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Figuring out an ad budget. More than one way. Pick one!

Don’t get overwhelmed with method one if you can’t wrap your head around that one. There are 4 options listed. 

Option 1
The Accountant Brain Method

The first thing you must do is calculate your minimum and maximum allowable ad budgets:

· Step 1: Take 10 percent and 12 percent of your projected annual, gross sales and multiply each by the markup made on your average transaction. In this first step, it's important to remember that we're talking about gross markup here, not margin. Markup is gross profit above cost, expressed as a percentage of cost. Margin is gross profit expressed as a percentage of the selling price. Sell an item for $150 when it only costs you $100, and your markup is 50 percent. Your margin, however, is only 33.3 percent. This is because the same $50 gross profit represents 50 percent of your cost (markup,) but only 33.3 percent of the selling price (margin.) Most retail stores in America (carpet, jewelry and so on) operate on an average markup of approximately 100 percent, some operate on as little as 50 percent markup and others add as much as 200. More expensive items, such as cars, recreational vehicles and houses, typically carry a markup of only 10 to 15 percent.

· Step 2: Deduct your annual cost of occupancy (rent) from the adjusted 10 percent of sales number and the adjusted 12 percent number.

· Step 3: The remaining balances represent your minimum and maximum allowable ad budgets for the year. At this point in the calculation, you may learn that you've already spent your ad budget on expensive rent, or you might also learn that you should be doing a lot more advertising than you had previously suspected.

Now let's calculate an ad budget. Assume that my business is projected to do $1 million in sales this year, I have a profit margin of 48 percent, and my rent is $36,000 per year. The first thing to do is calculate 10 percent of sales and 12 percent of sales ($100,000 and $120,000, respectively).

Second, we must convert the 48 percent profit margin into markup, because markup is what we've got to have to make this formula work. Most business owners know their margin by heart, but never their markup. To make the conversion from margin to markup, simply divide gross profits by cost. Dividing $480,000 (gross profits) by $520,000 (hard cost) shows us that a 48 percent margin represents a markup of 92.3 percent. Bingo.

Now we multiply $100,000 times 92.3 percent to see that our adjusted low budget for total cost of exposure is $92,300. Likewise, we multiply $120,000 times 92.3 percent to get an adjusted high budget for total cost of exposure of $110,760. From each of these two budgets, we must now deduct our $36,000 rent. This leaves us with a correctly calculated ad budget that ranges from $56,300 on the low side to a maximum of $74,760 on the high side.

A business with a good sign in a high-visibility location will need to advertise significantly less than a similar business in an affordable location.

Option 2

Practically Brainless Budgeting

This is the most frequently discussed method of determining your budget. You take a fixed percentage of your revenues, every penny your company brings in, and allocate an amount for marketing. Larger businesses allocate 5-10%, small business allocates 20%. Enormous companies allocate about 2-5%. Choosing the percentage that works best for you will probably take some trial and error.

Pros: It’s an easy to understand and fast and give you somewhere to begin.

Cons: It is not accurate. With a start up, this method can crash and burn since you have no revenue and has a tendency to vary wildly with profit margins.

Option 3

Customer Growth Oriented 

This is a great way to determine your budget if you have a specific number of new customers as your goal. It does require you to gather a lot of information to properly implement. Figure out how much it costs to get a new customer. Then, multiply that cost by the number of new customers you want to acquire. The result is the amount you’ll need to budget in order to hit your target.

Pros: It’s an accurate way to forecast the amount of spending you’ll need to hit your goal.

Cons: It depends on having accurate data to begin with. It also doesn’t take into account the less direct cause and effect benefits of branding and image marketing which will go a long way in the end of generating new business.

Option 4

Industry Budgets

Some industries have specific projections as to how much you should budget for marketing if you want to make it. Find an association or organization that represents your industry and ask them for some averages. Once you have those, refine the actual costs based on your own situation and experience.

Pros: This is much less generalized than other methods.

Cons: If the industry average includes major players, which might project a budget more suitable for Donald Trump.[image: image1.png]










      









