppose the company wants a
30% retutn on its investment. The price necessary to satis{y this requirement can be deter-

mined by;? O

ROI x investment
unit sales

0.3 $10,000,000

= $2Z70 = = §
S 1,000,000 $273

ROi price = unil cost +
That is, if HDX-treme seils its DVD players for $273 each, it will realize a 30% return on its
initial investment of $10 million
In these pricing calculations, unit cost is a function of the expected sales, which wers
estimated to be 1 million units. But what If actual sales were lower? Then the unit cast would
be higher hecause the fixed cests would be spread over fewsr units, and the realized percent-
age markup on sales or ROI would be lower. Alternatively, if sales are higher than the esti-
mated 1 milliun ueits, unit cost would be lower than 3270, se a lower price would praduce
the desired markup on sales or ROL It's important to note Lhat these cost-based pricing meth-
ods are iaternully focused and do not consider demand, competitors’ prices, or reseller
requirements. Because HIXX-treme will be selling these DVD players to consumers through
wholesalers and retailers offering competing brands, the company must consider markup
pricing from this perspective.
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Hetting Price Based on External Faciors

Whereas costs determine the price floor, HYX-treme also must consider external factors when
setting price. HIYX-treme does not have the final say concerning the final price to consumers—
retailers do, So il must start wilh its suggested retail price and work back. In doing so, HDX-
treme must consider the markueps required by resallers that sell the praduct to consumers.

In general, a dollar markup is the difference between a company’s selling price for a
product and its cost to manufacture or purchase it. For a retailer, then, the markup is the dif-
ference between the price it charges conswmers and the cost the retatler must pay for the prod-
uctl. Thus, {or any level of reseller:

Dollar markup = selling price — cost

Markups are usually expressed as a percentage, and there are two different ways to com-
pute markups—on cost or an selling price:

dollar magku

Mearkup percentage on cost = cost

dollar markup

Markup percentage on selling price = selling price

To apply reseller margin analysis, HDX-treme must first set the suggested retail price and
then wark back to the price at which it must sell the DVD player to a wholesaler. Suppose
retailers expect & 30% margin and wholesalers wanl a 20% margin based on their respective
selling prices. And supposa that HDX-freme sats a manuofacturer’s suggesied retail price
(MSKP) of $599.99 for its high-definition DVD player.

Recall that HDX-treme wants to expand the markst by pricing low and generaling market
share quickly. HDX-treme selected the 53599.99 MSRP because it is much lower than moast
competitors' prices, which can be as high as $1,200. And the company’s research shows that
it is below the throshold at which more consumers are willing to purchase the product. By
using buyers’ perceptions of value and not the seller's cost to determine the MSRF, HDX-
treme is using value-based pricing. For simplicity, we will use an MSRP of $600 in fucther
analyses.

To determine the price HDX-treme will charge wholesalers, we must [irst subtract the
retailer’s margin frarm the retail price to determine the retailer’s cost {$600 -- {5600 X (.30} =
$420). The retailer’s cost is the wholesaler's price, so HDX-breine next subiracts the whale:
saler'’s margin ($420 — ($420 x .20} = $336), Thus, the markup chain representing the
sequence nf markups used by firms at cach level in n channel for HDX-treme's new product is:

Suggestoed retail prico: %600
minus retail margin (34%]: — 180
Retailer's cost/wholesaler's price: %420
minus wholesaler’s marpin (20%): - % 34
Wholesaler's rost/HDX-trome's prico: %336

By deducting the markups for sach level in the markup chatn, HDXX-trems acrives at a price for
the DVD player to wholesalers of 5336.

Break-Even and Margin Analysis

The previous analyses derived a value-based price of $336 for HDX-treme’s DVD player.
Although this price is higher than the break-even price of $270 and covers costs, that price
assumed a demand of 1 million units. But how many units and what level of dolar sales must
HDX-treme achieve to break even at the $336 price? And what level of sales must be achieved
to realize various profit goals? These questions can be answered through break-even and mar-
gin analysis.

Dztormining Bregk-Byern Uailt Volums: and Dollar Sales

Based on an understanding of costs, consumer value, the conipetitive environment, and reseller
requirements, HDX-tremé has decided to set its price ts wholesalers at $336. At that price, what
sales level will be needed for HDX-treme to break even or make a profit? Break-even analysis
determines the unit valume and dollar sales needed to he profitable giver a particular price and
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Unit contribution

The amaunt that each unit
caniributes to covering fixed
cosis—the difference
hewesn price and variable
cosis.

Contribution margin
The unil contribution divided
by the safling price.

cost structure, At the break-even point, total revenus squals total costs and profit is zero. Above
this point, the company will meke & profit; below it, the company will lose money. Hi3X-treme
can calculate break-cven volume using the following formula:?

fixed costs
price - wnit variable cost

HBreak-even volume =

The denominater {price — unit variable cost) is called unit contribntion {sometimes
callad centribution margin). It represents the amount that each unit contribukes to covering
fixed costs. Break-even volume represents the level of output at which all {varigble and fixed)

" oosts are covered. In HDX-treme’s case, break-even unit volume js:

fixed gost 820,000,000
price — variable cost ~ $336 — $230

Break-even volume = = 232,558.1 units

Thus, at the given cost and pricing structurs, HDX-treme will break even at 232,559 units.
Ta determine the break-even dollar sales, simply multiply unit break-even volume by tha
selling price:

BE sales = BE,| ¥ price = 232,550 units X $336 = §78,139,824

Another way to calcniate dellar break-even sales is to use the percentage contribution margin
(hereafter referred to as contribution margin}, which is the unit contribution divided by the
selling price:

_ price — variable cost _ $336—8$250

Contribution margin = (1,256 or 25.6%

price T 8338
Then,
fixed costs $20,000,000
K -BVE = p p o= = $78,125,000
Break-even sales contribution margin 0.256 §78.1

Note that the difference between the two break-even sales calculations is due to runnding.

Such break-even anatysis helps HDX-treme by showing the unit volume neaded to cover
cosls. I production capacity cannot attain this level of oatpul, then the company should not
launch this product. However, the unit break-even volume is well within HDX-trema's capac-
ity. Of course, the bigger question concerns whether HDX-treme can sell this volume at the-
$336 price. We'll address that issue a little later.

Understanding contribution matgin iz useful in other types of analyses as well, particu-
larly if unit prices and unit variable costs are unknown or if a company {say, a retailer) sells
many products at different prices and knows the percentage of total sales variable costs repre-
sent. Whereas unit contribution is the difference between unit price and unit variable costs,
total contribution is the difference between total sales and tolal variable costs, The overall
conlribution margin can be calculated by:

total sales — total variable costs
total sales

Contribution margin =

Regardless of the actual level of sales, if the company knows what percentage ol sales
is reprasented by variahle cosis, it can calculate contribution margin. For example, HDX-
treme’s unit variable cost is $250, or 749% of the selling price (3250 + $336 = 0.74}. That
means for every $1 of sales revenue for HDX-treme, $0.74 represents variable costs, and the
difference (30.26} represents contribution o fixed costs. But even if the company doesn’t
know {ts unit price and unit varishle cost, it can calculate the contribulion margin from
total sales and total variable costs or from knawledge of the total cost structure. It can set
total sales equal to 100% regardless of the actwal absolute arnount and determine the con-
tribution margin:

100% — 74% 1 - 0.74

Contribution margin = 100% =2 1 =1 — 0.74 = 0.26 or 26%

Note that this matches the percentage calenlated from the unit price and unit variable cost
information, This alternalive calculatiorn: will be very useful later when analyzing various
marketing decisions.
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Datermining “Brsalkeven” for Profit Gosls

Although it is useful to know the break-aven paint, most companies are more interested in
making a profit. Assume HDX-treme would like to realize u $5 million profit in the first year,
How many DVD players must it sell at the $336 price to cover fixed costs and produce this
profit? To determine this, HDX-treme can simply add the profit figure to fixed costs and again
divide by the unit contribntion to determine unit sales:*

fixed cost — profit goal _ $20,000,0006 + §$5,000,000

Unit volume = n n = = 290,697.7 units
m price — variable cost $336 — %250

Thus, to earn a $5 million profit, HDX-treme must sell 200,698 units. Multiply by price to
determineg dollar sales needed to achieve a 35 million profit:

Dollar sales = 290,648 units x $336 = $97,674,528
Or use the contribution margin:

fixed cost + profit goal .. $20,000,600 + $5,000,000
contribution margin 0.256

Sales = = 397,656,250
Apain, note that the difference between the twao break-even sales calculations is due to
rounding.

As we saw previously, a profit goal can also be stated as a return on investment goal. For
example, recall that HDX-treme wants a 36% roturn on its $10 million investment, Thus, its
absolute profit goal is $3 million {($10,000,000 X 0.30). This profit goal is treated the same
way as in the previous example.”

fixed cost + protfit coal  $20,000,000 4+ $3,000,000

Unit votume = price — variable cost — 5336 — $250 = 267.442 units

Dollar sales = 267,442 nnits X $336 = $89,860,512

fixed cost + profit goal _ $20,000,000 + $3,000.000
contribution margin ¢.256

Dollar sales = = 589,843,750

Finally, HDX-treme can express its profit poal as a percentage of sales, which we also saw
in previous pricing analyses. Assume HDX-treme desives a 25% rofurn on sales. To determine
the unit and sales velume necessary to achiove this goal, the calculation is a little different
from the previous (wu examples. In this case, we incorporate the profit goal into the unit con-
tribution as &n additional variable cost. Look at it this way: If 25% of each sale must go toward
profits, that leaves only 75% of the selling price to cover fixed caosts. Thus, the equation
hecomes:® :

fixed cost fixed cost

Unit volume = prive — varizgble cost ~ (0.25 X price] T 1075 x price)—variable cost

So,

F20,000.000
(0.75 > $336) — $250

Umnit volume = = 101,000,000 units

Dollar sales necessary = 10,000,000 upits X $336 = $3.360,000,000

Thus, HDX-treme would need mare than 33 billion in sales to realize a 25% return on
sales given its current price and cost structure! Could it possibly achieve this level of sales?
The major point is this: Although break-even analysis can be useful in determining the level
of sales needed to cover costs or to achieve a stated profit goal, it does not iell the company
whether itis possible to achieve that level of sales at the specified price. To address this issue,
HO¥-treme needs to estimate demand for this product. i

Before moving on, hawever, let's stop here and practice applying the concepts covered so
far. Now that you have seen pricing and break-even concepts in action as they related to HDX-
treme’s new DVD player, here are several exercises for you to apply what you have learned in
other contexts.
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Marketing by the Numbers Exercise Sei One

Now that you've studied pricing, break-even, and margin analysis as they relate to HIX-treme’s
new-product lounch, use the following exercises to apply these concepts in other contexts.

1.1 Sanborn, a manufacturer of electric roof vents, realizes a cost of §55 for every unit it pro-
duces. Tts total fixed costs equal §2 million. If the company manufactures 500,000 unils,
compute the following:

4. unit cost
b. markup price if the company desires a 10% return on sales
¢. RO! price if the company desires a 25% return on an investment of $1 million

1.2 An interior decorator purchases items to sell in her store, She purchases a lamp for
$125 and sells il for $225. Determine the following:
a. dolar markup
b. markup percentage cn cost
c. markup percentage on sslling price

1,3 A consumer purchases a toaster from a retailer for $60. The retailer’s markup is 20%,
and the wholesaler's markup is 15%, both based un selling price. For what price does
the manufacturer sell the product to the wholesaler?

1.4 A vacuumn manufacturer has a unit cost of $50 and wishes to achieve a margin of
30% hased on selling price. If the manulaclurer sells directly to a retailer who then
adds a set margin of 40% based on selling price, determine the retail price charged
t0 CONSUMETS. :

1.5 Advanced Electronics manufactures DVDs and sells them directly to retailers who typ-
ically sell them for $20. Retailers take a 40% margin based on the retail selling price.
Advanced’s cost information is as follows:

VD package and disc 32.50/DVD
Raoyalties 32.25/0VD
Advertising and promotion  $500,004
Overhead $200,000

Calculate the following:

a. contribution por unit and contribution margin

b. break-even volume in DVD units and dollars

c. volume in OVD units and dollar sales necessary if Advanced’s profit poal is 20%
profit on sales

. net profit if 5 million DVDs are sold

Demand Estimates, the Marketing Budget,
and Marketing Performance Measures

Market Potential and Sales Bstimates

HOX-treme has now caleulated the sales needed to broak even and te attain various profit
goals on its DVD player. However, the company needs more information regarding demand in
order to assess the feasibility of attaining the needad sales levels. This information is also
needed for production and other decisions, For example, production schedules need to be
developed and marketing factics need ta be plannad.

The total market demand Jor a product or service is the total volume that would be
bought by a defined consumer group in a4 defined geographic area in a defined time period in
a defined marketing environment under a defined level and mix of industry marketing effort.
Tutal marksl demand is not e fixed number but a functicn of the stated conditions. For exam-
ple, next year’s total market demand for high-definition DVD players will depend on how
much Samsung, Sony, Pioneer, Toshiba, and other producers spend on marketing their
brands. It also depends on many environmental factors, such as governunent regulations, eco-
nomic conditions, and the level of consumer confidence in a given market. The upper limit of
market demand is called market potential.

One general but practical method that HDX-treme might use for estimating total market
demand uses three variables: {1} lhe number of prospective buyers, (2) the quactity purchased
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by an average buyer per year, and (3) the price of an average unit. Using these numbers, HDX-
treme can egtimate total market demand as follows:

Q=nXgxp
where

(2 = total market demand

n = number of buyers in the market

g = quanlity purchased by an average buyer per vear
p = price of an average unit

A variation of this approach is the chain ratio method. This method invelves multiplying
a base number by a chain of adjusting percentages. For example, HDX-treme’s high-definition
DVD player is designed to play high-definition OVD movias on high-definition televisions.
Thas, consumers who do not own a high-definition television will not likely purchase this
player. Additionally, not all HDTV households will be willing and able to purchase the new
high-definition VI player. HDX-treme can estimate U.S. demand using a chain of caleula-
tiong like the follewing:

Total mumber of U.S. households
X The percentage of U.5. households owning a high-definition television

¥ The percentage of these households willing and able to buy a high-definitiun
DV player

AC Nielsen, the television ratings company, estimates that there are more Lhan 110 rnil-
lion TV households in the United States.” The Consumer Electronics Associatinn sstimates
that 389 of TV households will own HDTVs by the end of 2006.2 However, [1DX-treme’s
research indicates that only 44.5% of HDTV households possess the discretionary income
needed and are willing to buy a high-definition DVD player. Then, the total number &f house-
holds willing and abls tu purchase this product is:

110 million households % 0.38 > 0.445 = 18.6 million households

Because HDTVs are relatively new and expensive products, most houssholds have only
one of these televisions, and it's usually the household’s primary television.? Thus, con-
sumers who buy a high-definition DVD player will likely buy only one per household.
Assuming the average retail price across all brands is $750 for this product, the estimate of
lotal market demand is as folluws:

18.6 million households » 1 DVD player per household x $750 = $14 billion

This simple chain of caleulations gives HUX-treme only a rough estimate of potential
demand. However, more detailed chains involving additional sepments and other qualifyving
factors would yield more accurate and refined estimates. Still, these arc only estimaies of
market patential. They rely heavily on assumptions regarding adjusting percentages,
average quantily, and average price. Thus, HDX-treme must make certain that its assump-
tions are reasonable and defendable. As can be seen, the overall market potential in dol-
lar sales can vary widely given lhe average price used. For this reason, HDX-treme will
use untt seles potential to detsrmine its sales estimate for next year. Market potential in
terms of units is 18.6 million DVD players (18.5 nillion households x 1 DVD player per
household).

Assuming that HDX-treme wants ta attain 2% market share (comparabla o its share of
the HOTV market) in the first year after launching this product, then it can foracast unit sales
at 18.6 million units X 0.02 = 374,000 units. At a selling price of §336 per unit, this translates
into sales of $124.99 million (372,000 units X $336 per uxnit). For simplicity, further analyses
will use [orecasted sales of $125 million.

This unit volume estimate is well within HNX-treme’s production capacily and exceeds
not only the break-even estimate (232,559 upits) calculated earlier, but also the volume nec-
essary to vealize a $5 million profit (200,698 units) or a 30% return. on investment (267,442
unils). However, Lhis forecast falls well short of the volume necessary to realize a 25% return
nn sales (10 million units!) and may require that HDX-treme revise expectations.

To assess expected profits, we must now leok at the budgeted expenses for launching this
product. To do this, we will construct a pro forma profit-and-loss statement.
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TABLE AZ.1

Pro Fornta Profit-and-Loss
Statement for the 12-Month
Period Ended December 31,
2006

The Profit-and-Loss Statement and Markeling Budget

All marketing managers must account for the profit impact of their marketing strategies. A
major tool for projecting such profit impact is a pro farma (or projectad] profit-and-loss state-
ment {alsu called an income statement or operating statement). A pro forma staternent shows
projectad revenues less bndgeted expenses and estimates the projected net profit for an orga-
nization, product, or brand during a specific planning period, typically a year. It includes
direct product production costs, marketing expenses budgeted to attain a given sales forecast,
and overhead expenses assigned fo the organization or product. A profit-and-loss siatement
typically consists of several major components (see Table A2.1):

B Net safes—gross sales tevenue minus returns and allowances (for example, trade, cash,

quauntity, and promotion allowances). HIYX-treme’s net sales for 2006 are estimated Lo be
$125 million, as deletmined in e previous analysis.

B Cost of goods sold (sometimes called cost of sales]—the actual cost of the merchandise sold
by a manufacturer or reseller. It includes the cost of inventory, purchases, and other costs
associated with making the goods. HDX-treme's cost of goods sold is estimated to be 50%
of nel sales, or $62.5 million.

© Gross margin {or gross profit)/—the difference between net sales and cost of goods sold.
HDX-treme’s gross margino is estimated to be $62.5 million,

& Operating expsnses—the expenses incurrad while deing business. These include all ather
expenses beyond the cost of goods sold that are necessary to conduct business. Operaling
expenses can be presented in total or broken down in detail. Here, HDX-treme's estimated
operating expenses include marketing expenses and general and administrative expenses.

Marketing expenses include sales expenses, promotion expenses, and distribution
expenses. The new product will be sold though HDX-treme’s sales forcs, so the company
budgets 35 million for sales salaries, However, becuuse sales representatives earn a 10%
commission on sates, HDX-tremna must also add a variable component to sales expenses
of $12.5 million: (10% of $125 million net sales}, for a lolal budgeted sales expense of
$17.5 million. HDX-treme sets its advertising and promotion to lannch this product at
%10 million. However, the company also budgets 4% of sales, or 85 million, for conperative
advertising allowances to retailers who promots HDX-treme's new product in their adver-
tising. Thus, the total budgstad advertising and prometion expenses are $15 million
{$10 million for advertising plus 35 million in co-op allowances). Finally, HDX-treme bud-
gets 10% of net sales, or $12.5 million, for freight and delivery charges, Tn all, total marketing
expenses are estimated to be $17.5 million + $15 million + $12.5 million = $45 million.

General and administrative expenses are estimated at $5 million, broken down into
$2 million for managerial salaries and expenses for the marketing function and %3 million
of indirect overhiead allocated to this product by the corporats accountants (such as depre-
ciation, interest, maintenance, and insurance]. Total expenses for the year, then, are esti-
mated ta be $30 millicn ($45 million marketing expenses + $5 million in general and
administralive sxpenses),

i % of sales .

" Net Sales  $125000,000  100% |

i Cost of Goods Soid 62,500,000 50% :

i Gross Margin $ 62,500,000 50%

! Markating Expenses i
Sales expenses $17.500,600 i
Promation expenses 15,000,000 :
Freight 12,500,000 45,000,000 ‘%

General and Adninistrative Expenses .
Managerial salaries and expenses $2.000,000 :
indirect overhead 3,000,000 5,000,000 4% {

Net Profit Before Income Tax $12,500,000 10%




Profit-and-foss statement
(or income statement or
operating statement)

A statement that shows actual
revenues less expenses and
nat greidit for 2n organizatior,
product, or brand during a
specific planning periog,
typically a year.

Market share
Company sales divided hy
rmarkst salas.

TABLE 42.2
Profit-and-Loss Statement for
the 12-Month Period Ended
Decemhber 31, 2006
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a Net profit before taxes—pralit earned afler all costs are deducted. HDX-treme's estimated
net profit before taxes is $12.5 million.

Tn all, as Table A2.1 shows, HDX-treme expects to earn a profit on its new DVD player of
$12.5 million in 2006. Also note that the percentage of sales that sach component of the
profit-and-loss statement represents is given in the right-hand column, These percentages are
determined by dividing the cost fipure by net sales {thal is, marketing expenses represent 36%
of net sales determined by $45 million + $125 million]. As can be seen, HDX-wemsa projects &
net profit return an sales of 10% in the firs| year after launching this product.

Marketing Performance Measures

Now let's fast-forward a year. HDX-treme's high-definition DV} player has been on the markel
for one year and management wants to assess its sales and profit performance. Ons way to
assess this performance is to compute performance ratios derived from HDX-treme’s profit-
and-loss statement.

Whereas the pro forma profit-und-loss statement shows projected financial performance,
the statement piven in Table A2.2 shows HDX-treme’s actua! finaneial performance based on
actnal sales, cost of goods sold, and expenses during the past year. By camparing the profii-
and-loss stalement from one period to the next, HDX-treme can gauge performance against
goals, spot favarable or unfavorable wends, and take appropriate corrective action.

The profit-and-lass statement shows that HDX-treme lost §1 million rather than making
the $12.5 million profit projected in the pro forma statement. Why? One obvious reason is
that nel sales fell $25 million short of estimated sales. Lower sales translated into lower vari-
able costs assaciated with marketing the product. However, both fixed costs and the cost of
gouds sold as a percentage of sales excesded expectations. Hence, the product’s contribution
margin was 21% rather than the estimated 26%. That is, variable costs represented 78% of
sales (55% for cost of goods sold, 10% for sales cammissions, 10% for freight, and 4% for co-
op allowances). Recall {hat contribution margin can be calculated by subtracting that fraction
from ome (1-0.79 = .21). Total fixed costs were 522 million, 52 million more than estimated.
Thus, the sales that HDX-ireme needed to break even given this cost structure can be calcu-
lated as:

fixed costs_ _ _ $22,000,000
contributicn margin 0.21

Break-even sales = = $104,761,905

If HDX-treme had achieved another $5 million in sales, it would have earned a profit.

Although HDX-treme’s sales fell short of the forecasted sales, so did overall industry sales
for this product. Overall induslry sales were only $2.5 hillion. That means that HDX-treme’s
market share was 4% (5100 million < 52.5 billion = 0.04 = 4%), which was higher than fore-
casted. Thus, HDX-treme attained a higher-than-expecied market share but the overall market
sales were not as high as estimated.

% of sales

© Net Sales $100,000,000 100%

i Cost of Goods Sold 55,000,000 55%

! Gross Margin $ 45,000,000 A5%
Marketing Expenses

} Sales expenses $15,000,000

;  Promotion expenses 14,000,000

b Freight 10,000,000 39,000,000 39% |
! ;
i -General and Administrative Expenses {
| Managerial saiaries and expenses 42,000,000

i Indirect overhead 5,000,000 7,000,000 7%

¢

i

Met Profit Before income Tax ($1,000,000, {—1%} :
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Operating ratios

The ratios of selected
operating statement items to
net zales.

Gross margin percentage
The percentage of net sales .
rermaining after cost of poods
sold—calculated by dividing
gross margin by net sales.

Net profit percentage

The percantage of each salss
dollar gaing to profit—
calculated by dividing net
profils by net sales,

Operating expense
peicentage

The oorticn of net szles going
to aperating expenses—
caiculated by cividing total
oxpenses by net sades,

inventory turnover rate (or
stockturn rate for resellers)
The number of §imes sn
inventory terns over or is sold
during a specified time period
(oftzn one year)—calculated
hased on usts, selling price,
or units.
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Anakyiic Ratios

‘The profit-and-loss statement provides the figures needed to compute some crucial operating
ratios—the ratios of selacted operating staternent {terns to net sales. These ratios ot marketers
compare the firm's performance in one year to that in previous years (or with industry stan-
dards and competitors' performance in that year). The most commonly used operating ratios
are the gross margin percentags, the net profit percentage, and the operating expsnse per-
centege. The inventory turnover rate and relurn on investment (ROIJ are often used to mea-
sure managerial effectiveness and efficiency.

The gross margin percentage indicates the percentage of net sales rercaining after cost of
goods sold that can contribute to operating expenses and net profit before taxes. The higher
this ratio; the more a firm has left to cover expenses and generate profit. HDX-tweme’s gross
margin ratio was 45%:

_ gross margin _ $45,000,000 0.45 5%

(iT0ss MATEHM POTCentage = & o s 5100,000,000

MNote Lhat this percenlage is lower than estimated, and this ratio is seen easily in the per-
centage of sales column in Table A2.4. Stating items in the profit-and-loss statemeant as a per-
ceni of sales allows manapers to quickly spot abnormal changes in costs over time. If there
was previous history for this product and this ratic was declinieg, management should exam-
ine it more closely to determine why it has deereased (that is, because of a decrease in sales
volume or price, an increase in costs, or a combination of these). In HDX-lreme's case, net
sales wers 25 million lower than estimated, and cost of gnods sold was higher than esti-
mated [55% rather than the estimated 50%).

The net profit percentage shows the percentage of each sales dollar going to profit. Tt is
caloulated by dividing net profits by net sales:

net profit _ —$1,008,000 _
net sales  $i10G,000,000

Net profit percentage = -0.01 = —1.0%
This ratio is easily seen in the percant of sales column, HDX-treme's DVD player gensrated
negative profits in the first year, not a good situation given that before the product lavech net
profits before taxes were estimated at more than $12 miliion. Later in this appendix, we will
discuss further analyses the marketing manager should conduct to defend the groduct.

The operating expense percentage indicates the portion of nst sales going to operating
expenses. Operating expenses include marketing and other expenses not directly related to
marketing the product, such as indirect overhead assigned to this produet. It is caleulated by:

total expenses  $46,000,000
net sales 3100,000,600

Operating expense percentage = = 0.46 = 46%

This ratic can also be guickly detesmmined from the percent of sales column in the profit-and-
loss statement by adding the percentages for marketing expenses and general and adminisira-
tive expenses (39% + 7%). Thus, 46 cents of every sales dollar went for pperations, Although
HDX-treme wants this ratio to be as low as possible, and 46% is not an alarming amount, it {s
of concern if it is increasing over time or if a loss is realized.

Another useful ratio is the inventory turnever rate [also called stockturn rate for
resellers). The inventery turnover Tate is the number of times an inventory turns over or is
sold during a specified time period {often one year). This rate tells how quickly a business is
moving inventory through the organization. Higher rates indicate that lower investments in
inventory are made, thus ireeing up funds for other investments. It may be camputed on a
cost, selling price, or unit basis. The formula based on cost is:

cost of poods sold
average [nventory at cost

Inventory turnover rate =
Agsuming HDX treme’s beginning and ending inventories were $30 million and $20 million,
respectively, the inventory turnover rate s:

$55,000,000 . $55,000,000 _
($30,000,000 + $20,000,000}/2 ~ $25,000,000

Inventory turnover rate = 2.2

That is, HDX-treme’s inventory turned over 2.2 times in 2006, Narmally, the higher the
turnaver rate, the higher the management efficiency and company profitability. However, this
rate should be compared to industry averages, competitors’ rates, and past performance to



Return on investment (ROI}
A measure of managerial
affectivenzss and efficiency—
net profit before taxes dividad
by totai investrnert,

Net marketing centribution
{NMC)

A measure of marketing
profitability that includes crly
components of grofitabifity
controfled by marketing,

Marketing return on sales
{or marketing ROS}

The percent of nat sales
attributabie o the nel
rrarketing contribubion—
calculated by drviding net
marketing contribution by net
sales.
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determine if HDX-treme is doing well. A competitor with similar sales but a higher inventory
turnover rate will have fewer resources led up in inventory, allowing it to invest in other
areas of the business.

Commpanies Tequently use return on investment (KO1) to measure managerial effective-
ness and efficiency. For HDX-treme, ROTis the ratio of net profits to total investment required
1o manufacture the new product. This investment includes capital investments in land, build-
ings, and equipment {here, the initial $10 million to relurbish the manufacturing facility) plus
inventory costs (HDX-treme’s average inventory totaled $25 million], for a total of $35 mil-
lion. Thus, HDX-treme's ROI for the DVD player is:

nel profit before taxes  — 51,000,000

Re on investment = investment - 535,000,000 =

—.0288 =—2, 85 il

ROI is often used to compare alternatives, and a positive RO is degired. The alternative with
the highest ROl is preferred ta other alternatives. HDX-treme needs to be concerned with the
ROl realized. One obvious way 110X -treme can increase ROI s to increase net profit by reduc-
ing expenses. Another way is to reduce its investment, parhaps by investing less in inventory
and turning it aver maore frequently,

Marlkeitng Profitakility Metrics

Given the above financial results, you may be thinking that HDX-{reme should drop this new
product. But what arguments can marketers make for kooping or dropping this product? The
obvious arguments for dropping the product are that first-year sales were well below expected
levels and the preduct lost money, resulting in a nepative return on {nvestment,

So what woudd happen if HDX-treme did drop this product? Surprisingly, il the company
drops the product, the profits for the iotal organization will decrease by $4 million! How can
that be? Markeling managers need to lock clesely at the numbers in the profit-and-loss state-
ment to determine the net marketing contribation for this product. In HDX-treme's case, the nst
marksting contribution {for the DVD player is $4 million, and if the company drops this product,
that contribution will disappear as wall, Let’s look more closely at this concept to illustrate how
markeling managers can betier ussess and defend their marksting strategies and progeams.

S Net marketing contribution (NMC), along with other mar-
kctmg meirics demved from it, measures marketing profitability. It includes only components
of profitability that are controlled by marketing. Whereas the previcus calculation of net
profit before laxes from the profit-und-loss statement includes operating expenses wot wader
marketing’s control, NMC does not, Referring back to HDX-trame’s profit-and-lass statement
piven in Talile AZ.2, we can calculate net markeling conteibulion for the DVD player as:

NMC = net sales ~ cosl of goods sold — marketing expenses
= %100 millinn - $55 million — %41 million = $4 million

The marketing expenses include sales expenses (315 million), promotion expenses ($14 mil-
lion), freight expenses {$10 million), and the managerial salaries and expenses of the market-
ing function {$2 million), which total $41 million.

Thus, lhe BVD player aclually coatributed $4 millien to HOX-lreme’s profits. It was the
%5 million of indirect averhead allocated to this product that cansed the negative profit.
Further, the amount allocated was $2 million more than estimated in the pro forma profit-
and-loss statement. Indeed, if anly the estimated amount had heen aliocated, the product
would have earned a profit of $1 million rather than losing $1 million, If HDX-treme drops the
DVD player product, the §5 million in fixed overhead expenses will not disappear—it will
simply have to be allocated elsewhere. However, the $4 million in net marketing contribution
will disappear.

' ' - - Ta get an even deeper understanding of the
profit 1mpact 01" m1rkotm0 stra tcgy, we'll now examine two measures of marketing efficiency—
mackeling return on sales (marketing ROS) and marketing return on {nvestment (market-
ing ROI). To _

Marketing return on sales {or marketing ROS) shows the percent of net sales attributable
to the net marketing contribution. For our DVD player, ROS is:

net marketing contribution _ _§4.000,000

=0.04 = 4%
net sales $100,000,000

Marketing ROS =
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Thus, aut of every $100 of sales, Lhe product returns $4 to HDX-treme's bottom line. A high
markeling ROS is desirable. But to assess whether this is & good level of performance, HDX-
treme must compare this figure 1o previous marketing ROS levels for the product, the ROSs of
other products in the company’s portfolio, and the ROSs of competing praducts.

Marketing return on investment (or marketing ROI) measures the marketing productiv-
ity of a marketing investment. [n HDX-treme’s case, the marketing investment is represented
by $41 million of the total expenses. Thus, Marketing ROI is:

net marketing contribution 54,000,000

I = = = — of,
Marksting ROL net sales $41,000,000 010976 = 8.78%

As with marketing ROS, a high value is desirable, but this figure should be compared with
previnus levels for the given product and with the marketing ROIs of competitars’ produocts.
Nole from this aquation that marketing ROE could be greater than 100%. This can be
achieved by attaining a higher net marketing contribution and/or a lower total marketing
eRPEnse.

In this section, we estimated market potential and sales, developed profit-and-loss state-
ments, and examined financial measures of performance. In the next section, we discnss
methods for analyzing the irmpact of varicus marketing tactics. However, before moving on to
those analyses, hera's another set of quantitative exercises to help you apply what you've
learnied lo other situations.

Marketing by the Nuimbers Exercise Set Two

2.1 Determine the market poiential for a product that bas 50 million prospective buyers
who purchase an average of 3 per year and price averages $25. How many units must a
company sell if it desires a 10% share of this market?

2.2 Develap a profit-and-loss statement for the Westgate division of North Industries. This
division manufactures light fixtures sold to consumers through home improvement
and hardware stores. Cost of goods sold represents 40% of net sales. Marketing
expenses include sefling expenses, promotion expenses, and freight. Selling expenses
include sales salaries totaling $2 million per yeur and sales commissions (5% of sales).
The company spent $3 million an advertising last vear, and freight cosis were 10% of
sales. Other costs include $2 million for managerial salaries and expenses for the mar-
keting function and another $3 million for indirect overhead allocated to the division.
a. Develop the profit-and-luss statement if net sales were 320 miilion last year.

b. Bevelop the profit-and-ioss statement if net sales were 540 million last year.
€. Calculate Westgate's break-even sales,

2.3 Using the profit-and-loss statement you developed in question 2.2b, and assuming that
Westguate's beginning inventory was $11 million, ending inventory was $7 millign, and
total investment was $20 million including inventory, determine the following:

. Bross margin percentage

. net prafit percentage

. operaling expense percentuge

. inventory turnover rate

. Teturn on investment (ROI) 7

. net marketing contribution

. marketing return on sales (marketing ROS}

. snarketing refurn on investment (marketing ROJ)

. Ig the Westgate division doing well? Explain your answer,

- e M P oo

% Financial Analysis of Marketing Tactics

Altheugh the first-year profit performance for HDX-treme's BVD player was less than desired,
management feels that this attractive market has excellent growth cpportunities. Although
the sales of HDX-treme’s UVD player were lower than initially projectad, they were not unrea-
sonable given the size of the current markel. Thus, HDX-treme wants to explore new market-
ing tacfics to help grow the market for this product and tncrease sales for the company.

For example, the company could increase advertising to promote more awareness of the
new DVD player and its category. It could add salsspeaple to secure greater product distribu-
tion. HDX-treme could decrease prices so that more consumers could afford its player.




Workload method

An apgroach to determining
saies force size based cn the
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Finally, to expand the market, BDX-treme could introduce a lower-priced model in addition
to the higher-priced original offering. Before pursuing any of these tactics, HDX-treme must
analyze ths financial implications of each.

Increase Advertising Expendifures

Although most consumers understand OVD players, they may not be aware of high-
definition DVD players. Thus, HDX-treme is considering boosting its advertising to make
more people aware of the benefits of kigh-definition DVD players in general and of its own
brand in particular.

What if HDX-treme's marketers recommend increasing national advertising by 50% to
$15 million {assume no change in the varigble cooperative component of promotional expen-
ditures)? This represents an increase in fixed costs of 83 million. What increase in sales will
he needed to break even on this $5 million increase in fixed costs?

A guick way to answer this quésiion is to divide the increase in fixed cost by the contri-
hution margin, which we found in a previous analysis to be 21%:

_ increase in fixed cost _ $5,000,000

o in salos = ASE 11 st _ = $23,809,524
Increase in salss confribution margin 0.21 $23

Thus, a 50% increase in advertising expenditures must produce a sales increase of almost $24
million to just break even. That $24 million sales increase translates into an almaost 1 percent-
age point increase in macket shave (1% of the $2.5 billion overall market equals $25 million).
That is, to break sven on the increased adveriising expenditure, HDX-treme would have to
increase its market share from 4% to 4.95% ($123,809,524 = $2.5 Lillion = 0.0485 or 4.95%
market sharej. All of this assumes that the total market will nol grow, which might or might
not he a teasonahle assumption.

Ingsrease Distribuiion Coverage

HDX-treme also wanis to consider hiring more salespeopie in order to call on new relailer
accounts and increase distribufion through maore outlets. Even though DX -treme sells directly
to wholesalers, its sales representatives call on retail acoounts to perform other functions in addi-
tion to salling, such as training ratail salespeople. Currently, HDX-treme employs 60 sales reps
who ewrn an average of $50,000 iu salary plus 10% comnission on sales. The DVD player is cur-
reatly sold to consumers through 1,878 retail outlets. Suppese HDX-treme wents to increase that
number of cutlets tn 2,500, an increase of 825 retail outlets. How many additional salespeople
will HDX-treme need, aad what sales will be necessary to break even on the increased cost?
Ounq methed for determining what size sales force HDX-treme will pead is the worklead
method. The workload method uses the following formula to determine the salesfores size:

. NC X FCx LC
NG = '—-“——'——T A
where

NS = number of salespeaple

NC = number of customers

FC = average frequency of custarner calls per customer

LC = average length of customer call

TA = time an average salesperson has available for selling per year

HDX-tveme’s sales reps typically call on accounts an average of 20 times per year for about
2 hours per call. Afthough each sales rep works 2,000 hours per year (50 weeks per year X
40 hours per week), they spent about 15 hours per week on nonselling activities such as admin-
istrative duties and wavel. Thus, the average annual available selling time per sales rep per year
i3 1,250 hours (50 woeks X 25 hours per week), Wa can now calculate how many sales reps HOX-
treme will need to cover the anticipated 2,500 retail outlets:

_2500X20X2

e _ |
NS T.250 80 salsspeople
Therefore, HDX-treme will need to hire 20 raore salespeople, The cost to hire these reps will

be $1 million {20 salespeople X 350,000 salacy per sales person).
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What increase in sales will be required to break even on this increase in fixed costs? The
10% conumjssion is already sccounted for in the coutiibution margin, so the contribuiion
margin remains unchanged at 21%. Thus, the tucreasa in gales needed to cover this increase
int fixed costs can be calculated by:

increase in fixed cost 51,000,000

rease i = = = = = 34,761,
Increase in sales contribution margin 0.21 $4.761.905

That is, HDX-treme’s sales must increase almaost $5 million to break even on this tactic, So,
how many new retail outlets will the company need to secure to achieve this sales increase?
The average revenue generated per current ontlet is $53,333 ($100 million in sales divided by
1,875 outlets). To achisve the nearly $5 million sales incresse needed to break even, HDX-
treme would need about 90 new outlets ($4,761,905 - $33,333 = 89.3 outlets), or about 4.5
outlets per new rep. Given that current reps cover about 31 outlets apisce (1,875 outlets = B0
repa), this seems very reasonable.

Decrease Price

HDX-treme is &lso considering lowering its price to increase sales revenus through increased vol-
ume. The company's ressarch has shown that demand for most types of consumer electronics
producls g glastic—that is, lhe percentage increase in lhe quantity demanded is greater than the
percentage decrease in price. 1t has also been found that when the price of HDTVs poes down, the
guarntity of DVD players dersanded increases because they are complementary products.

What increase in salas would be necessary to break even on a 10% decrease in prica?
That is, what increase in sales will be needed to maintain the total contribution that HDX-
trame realized at the highar priee? The current tutal conlribution can be determined by multi-
plying the contribution margin by total sales:1t

Carrent total contribution = contribution margin X sales = .21 > $160 wmillion = 521 millicn

Price changes result in chunges in unit contribution and contribution margin. Rocail that the
contribution margin of 21% was based on variahle costs representing 79% of sales. Therefore,
unit variable costs can be determined by multiplying the original price by this percentage:
3336 x 0.79 = §265.44 per unit. If price is decreased by 10%, the new price is $302.40.
However, variable costs do not change just because price decressed, s¢ the contribution and
cuntribution margin decrease as follows:

Old New {reduced 10%)
Price F336 $302.40
~ Unil variable cost $265.44 $265.44
= Unit contribntion $70.56 $36.96
Contribulion meargin $70.56/3336 = 0.21 or 21% $36.96/8302.40 = 0.12 ar 12%

Sv u 10% reduction in price results in a decrease in the confribution margin from 21% to
12%.32 To determine the sales level needed to break even on this price reduction, we calcu-
late the level of sales that must be attained at the new contribution margin to achieve the orig-
inal total contribulion of $21 million

New contribution margin X new sales level = original total contribution
So,

original contribution  _ $23,000,000
new contribution margin 0.12

New sales lavel = = §175,600,000

Thus, seles must increase by §73 million ($175 million — $160 million) just to break evenon a
10% price reduction. This means that HDX-lreme must increase market share to 79 ($173 mil-
lien + $2.5 billion) to achieve the current level of profits {assuming ne increase in the total
market sales). The marketing manager nmst ass¢ss whether or not this is a reasonable goal.

Extend the Produst Line

As a final option, HDX-treme is considering extending its DVD player product line by offering
a lower-priced model. Of course, the new, lower-priced praduct would steal some sales from
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the higher-priced model. This is called cannibalization—the situation in which ene pProduct
sald by a company takes a portion of its sales from ather company products. If the new prod-
uct has a lower contribution than the original product, the company’s total cantribution will
decrease on the cannibalized sales. However, if the new product van generate enough new
volume, it is worth considering.

To assess cannibalization, HDX-treme must look at the incremental conlribution gained
by having both products available. Recall in the previous analysis we determined that unit
variable cosls were $265.44 and unit contribution was just over $70. Assuming costs remain
the same next year, HDX-treme can expect {o realize a congibution per unit of approximately
$70 for every unit of the original DVD player sold.

Assume that the first model high-definition DVD player offered by HDX-treme is called
HD1 and the new, lower-priced model is called HDZ. HD2 will retail for $400, and resellers
will take the same markup percentages on price as they do with the higher-priced model.
Therefare, HD2's price to wholesalers will be $224 as follows:

Retail price: 5400
minus retajl margin (30%); — $120
Retailer’s cust/wholesaler’s price: $280
minus wholesaler's margin (20%); — ¥ 56
Wholesaler's cost/HDX-treme's price 5224

If HDZ’s variable costs are estimated Lo be 3174, then its contribution per unit will equal $50
($224 ~ 3174 = $50). That means for every unit that HDZ2 cannibalizes from HD1, HDX-treme
will fose $20 in contribution toward fixed costs and profit (that is, contributionyg, — contri-
bution , = $50 — §70 = —$20). You might conclude that HDX-treme should not pursue this
tactic because it appears as though the company will be worse off if it introduces the lower-
priced model. However, if HD2 captures enough additional sales, HDX-treme will be better
off even thouph some HD1 sales are cannibalized. The company must examine what will hap-
pen to fotal contribution, which requires estimates of unit volume for both products. |

Originally, HDX-lreme estimaled that next year's sales of HD1 would be 600,000 units.
However, with the intraduction of HD2, it now estimates that 200,000 of those sales will be
cancibalized by the new model. iF 1TDX-treme sells only 200,000 units of the new HD2 model
(all cannibalized from HD1), the company would lose §4 million in total contribution
(200,000 units ¥ —5320 per cannibalized unit = —%4 million)—not a good outcome. However,
HDX-treme estimates that HD2 will generate the 200,000 of caunibalized sales plus an addit-
jonal 500,600 unit sales. Thus, the contribution on these additional HIX2 units will be 525
million {i.., 500,000 units > 350 per anit = $25 million). The net effect is that HOX-treme
will gain $21 million in total contribution by intreducing HDZ.

The following leble compares HDX-treme's total contribution with and without the intro-
duction of HDZ:

HD1 unly HD1 and HD2
HD1 contribubon 500,000 umits X §70 400,000 units X $70
= 342,000,000 = 528,000,000
HDZ contribution 0 700,000 units ® $30
= $35,000,000
Total contribution §472,00G6,000 $63,000,000

"The difference in the total contribution is a net gain of $21 millien (363 million — $42 mil-
lion). Based on this analysis, HDX-treme should introduce the HD?Z model because it results in
a positive incremental contribution. However, if fixed costs will increase by more than $21 mil-
lan as a result of adding this model, then the net effect will he negative and HDX-treme should
uwt pursue this iaciic.

“Now that you have seen these marketing tactic analysis concepts in action as they related
to LDX-treme’s new DVD player, here are several exercises for you to apply what you have
learned in this section in other contexts,

Marketing by the Numbers Exercizse Set Three

3.1 Kingsford, Inc. sells small plumbing companents to consumers through retail outlets.
Total industry sales for Kingsford’s relevant market last year were $80 million, with
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3.2

1.3

Kingsford's sales representing i0% of that total. Contribution margin is 25%.

Kingsford’s sales force calls on retail outlets and each sales rep earns $45,000 per yeax

plus 1% cemmission on all sales. Retailers receive a 40% margin on selling price and

generate avarage tevenus of $10,000 per outlet for Kingsford.

a. The marketing manager has suggested increasing consemer advertising by $300,000,
By how much would dollar sales neod to increase to break aven on this expendi-
ture? What increase in overall market share does this represent?

b. Another suggestion is to hire three more sales representatives to gain new consumer
retail accounts, How many new retail outlats would be necessary to break even on
the increased cost of adding three sales reps?

c. A final suggestion is to make a 20% across-the-board price reduction. By haw much
would dollar sales need to increase to maintain Kingsford's current conlribution?
{See endnots 12 ta calculate the new contribution margin.}

d. Which suggestion do you think Kingsford shenld implement? Explain your
recommendation.

PepsiCo sells ifs soft drinks in approximately 400,000 retail establishments, such as
supermarkets, discount stores, and convenience stores. Sales representatives call on
each refail ageount weekly, which means each account s called on by a sales rep 52
times per year. The average length of a sales call is 75 minutes {or 1.25 hours). An aver-
age salesperson works 2,000 bours per year (50 wesks per year x 40 hours per week), -
bt each spends 10 hours a week on nonselling activities, such as administrative tasks
and travel. How many sales people does PepsiCo need?

Hair Zone manufacinres a brand of hafr-styling gel. It is considering adding 4 modified
version of the product—a foam that provides stronger hold. Hair Zone's variable costs
and prices to whilesalers are:

Current hair gel New foum product
{Init selling price 2.00 2.25
Unit variable costs B85 i.25

Hauir Zone expects to sell 1 miliion units of the new styling foam in the first year after
introduction. hut it expects that 60% of those sales will come from buyers who nor-
mally purchase Hair Zone's styling gel. Hair Zone estimates that it would sell 1.5 mil-
lion units of the gel if it did not intraduce the toam. If the fixed cost of launching the
new foarn will be $100,000 during the first year, should Hair Zone add the new prod-
uct te its line? Why or why not?
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CAREBERS IN MARKEBETING

Now that you have completed this course in marketing, you have a good idea of what the field
entails. You may have decided you want to pursue a marketing caresr becauss it offers con-
stant challenge, stimulating problems, the opportunity to work with people, and excellent
advancement opportunities. But you still may not know which pari of marketing best suits
you—tuarketing 18 & very broad field offering a wide variety of career options.

This appendix helps yvou discover what types of marketing jobs best match your special
skills and fnterssts, shows you how to conduct Lthe kind of job search that will get you the
position you want in the company of your choice, describes marketing career paths opsn to
you, and suggests other information resources.

: Marketing Careers Today

The marketing field is hooming, with nearly a third of ali Americans now employed in
marketing-related positions. Murketing salaries may vary by company, position, and region,
and salary figures change constantly, Tn general, entry-level marketing salaries usoally are
only slightly below those for engineering and chemistry but equal or exceed starting salaries
in ecomomics, finance, accounting, general business, and the liberal arts, Moreover, il you
succeed in an enfry-level marketing position, it's likely that vou will be pramoted quickly to
higher levels of responsibility and salary. In addition, becanse of the conswmer and product
knowledge you will gain in these jobs, marketing positions provide excellent fraining for the
hiphest levels in an organization,

Overall Marketing Facts and Trends

In conducting your job search, consider the following facls and trends that are changing the
world of marketing,

Focus on customers: More and more, companies aze realizing that they win in the market-
place only by creating superior value for customers. To capture value from customers,
they must first find new and better ways to solve customer problems and improve cus-
tomer hrand experiences. This increasing focus on the customer puis marketers at the
forefront in many of today’s companies. As the primary custorer-facing function, mar-
keting’s mission is to get all company depariments to “think customer.”

Tochnology: Technology is changing the way marketers work. For example, price coding
allows instantaneous retail inventorying. Software for marketing training, forecasting,
and other functions is changing the ways we markst. And the Internet is creating new
jobs and new recruiting reies. Consider the explosive growth in new media marketing.
Whereas advertising fivins have traditionally recruited “generalists” in account manage-
ment, “generalist” has now taken on a whole new meanlng—advertising sccount execu-
tives must now have both broad and specialized knowledge.

Diversity: The number of women and minorities in marketing continues to rige.
Traditionally, women were mainly in retailing. However, women and minorities have
now moved fully into all industries. Thay also are rising rapidly into marketing manage-
ment. For example, women now outnumber men by nearly two to one as advertising
account executives. As marketing becomes more global, the need for diversity in market-
ing positions will continue to increase, opening new opportunities.
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Global: Companies such as Coca-Cola, McDaonald's, IBM, MTV, Wal-Mart, and Procter &
Gamble have beconte multinational, with manufacturing and marketing operaticns in
hundreds of countries. Indeed, such companies often make more profit from sales out-
side the United States than frorn within, And it's nat just the big companies that are
involved in internalional ruarcketing. Organizalions of all sizes have moved into the
global arepa. Many new marketing opportunities and careers will be directly linked to
the expanding global marketplace. The globalization of business also means that you
will need more cultural, language, and people skills in the marketing world of the
twenty-first century.

Nat-for-profit organizations: Increasingly, colleges, arts arganizations, libraries, hospitals,
and other not-for-profit arganizations are recognizing the need for effactively marketing
their “products” and services to various publics. This awareness has led to new market-
tug positions—with thase organizations hiring thetr own marketing directors and mar-
keting vice presidents or using outside marketing specialists.

Looking for a Job in Today’s
hMarketing World

To choose and find the right job, you will need to apply the marketing skills you've Tearned
in this course, especially marketing analysis and planning. Follow these eight steps for
marketing yourself: (1) Conduct a self-assessment and seek career counseling; (2} examine
job descriptions; (3) explore the job market and assess opportunities; (4] develop search
strategies; (3) prepare a résumé; (6) write a cover ietter and assemble supporting docu-
mexts; {7) interview for jobs; and (8] follow up.

Conduct 2 Self-Assessment and Seek Career Connssling

If you're having difficully deciding what kind of marketing position is the best fit for you,
start ont by doing some self-testing or get some rareer counseling. Self-assessments require
that you honestly and thoroughly evaluate your inlerests, strengths, and weaknesses. What do
you do well [your best and favarite skills) and not so well? What are your favarite interests?
What are your career goals? What makes you stand ouf from other job seekers?

The answers to such questions may suggest which marketing caveers you should seek or
avoid. For help in making an effective self-assessment, look af the following bogks in your
local bookstore: Susan [chnston, The Career Adventure: Your Guide lo Personal Assessment,
Career Exploration, and Decision Making, 4th edition (Prentice Hall, 2008) and Richard
Bolles, What Celor Is Your Parachute 20077 (Ten Speed Press, 2006). Many Web sites also
offer self-assessment tools, such as the Keirsey Temperament Theory and the Temperament
Sorter, a free but broad assessment avatlable at AdvisorTeam.com. For a more specific evalua-
tion, CareerLeader.com offers a complete online business career self-ussessmenl program
designed hy the Directors of MBA Career Development at Harvard Business School. You can
uge this for a fee.

For help in finding a career coufiselor to guide you in making a career assessment,
Richard Bolles’ What Golor Is Your Parachute 20077 contains a usetul state-by-state sampling,
CareerLeader.com also offers personal career counseling. {Some couuselors can help you in
vour actual joby search, too.) You can aleo consult the career counseling, testing, and place-
ment services at your college or university.

Ixamine Job Descriptions

After you have identified your skills, interests, and desires, you need to see which marketing
positions are the best match for them. Two LS. Labor Department publications (available in
your local library or online)—the Occupation Outfook Hardbook (www.bls.gov/oca) and the
Dictionary of Occupational Titles {www.occupativaalinfo.orgl— describe the dulies involved
in various occupations, the specific training and education needed, the avatlability of jobs in
each field, possibilities for advancement, and prohable earnings.

Your initial career shopping list should be broad and flexible. Look for different ways to
achieve your objectives. For example, if you want & career in marketing management, con-
sider the public as well as the private sector, and local and regiunal as well as national and
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international Arms. Be open initially to exploring many options, then focus on specific indus-
iries and jobs, listing your basic goals as @ way ta guide your choices. Your list might include
“a job in a start-up company, near a big cily on the West Coast, doing new-product Planning
with a computer software firm.” '

Fxplore the Job Market and Assess Opportunities

At this stage, you need to look at the market and see what positions are actually available. You
do not have to do this alone. Any of the following may assist you.

Career Development Centers

Your college’s career developinent center is an excellent place Lo start, Bosides checking with
your career developmeit center on specific job openings, check the curtent edition of the
National Association of Colleges and Employers fob Outlook (www jobweb.com). It contains a
national forecast of hiring intentions of employers as they relaie to new collepe graduates,
More and more, college career development centers are also going online. For example, the
Web site of the undergraduate cureer services of Indiana University's Kelley School of
Business has a list of career links (http:/fucso.indiana.sdu/cgi-bin/students/careerResources/)
Lhat van help lo focus vour jub search.

It addition, find cut everything vou can abuout the companies that interest you by con-
suiting business magazines, Webh sties, annual reports, business reference boaoks, faculty,
career counselors, and others, Try to analyze the industry's and the company’s future growth
and profit potential, advancement opportunities, salary levels, entry positions, travel time,
and other factors of significance to you,

e

Nisie airs

Career development centers often work with corporate recrufters to organize on-campus job
fairs. You might also use the Internel to check on upcoming career fairs in your region. For
sxample, visit JobWeb's College Carecr Falrs page at http://www.jchweb.com/employ/
fairs/public_fairs.asp.

Maetworking and the ¥ellow Pages

Networking, or asking for job leads from friends, family, people in your community, and
caresr centors, is one of the best ways to find a marketing job. A recent study estimated that
60.7 perceat of jobs are {found through networking, The idea is to spread your net wide, con-
tacting anybody and svarybody.

The phone book’s yellow pages are another effective way to job search. Check out
emplovers o your field of inlerest in whatever region you want to work, then call and ask #f
they are hiring for the position of your choice.

Cooperative Tducation and Internships

According to the Nativnal Association of Colleges and Employers 2004 Experimental
FEducation Survey, employers on average give full-time smployment offers to about 58 percent
of students who have had internships wilh their companies. They give offers to more than
67 percent of the students that participate in co-ops with their arganizations. Many company
Internst sites have separate internship areas. Tor exampls, check out WetFeet
[www.wetfeet.internship programs.com}, MonsterTRAK.com. (www.monstertrak. monster.com},
CampusCaresrCentercom (www.campuscareercenter com/students/intern.asp), InternJubs.cous,
and Intern Abroad.com. If you know of a company for which you wish to wark, go to that com-
pany’s corporate Web site, enter the human resources area, and check for internships. If none
are listed, try e-mailing the human resources department, asking if inteenships are offered.

The Internst

A constantly increasing number of sites on the Internet deal with job hunting: You can also
use the Internet to make contacts with peopla wha can help you gain information on compa-
nies and research companies that interest you. The Riley Guide offers a great mb}'oducﬂon to
what jobs are available [www.rileyguide.com). Other helpﬁll sites are Employment
Opportunities for Peeple with Disabilities [www.dol.gow’odep;’}oblmksl]oblmks.htm] and
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HireDiversity [www.hirediversity.com), which containg information on opportunities for
African Americang, Hispanic Americans, Asian Americans, and Native Americans.

Most companies have their own Web sites on which they post job listings, This may be
helpful if you have a specific and fairly limited number of companies that you are keeping
your eye en for job opportunities. But if this is not the case. remember that to find out what
interesting marketing jobs the companies thermselves are posting, you may need to visit hun-
dreds of corporate sites.

Develop Search Strategies

Once you've decided which companies you are interested in, you need to contact them. One

of the best ways is through on-campus interviews. But not every company you are inlerested
in will wisit your school. In such instances, you can write, e-mail, or phone the company
directly or ask marketing professors or school alumni for contacts,

Prepare a Résumeé

A résumé is a concise yet comprehensive wrillen summary of your qua.liﬁc'atir::ﬂs. including
vour academic, persanal, and professional achievements, that showcases why you are the best
candidate for the job. An eroployer will spend an average of only 15 to 20 seconds reviewing
your résume; Lherefore, you want to be sure that you prepare & good one.

In preparing your résumé, remember that all information on it must be accurate and com-
plete. Résumeés typically begin with the applicant’s full name, telephone and fax numbers,
and mail and e-mail addresses. A simple and direcl statement of career ubjectives generally
appears next, {ollowed by wark history and academic data {including awards and intern-
ships), and then by personal aclivities and experiences applicable to the job sought.

The résumé sometimes ends with a list of references the employer may contact (at other
times, refercnces may be listed separatsly). If your work or internship experience is limited,
nonexistent, or irrelevant, then it is & good idea to emphasize your academic and nonacademic
achievements, showing skills related to those required for excellent job performancs.

There are three types of résumés, Reverse chrenological résumés, which emphasizs
caveer prawth, are arganized in reverse chronclogical order, atarting with your mest recent
job. They focus on job titles within organizations, describing the responsibilities required for
sach job. Functional résemés focus less on job titles and work history and more on assets and
achievements. This format warks bast if your job history is scanty or discontinuous, Mixed, or
combination, résumés take from each of the other two formats. First, the skills used for a spe-
cific joh are listed, then the job title is stated. This format works best for applicants whose past
jols are in ofher fields or seemingly unrelated to the position.

Your local bookstore or library has many books that can assist yon in developing your
résumé, Popular guides are Brenda Greene, Get the Interview Every Time : Forfune 500 Hiring
Praofessionals’ Tips for Writing Winning Resumes and Cover Lotters (Dearborn Trade, 2004)
and Arthur Rosenherg and David Hizer, The Rdsumé Handbook (Adams Medias Gorporation,
2003). Computer software programs, such as RésuméMaker Career Edition, provide hundreds
of sample résumés and ready-to-use phrases while puiding you through the résumé prepara-
tion process. America's Career InfolNgt (www.acinst.org/acinet/resume/resume_iniro.asp)
offers a step-by-step résumé tutorial, and Moenster.com (www,resume.monster.com) nifers
tésumé advice and writing services. Finally, you can even create your own personalized
online résumé at sites such as optimalresurna.cam.

Blectromic Résumes

Use of the Internet as a tool in the job search process is increasing, so it’s a good idea to have
your résumé ready for the anline enviranmment. You can forward an electronic résumé to net-
working contacts or recruiling professionals through e-mail, You can also post it in online
databases with the hope that employers and recruiters will find it.

Successtul electronic résumés require a different siratepy ihan paper résumés. For
instance, when companies search résumé banks, they search key words and industry buzz
words that describe a skill or core work required for each job, so nouns ave much more impor-
tant than verbs. Two good resources for preparing electronic résumés are Susan Ireland’s .
Electronic Resume Guide (hitp://susanireland.com/eresumegnide/) and The Riley Guide
{www.rileyguide.com/eresume. himl).
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After you have written your electronic résumé, you need to post it. The following sites
may be good lucativns to start: Mopster.com [www.monster.com} and Yahoo! haotjohs
(wwrw.hotjobs. yahoo.com). However, tuse caution when posting your résumé on various sites.
In this era of identity theft, you need to select sites with care so as to protect your privacy.
Limit access to your persenal contact information and don™t use sites that offer to “blast” your
résumsé into cyberspace.

Fémuiné Tipa

8 Communicate your worth to potential employers in a concrete manner, citing examples
whenever possible.
Be concise and direct.

2]

Use active verbs to show you are a doer.

® Do ot skimp on quality or use gimmicks. Spare no expense in presenting a professional
TésUMmE.

B Have someone critique your work. A single typo can eliminate you from being considered.

@ Customize your résumeé for specific employers. Emphasize your strengths as they pertain
to your tavgeied job.

& Keep your résumé compact, usoally one page.

@ Format the text to be atiractive, professional, and readable. Tirmes New Roman is often the
font of choice. Avoid too much “design” or gimmicky flourishes.

"

Write Cover Letter, Follow Up, and Assemble
Supporiing Docutiments

You should include a cover letter inferming the employer that a résumé is enclosed. But a
cover letter does more than this. I also serves to summarize in one or two paragraphs the con-
tents of the résumé and explains why you think you are the right person for the position. The
goal is to persuade the emplayer (o look at the more detailed résumé. A typical cover lstter is
organized as follows: (1) the name and position of the person you are contacting; (2) a state-
menl identifying the position you are applying for, how you heard of the vacancy, and the rea-
sons for your interest; (3) a summary of your qualifications for the job; (4) a description of
what Follow-ups you intend to make, such as phoning in two weeks to see if the résumé has
been received; {5} an expression of gratitude for the opportunity of baing a candidate for the
job. America’s Career InfoNet (www.acinet.org/acinet/resume/resume_intro.asp} offers a step-
by-step lutorial on how to create a cover letter, and Susan Ireland’s Web site containg more
than 50 cover letter samples (http://susanireland. com/coverietterindex. htm).

Follow-Tp

Once you send your cover letter and résumé to perspective employers via the method they
prefer—s-mail, their Web site, fax, or regular mail—it's often a good idea to follow up. In
today's market, job seekers can't afford to wait for interviews io find them. A quality résume
and an attractive cover letter are crucial, but a proper follow-up may be the key to landing an
interview. However, hefore you engage your potential employer, be sure to research the com-
pany. Knowing about the company and understanding its place in the industry will help you
shine. When vou place a call, send an e-mail, or rnail a letter to a company contact, be sure to
restate your interest in the position, check on the status of your résumé, and ask the employer
about any questions they may have.

Latters of Becoimmendation

Letters of recommendation are written references by professors, former and current employ-
crs, and others that testify to your character, skills, and abilities. Some companies may
request letters of recommendation, fo be submitted either with the résumé or at the inter-
view. Even if letters of recommendation aren't requested, it's a good idea to being them with
you to the interview. A good reference letter tells why you would be an excellent candidate
for the position. In choosing someone to write a letier of recommendation, be confident that
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the person will give you a good reference. In addition, do not assume the person knows
gverything about you or the position you are seeking. Rather, provide the person with your
résume and other relevant data. As a courlesy, allow the reference writer at least a month to i
complete the latter and enclose a stamped, addressed envelope with your materials.

In lhe packet containing your résumé, cover letier, and letters ol recommendation, you
may also want to attach other relevant ducuments thal support your candidacy, such as
academirc transcripts, graphics, portfnlias, and samples of writing.

Interview for Jobs

‘As the old saving goes, "The résumé gsts you the interview; the interview gets you the job.”
The job interview offers you an opportenity to gather mare informatian about the argaeiza-
tion, while at the same time allowing the organization {o gather more information about you. :
¥ou'll want to present vour best sell. The interview process consists of three pacts: hefore the
interview, the interview iiself, and after the interview. If yau pass through these stages suc- :
cessiully, you wil be called back for the follow-up interview.

Bafors the Inferview
In preparing (or your interviaw, do the following:

1. Understand thal interviewers have diverse styles, including the “chitchat,” lat's-get-to-
know-each-ather style; the interrogation style of question after question; and the tough-
probing “why, why, why” styls, aremyg others. So be ready for anything.

2. With a friend, practice being interviewed and then ask for a eritique. Or, videotape yaur-
self in a practice interview so thal you can critique your pwn performance. Your college
placement service may also offer “mock” interviews to help you.

3. Prepare at least five good questions whose answers ave nol sasily found in the campany
Iiterature, such as “What is the future direction of the firm 7™ “How daes the firm differ-
entiate itself from cempetiters?™ “Do you have a new-media division?”

tF'

Anticipate possible interview questions, such as “Why do you wani to work for this
company?” or “Why shauld we hire you?”" Prepare solid answers before the interview.
Have a clear idea of why you are interested in foining the company and the industry to
which it belongs. (See Susan Ireland’s site for additional interview questions:
http://susaniraland.com/interviewwork.html)

5. Avoid back-to-back interviews—they can be exhausting and it is unpredictable how long
they will last.

6. Prepare relevant decuments that support your candidacy, such as academic transeripts,
letters of recommendation, graphics, portfolios, and samples of writing. Bring multiple
copies to the inlerview.

7. Dress conservatively and professionally. Be neat and clean.

8. Arrive 10 minntes early to collect your thoughts and review the major poiuls you intend

to cover. Check your names on the interview schedule, noting the name of the inter-

viewer and the room number. Be courteous and polite to office staff.

9. Approach the interview cnthusiagﬁcally. Let your personality shine through.

Droring the Interview
During the interview, do the following:

1. Shake hands firmly in greeting the interviewer. Introduce yoursell, using the same form
of addrass the interviewer uses. Focus on creating a gonod initial impression.

2. Keep your poise, Relax, smile when appropriate, and be upbeat throughout.

3. Maintain eye contact, gaod posture, and speak distinctly. Don't clasp your hands or fid-
die with jewelry. hair, or clothing. Sit comfortably (o your chair. Do not smoke, even if
it's permitted.

4. Along with the copies of relevant documents that support yuur candidacy, carry extra
copies of your résumé with you.

5. Have your slory down pal. Present your selling poinls. Answer questions directly. Avoid !
either one-ward or too-wordy answers.
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6. Let the interviewer take the initiative but don’t be passive. Find an opportunity to direct
the conversaticn to things about yourself that vou want the interviewer to hear,

7. To end on a high note, make your most important point or ask your most pertinent ques-
tion during the last part of the interview.

8. Don't hesitate to “closa.” You might say, “T'm very interested in the position, and [ have
enjoyed this interview.”

9. Obtain the interviewer’s business card or address and phone number so that you can fol-
low up later.

A 1p for acing the interview: Befors you open your mouth, find out what if's like to be a
brand manager, sales representative, market researcher, advertising account executive, or
other position for which you're interviewing. See if you can find a "mentor"—sonteone in a
pasition similar to the one you're seeking, perhaps with another company. Talk with this
mentor about the ins and outs of the job and indusiry.

After the Interview
Atter the interview, do the following:

1. After leaving the interview, record the key paints that arose. Be sure fo note who is fo
follow wp and when a decision can bo expected.

2. Analyze the interview objectively, including the questions asked, the answers to them,
your gverall inferview presentation, and Lhe interviewer’s responses to specific points.

3. Immediately sendd a thank-yau letter ot e-mail, mentioning any additional items and
your willingness to supply further inforination.

4. Tf you do not hear within the specified time, write, e-mail, or cail the interviewsr to deter-
mine your skalus,

Follow Tp

I your first interview takes place off-site, such as at your collsge ur at « job fair, and if you arc
successful with that initial interview, you will be invitaed to visit the arganization. The in-
company interview will probably run from scveral hours to an entire day. The organizalion
will examine vour interest, maturity, enthusiasm, assertiveness, logic, and comypany and
functional knowledge. You should ask questions about issues of importance to vou. Find out
shout the worldng environment, job role. responsibilities, opportunity for advancement, cur-
rent industrial issues, and the company’s personality. The company wants to discover if you
are the righl person for the job, whereas you want to find out if it is the right job for you. The
key is to determine if the right fit exists between vou and the company.

RMarketing Jobs

This section describes some of the key marketing positions.

Advertising

Advertising is one of today's hottest fields in marketing. In fact, Money magazine lists a posi-
tion in advertising as among the 50 best jobs in America.

Joh Descripiions
Key advertising positions include copywriter, art director, production manager, aceount exec-
utive, and media planner/buyer.

® (opywriters write advertising copy and help [ind the concepts behind the written words
and vigual images of advertisements.

8 Art directors, the other part of the crealive team, help translate the copywriters’ ideas ioto
dramatic visuals called “layouts.” Agency artists develop print layouts, package designs,
television layouts (called "storyboards™), corporate logotypes, lrademarks, and symbaols,
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w Production managers are responsible for physically crealing ads, in-house or by contract-
ing through outside production houses.

8 Account development executives research and understand clients’ markets and customers
and help develop marketing and advertising strategies to impact them.

& Account executives serve as liaisons between clients and agencies. They coordinate the
planning, creation, production, and implementation of an advertising campaign for the
account.

@ Account planners serve as the voice of the consumer in the agency. They research con-
sumers to understand their ngeds and motivations as a basis for developing effective ad
campaigns.

8 Media planners (or buyers] deterniing the best mix of television, radio, newspaper, maga-
zine, and other meadia for the advertising campaign.

Bizills Mesded, Career Paths, and Typical Galaries

Work in advertising requires strong people skills in order to interact closely with an aflen-
difficult and demanding client base. In addition, advertising attracts peopie with high ckills
in planning, problem solving, creativity, communication, initiative, leadership, and presenta-
tion. Advertising involves working under high levels of stress and pressure created by unre-
lenting deadlines. Advertisers frequently have to work long hours to meet deadlines for a pre-
sentation. But work achievements ate very apparent, with the results of creative strategies
observed by thousands or even millions of people.

Because they are sa sought after, positions in advertising sometimes require an MBA. Bul
there are many jobs open for business, graphics arts, and liberal arts undergraduates.
Advertising positions often serve as gateways to higher-level management. Moreover, with
large advertising agencies opening offices all over the world, there is the possibility of gven-
tually working an global campaigns.

Starting advertising salaries are relatively low compared to some other marketing jobs
because of strong competition for entry-level adwvertising jobs. You may even want to consider
waorking for free to break in. Compensation wili increase gquickiy as you move into account
executive or other management positions. For more facts and figures, see the Web pages of
Advertising Age, a key ad industzy publication {www.adage.com, click on the Job Bank bul-
ton), anid the American Association of Advertising Agencies (www.asaa.org).

Brandg and Product Managemsnt

Brand and product managers plau, direct, and control business and marketing efforts for theic
products. They are involved with research and develspment, packaging, manwlacturing, sales
and distribution, advertising, promotion, market regearch, and business analysis and forecasting.

Joh Descriptions

A company'’s brand management team consists of people in several positions.

Brand manaogers guide the develogpment of marketing strategies for a specific brand,
Assistant brand managers are resﬁonsibIe for certain strategic components of the brand.
Product munagers oversee several brands within a product line or product group,
Product category managers direct multiple product lines in the product category.
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Market analysts research the market and provide important strategic information to the

project managers.

@ Project directors are responsible for collecting market information on a marketing or prod-
uct project.

@ FResearch directors overses the planning, gathering, and analyzing of all organizalional

research.

Skills Meeded, Caveer Paths, and Typical Szlaries
Brand and product management requires high problem-sclving, analytical, presentation,
communication, and leadership skills, as well as the ability to work well in a feam. Product

management requires long howrs and involves the high pressure of running large projects. In
consumer goods companies, the newcomer—who usuvally needs an MBA—joins & brand team
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as an assistant and learns the ropes by doing numerical analyses and watching senior brand
pewple. This person evenlually heads the team and later moves on to manage a larger brand,
then several hrands.

Many industrial goods cumpanies also have product managers, Produgt management is
cne of the best training grounds for fulure corporate offivers, Product managsment also offers
pood apportunities to move into international marketing. Product managers command rela-
tively high salaries. Because this job category encourages or requires a master's degree, start-
ing pay tends to be higher than in other marketing categories such as advertising or retailing.

Sales and Sales Managerent

Sales and sales management opportunities exist in a wide range of profit and not-for-prafit
organizations and in product and service organizations, including financial, insurance, con-
sulting, and government orpanizations.

Job Bescriptions

Key jobs include consumer sales, industrial sales, national account manager, seevice support,
sales trainers, sales management, and telesellers.

Consumer sales involves selling consumer products and services through retailers.
mdustrial snles involves selling products and servicas o other businesses.

National account managers (NAM) oversee g few very large accounts.

Service support parsonnel support salespeople during and after the sale of a product.

Suales lrainers train new hires and provide refresher training for all sales perscnnel.
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Sales management includes a sequence of positions ranging from district manager to vice
prosident of sales.

B The teleselfer (10t to be confused with the home consumer lelemarketer) offers service and
support to field salespeopls.

Salespeople enjoy active prufessional lives, working outside the office and interacting
with others. They manage their own time and activities. And successful salespeople can be
wvery well paid. Compstition for top jobs can be intense. Every sales job is different, but some -
positions involve extensive travel, long workdays, and working under pressure. You can alsa
exper:t to be transferred more than once between company headquarters and regiona!l offides.
However, most companies are now working to bring good work-life balance to their salespso-
ple and sales managers.

=
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Selling is a people profession in which you will work with people every day, all day lang.
Basides people skills, sales professionals need sales and communication skills, Most sales
positions also require high problem-solving, analtytical, presentation, and leadership ability
as well as creativity and initiative. Teamwork skilis are increasingly importani.

Career paths lead fram salesperson to district, regional, and higher levels of sales manage-
meni and, in many cases, to the top management of the firm. Today, most entry-level sates man-
agement positions require a colloge degree. Increasingly, peoplea seeking selling jobs are acquiring
sales experience in an internship capacity or from a part-time job before graduating. Sales posi-
tions are great springboards to leadership positions, with more CEQs starting in sales than in any
ather entry-level position. Possibly this explains why competition for top sales jobs is intense.

Starting base salaries in sales may be moderate, but compensation is often supplemented
by significant commission, benus, or other incentive plans. In addition, many sales jobs
include a company car or car allowance, Successful salespeopls are among most companies’
highest paid employees.

Other Marksting Jobs

Retailing

Retailing provides an early opportunity to assume marketing rasponsibilities. Key jobs
include store manager, regional manager, buyer, department manager, and salesperson. Store
managers direct the management and operation of an individual store. Regional mandgers
manage groups of stores across several states and Teport performance to headquarters. Buyers
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select and buy the merchandise that the store carries. The department maneger acts as store
munager of a department, such as clothing, but on the depavtment level. The sulesperson sells
merchandise o retail customers. Retailing can involve relocation, but generally there is iitile
travel, unless you are a buyer. Retailing requires high people and sales skills because retailers
are constantly in cuntact with customers. Enthusiasm, willingness, and communication skills
ate very helpful far retailers, {oo.

Retailers work long houss, bui their daily activities are often more structured than some
types of marketing positions. Starting salaries in retailing tend to be low, but pay increases as
you move into management or some retailing specialty job.

Miarketing BEezearch

Marketing researchers interact with managers to define problems and identify the information
needed to resolve them. They design research projacts, prepare questionnaires and samples,
analyze data, prepare repurls, and pressot thelr lindings and recommendations to manage-
ment. They must understand statistics, conswmer behavior, psychalogy, and sociclogy. A mas-
ler’s degree heips. Carser opportunities exist with manufacturers, retailers, some wholesalers,
trade and industry asscciations, marketing research firms, advertising agencies, and govern-
niental and private nonprofit agencies.

MNew-Produot Pleaning

People interested in new-product planning can find opportunities in many types of arganiza-
tions. They usually need a good background in marketing, marketing research, and sales fore-
casting; they need organizational skills to metivate and coordinate others, and they may need
a technical background. Usually, these paopie work first in other marketing positions before
joining the new-product department.

Markefing Logistise (Fhystosl Digtribuiion)

Marketing logistics, or physical distribution, is a large and dynamic field, with many career
oppuriunitizs. Major teansportation carriers, manufacturers, wholesalers, and retailers all
employ logistics specialists. Tncreasingly, marketing teams include logistics specialists, and
marketing managers' career paths include marketing lugistics assignments. Coursework in
quantitative methods, finance, accounting, and marketing will provide you with the neces-
sary skills for entering the field.

Fubilic Hels
Most organizations have a public relations staff to anticipate problems with various publics,
handle complaints, deal with media, and build the corporate image. People interested in pub-
tic relations should be able to speak and write clearly and persuasively, and they should have
a background in journalism, communications, or the liberal arts. The challenges in this job are
highly varied and very people oriented.

w7

Mot-for-Profit Ssrvices

The key jobs in nonprofits include marketing director, director of development, event coordi-
nator, publication specialist, and intern/volunieers, The marketing director is in charge of all
marketing activities for the organization. The director of development organizres, managss,
and directs the fund-raising campaigns thal keep a nonprofit in existence. An event coordi-
nator directs all aspects of fund-raising events, from [nitial planning through implementa-
tion. The publication speciafist oversees publications designed to promote awareness of the
organization.

Although typically an unpaid position, the intern/volunteer performs various market-
ing functions, and this work can be an important step to gaining a full-time position. The
nonprofit sector is typically not for someone who is money driven. Rathar, most nonprofits
laok for people with a strong sense of community spirit and the desire to help others, So
starting pay i nsually lower than in other marketing fields. However, the bigger the non-
profit, the better your chance of rapidly increasing your income when moving into upper
management.
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| Other Resources

Professional marketing associations and orpanizations are another source of information
about carecers. Marketers belong to many such socletiss. You may want to contact somae of the
following in your job search:

American Adverlising Federation, 1101 Vermont Avernue NW, Suite 500, Washington,
D.C. 20005-6306. (202) 8Y8-0089 (www.aalurg)

American Marketing Association, 311 South Wacker Diive, Suite 5800, Chicago. IL 60606,
{200) AMA-1150 (www.amo.orgl

Market Research Association, 2189 Silas Deane Highway, Suite 3, Rocky Hill, C1' 06067,
{860} 257-4008 [www.rnra-net.org)

National Association of Sales Professionals, 11000 North 130th Place, Scotisdale, AZ
85259, (480) 951-4311 (www.nasp.com)

National Management Asscciation, 2210 Arbor Baulevard, Dayton, OH 45438, {937) 294-
0421 [www.nmal.ocg)

Mational Retail Federation, 325 Seventh Street NW. Suite 1100, Washingtor, D.C. 20004,
[800) NEF-HOW2 {www.nrf.com)

Product Development and Management Associalion, 15000 Commerce Parkway, Suite C,
Mount Laurel, NT 08054, {800]) 232-5241 [www.pdma.org)

Public Relatinns Society of America, 33 Maiden Lane, Elsventh Floor, New York, NY
10034, (212) 460-1400 {www.prsa.org)

Sales and Markating Executives International, PO Box 1390, Sumas, WA $8285-1380.
(312) 893-0751 [www.smei.org)

The Association of Women in Communications, 780 Ritchie Highway, Suite 28-5, Severna
Park, MD 21148. {410) 344-7442 [WwWw. Wm0 OTE) . _

Women Executives in Public Relations, FOR Station, PO Box 7657, New York, NY 10150-
7657. (212} 859-7375 {www. wepr.org) )



