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Case 9.2 The Case of Budgeting at WARP

Aim:  Develop preliminary draft of next year’s budget based on revenue and inflation projections and profit expectations given.

Background Information of WARP

· Located in city of about 250,000

· Total of 10 radio stations

· Easy-listening format

· Ranks 3rd in market, with share of 13 (1st: oldies, share of 20; 2nd: all-news & talk, share of 19)

Objectives of WARP for 2002

· Primary: Pretax profit margin of 10%

· Secondary: Stable in ratings (3rd in terms of market share)

Budgeting Considerations

· Advertising revenue (all in local advertising) expected to increase by 5%

· Inflation is around 4%

· Staff averaged raises of 3% in last budget

· “Other income” estimated at $17,000 from sale of T-shirts & other memorabilia at promotional concerts.

Table 1

Station WARP: Income Statement for Year 2000 and Expected Income Statements for Year 2001 & 2002.

	Station Revenue &

Expense Items
	Dollars

Last Year Actual
	Dollars

This Year Budget
	Dollars

Next Year Budget
	Calculation

Remarks

	
	
	
	
	

	Revenues
	
	
	
	

	National/regional advertising
	69,000
	75,000
	78,000
	· Inflation

	Local advertising
	430,000
	450,000
	491,400
	· 5% increase

· Inflation

	Total projected sales
	499,000
	525,000
	569,400
	

	Agency and rep commissions
	(44,000)
	(47,500)
	(49,400)
	· Inflation

	Other revenue
	10,000
	15,000
	17,000
	· As estimated

	Total projected net revenue
	465,000
	492,500
	537,000
	

	
	
	
	
	

	Expenses
	
	
	
	

	Operating departmental expenses
	
	
	
	

	Engineering
	18,750
	21,000
	22,600
	· By proportion

	Program production
	68,800
	72,500
	77,900
	· By proportion

	News
	19,000
	19,000
	19,000
	· Assumed to be contracted

	Sales
	104,000
	110,000
	118,200
	· By proportion

	Advertising and promotion
	20,000
	22,000
	23,600
	· By proportion

	General administration
	170,575
	177,600
	191,000
	· By proportion

	Total operating expenses
	401,125
	422,100
	452,300
	

	
	
	
	
	

	Nonoperating expenses
	
	
	
	

	Depreciation
	20,000
	21,500
	21,500
	· As budgeted

	Interest
	9,000
	9,500
	9,500
	· As budgeted previously

	Total expenses
	430,125
	453,100
	483,300
	

	
	
	
	
	

	Pretax profit
	34,875
	39,400
	53,700
	· Target: 10% 

profit margin

	
	
	
	
	


Explanation

Calculation for Revenue

We are told that inflation is 4%. Therefore, national advertising, local advertising, and commissions will increase accordingly by 4% from last year’s budgeted figure. 

However, for local advertising, it is expected to expand by 5%, so that must be accounted for before calculating for inflation. 

Other revenue is given at an estimate of $17,000, from the sale of T-shirts and memorabilia.

The net revenue of $537,000 can then be arrived at. The pretax profit can then be determined to be $53,700, since we know WARP is hoping to achieve a 10% profit margin.

Calculation for Expenses

With that, the total expenses can now be calculated by taking the difference between net revenue and pretax profit, since:

Net revenue - Net expenses = Net profit

For non-operating expenses, depreciation is assumed to be done on the straight line method, ie it is the same sum depreciated each year as long as no further assets are acquired. Therefore, depreciation holds still at $21,500. The increase from $20,000 (last year actual) to $21,500 (current year budget) is based on the assumption that new equipment was purchased in current year. 

For interest expense, we assume it to be constant with this year’s budget, ie there are no further loans taken up or paid in the coming year.

For operating expenses, all items are allocated by the proportion they have taken up in last year’s budget. However, as news expenses are the same for budgeted and actual income statements, it is safe to assume that it is paid for on a contracted basis, and thus should be budgeted at $19,000.

Conclusions

The company should take budget statements as a direction for operations and decision-making. Budgets are but forecasted results. With ever-changing market conditions, budget statements could be subjected to external factors, for e.g. economic recession. Therefore, for decisive and wise allocation of expenses, managers should be prudent in terms of adjustments of budget.

