The Marketing Plan

This case is designed to provide an example of a marketing plan built up, step by step, in the fashion used in the discussion of specific aspects of marketing and company planning The object is to show how marketing decisions are translated into revenues and costs to create a budget to optimize the profitability of the operation; how the plan is then used for control purposes, and how decisions on new investment can then be integrated into the final document.

The company, in this example, is Crazy Foods a manufacturer of fresh luminescent yoghurt. It has decided to follow a cautious strategy of market penetration for the next year concentrating on the use of increased media expenditure; a policy based on the competitive advantage of having the only such product in the market sector.

Crazy Foods - marketing structure

Segment

Research on fun yoghurt indicates (Table 14A) that the market profile is - as the company had initially identified - the ABC1/C2 younger age group. 

Table17A.  Crazy Foods  Market  Research. Percentages replying 'yes' to the question  Do you eat fun yoghurt frequently?

Socio-economic group
AB
C1/C2

D/E





15
18

9

Age


7-11

12-18

19-25

26-45

46-65




75

25

6

4

2 

Segment is quite clearly A/B/C1/C2 aged 7-11. The size of this segment is approximately 5 million - it is identifiable, stable, substantial, measurable. Psychographic segmentation  (page 21)  factors are relevant in that group as it will be parents who  purchase the product,  rather than the child consumer. 

Product benefit

Research among fun yoghourt consumers reveals that the following issues are important - ranked in order of importance: 1) colour, 2) texture, 3) taste, 4) wide availability, 5) freshness, 6) product is entertaining to eat. Attitudinal benefits are not considered particularly important. Price is relevant only to the purchasers of the product - and is not of importance. Crazy Foods has developed a unique bacterial process which when exposed to light produces luminescence - the products glow red, orange, yellow, green and violet. Texture and taste are similar to other yoghurts. Research on Crazy Foods reveals the following competitive information. Question: What do you think of Crazy Foods compared with other yoghurts on a ranking of 1 (much worse) to 5 (much better) than competition:? Colour (5), Texture (3), Taste (3), Freshness (5), Wide availability (4), Product is entertaining to eat (5) price (3). 

The company meets the required consumer product benefit which is clearly colour, texture, taste, availability, and entertainment value. Crazy Foods also meets the legal requirements on hygiene and food safety as part of the product benefit. Benchmark analysis of competitive products and manufacturers suggests that Crazy Foods is meeting customers product benefit requirements more effectively than the competition, except in distribution where other companies perform better. Detailed research on the specific product benefit/ customer requirements also shows that the company has achieved competitive advantage.  

Information system

The company via the audit of the information system has created the following information management system.

Control: Sales by product type, by customer type, by region. Profitability, return on capital employed,  cash flow, progress of new product development, credit records. Forecasting systems based on time series analysis and use of project management software.

Intermittent: Stock levels, production efficiency, competitive market shares, competitive pricing, product returns, advertising expenditure, product quality analysis, sales productivity, personnel turnover, personnel skills levels, physical distribution efficiency, warehouse efficiency, credit levels, order processing efficiency, 

Planning: Changes in laws on packaging, hygiene regulations, taxation on food, disposable income, unemployment, exchange rates and raw materials, changes in population age structure, attitudes to food products, changes in manufacturing technology. Competitive product evaluation, advertising, product substitutes, entrants. Premises costs, labour costs, pay and conditions.

This information is sourced from a range of internal and external data, most of which is secondary. The company carries out primary research on a regular basis to ensure that the segment/product benefit interaction is still maintained. The information is collated on a central company database, is available to all marketing staff, and is reviewed at regular monthly marketing meetings. A budget had been allocated for the entire information system requirements of £12,000 per annum.    

Product support

Packaging needs to meet product, production, distribution and promotion criteria. 

* Plastic material with sealed foil lid meets hygiene requirements and can be produced on high speed line. 

* Distribution channels require product to be packed in units of four, and to be available, in tray, for immediate transfer to chill cabinet, plus bar coding. 

* Promotion requirements suggest that packaging should be colour co-ordinated with contents and have detailed instructions on maximising luminosity. 

* Name and logo are designed to emphasise product benefit - entertaining to eat. 

* Guarantee requirement printed on label. 

* Crazy Foods trademark registered.

Distribution channels

The available distribution channels in the market for the defined segment are: 

5 National multiple grocers (4000 outlets); 

12 Regional multiple grocers (350 outlets);  

250 wholesalers (1500 outlets); 

112,000 independents. 

The output criteria for these distribution channels are in Table 14B.

Table 14.B Crazy Foods  distribution output criteria





 Coverage

Freshness

5 National multiple grocers 
***

***

12 Regional multiple grocers
**

**

250 wholesalers


***

*

112,000 independents

**

*

The distribution channel that best meet the product benefit are the national multiple chains; the others fail in either coverage or freshness criteria.

Supporting the distribution channel

Physical distribution. Crazy Foods currently had 15 per cent of the overall UK yoghourt market, but weighted for the 70 per cent distribution in the national multiples, they controlled around 20 per cent of yoghourt sales in outlets where product was sold. The total value of the brand was £42 million at retail, there was little seasonality. Each national chain had 25 depots serving 32 branches on average. Each depot would receive around 90,000 units per week; or one lorry per day. Storage policy dictated that one central production plant served the whole country; the average journey length was 320 kilometres. 

Budget implication: Physical distribution. 25 lorries x 320 kilometres per day = approx £2500 per day delivery costs or £50,000 per month.

Inventory policy. The average level of demand is 450,000 units per day. One standard deviation is 55,000 units. The company decides to maintain a 95 per cent confidence level of stock. 

Budget implication: The cost of inventory maintained at any one time will be 505,000 units x production value x interest rate = £750 per week in inventory cost, or £3000 per month. 

Warehousing and production. Production can meet current volume requirements. There are subcontractors available; there are no problems in coping with vulnerability, flexibility, product or transport requirements. Warehouse location next to production site, meets all location requirements. Warehouse design for movement of pallets and to keep product fresh. Cool storage for 505,000 units will require a total expenditure of £25,000 per year. 

Budget implication: Warehousing will cost the company £2000 per month.

Sales. Each of the national chains preferred to develop annual plans. Negotiations were complicated and detailed, and lasted on average 10 working days. Preparation would take an additional 10 days each. Progress of the product then had to be reviewed on a monthly basis, requiring one day per month. All this discussion would be at head office - sales representatives are not permitted in the individual stores (Table 14C).

Table  14C.  Crazy Foods  annual  sales  manning  by customer. 


5 National chains  x  10 days preparation 

=  50 days


5 National chains  x  10 days selling 


=  50 days


5 National chains  x  12 days per year review 

=  60 days


Total time 






= 160 days

Budget implication: Salesforce manning would require one highly trained national account negotiator. Cost around £25,000, £2000 per month. Skills defined by task requirement, customer specialisation. Recruitment, job description all follow from the description of the task.

Sales promotion. The company had had limited experience of sales promotion. The results of two small scale promotions are in Table 14D.

Table 14D. Crazy Foods promotional  experience.

Promotional type

Extra Cost £ per unit 
% Sales uplift 

Extra pack 


0.03



15

Banded pack


0.05



25

The company had been asked to include promotional activity for two of the national retailers. The plan for the year included two, 3 month periods - months 2-4, and 8-10, the first for extra pack and the second for the banded pack promotion (Table 14E). Budget implication: Sales promotional expenditure can be calculated as follows: Normal volume during 3 month period for two retailers = 2.7 million units. 

Table 14E. Crazy Foods promotional experience.

Expected volume uplift (for promotion)

Extra pack  

405,000








Banded pack 
675,000

Total volume promoted  (units)


Extra pack 

3,105,000








Banded pack

3,375,000

Costs of promotion   (£)



Extra pack

£93,150








Banded pack

£168,875

Other types of sales promotion had not been investigated. The company had no experience of merchandising, in trial packs, in-pack promotional items or competitions, all of which were very successful sales promotional techniques for competitive products.

Pricing support for the distribution channel. The multiple retailers expect a gross margin of 20 per cent on yoghourt lines. Discount structures were designed to produce standard prices in the main multiple grocers that ordered more than 20,000 units at a time. Credit policy was to standardise on 60 days.  Budget implication: Cash flow position needs to be shown in the financial plan.

Order processing. The distribution channels expected orders to be dispatched within 24 hours, following the visit of the sales representative. The distribution channels expected to pay on open account, but all had excellent credit standings and records. Budget implication:  The costs of providing this level of service were forecast to be £24,000 per annum or £2000 per month. 

Pricing

The strategic direction of the company is not to price aggressively. There are no monopoly considerations; Value Added Tax has to be charged on such a product. The image of the product is one that is associated with a premium price. 

* Currently the price elasticity in the market is 3 and the product is priced retail at £0.32, and costs £0.18 to produce - the variable costs of production. 

* Total fixed costs are £1.2 million. The weighted average retail price of yoghourt products is £0.29.

* Current sales value of £42 million at £0.32 retail (or 131.25 million units) = £0.278 net of VAT sales tax = £0.2224 into store.

* Gross margin £0.0424 x 131.25 million units = £5.56 million by value. 

Budget implication: 

* Raising price by £0.01 = 3 per cent increase in relative price = 9 per cent volume drop = 119.43 million units in volume x £0.0524 gross margin = £6.25 million. Raising price by £0.02 = 6.25 per cent increase in relative price = 19 per cent drop in volume = 106.31 million units in volume x £0.0624 gross margin = £6.61 million. 

* Raising price by £0.03 = 9.5 per cent increase in relative price = 28.5 per cent drop in volume = 80.7 million units in volume x £0.0724 gross margin = £5.84 million by value.

Profit improvement suggests that increasing the price by £0.01 would lead to a 12.5 per cent improvement in profitability. Unit price to be £0.2324. 

Promotion

The advertising budget is to be set to maximize the level of response based on  previous research, which suggests that the threshold for achieving the maximum propensity to purchase is 3, and the advertising decay rate is 30 per cent per month. It has been estimated that achieving an effective response in the market will increase sales by around 10 per cent - this has been defined by research as the potential advertising elasticity. Because of the message effectiveness and cost considerations, the entire budget is to be spent on television (Table 14.F). 

Table 14 F. Frequency distribution for Under 12 viewers - TVR equals expenditure of £1000 in value.


TVR                                

Cover


                      1 
2 
3 
4 
5
6


50

50
20
15
8
-
-


100

70
45
35
17
7
3


150

82
65
55
25
15
8


200

85
75
65
38
27
14

Budget implication: Promotional expenditure is planned to maximise response at the beginning of the year, followed by continuous advertising to continue to maintain the highest level of threshold. Expenditure will follow the pattern in Table 14 G .

Table 14G. Crazy Foods  promotional expenditure  (£'000) per month.

1
2
3
4
5
6
7
8
9
10 
11
12

200
100
100
100
100
100
100
100
100
100 
100  100

There is no requirement for sales promotion - direct mail, leafleting via samples, public relations or sponsorship all considered ineffective at the period of the product development.

Contingency

Likely failure points are declining sales due to changing demand, competitive activity, product failure. Company has established information system to isolate the component, introduced quality control system to reduce product failure. 5 per cent of revenue set aside for additional promotional activity.

Crazy Foods - marketing budget

Cash flow forecast

From the creation of the marketing structure, the marketing manager can create a cash flow forecast. The result is provided in Table 14H.

Table 14H. Crazy Foods - Cash flow forecast in millions by month – except price which refers to unit pricing


1
2
3
4
5
6
7
8
9
10
11
12

Units
99
99
99
99
99
99
99
99
99
99
99
99

Advertising sales
10
10
10
10
10
10
10
10
10
10
10
10

Sales promotion 

0.2
0.2
0.2

0.25
0.25
0.25





Price (p)
23.2
23.2
23.2
23.2
23.2
23.2
23.2
23.2
23.2
23.2
23.2
23.2

Revenue £
2.5
2.5
2.5
2.5
2.5
2.5
2.5
2.5
2.5
2.5
2.5
2.5

Variable cost £













Delivered cost 
2
2
2
2
2
2
2
2
2
2
2
2

Gross profit
0.5
0.5
0.5
0.5
0.5
0.5
0.5
0.5
0.5
0.5
0.5
0.5

Promotion cost
0.1
0.1
0.1
0.1
0.1
0.1
0.1
0.1
0.1
0.1
0.1
0.1

NPD cost
0.05
0.05
0.05
0.05
0.05
0.05
0.05
0.05
0.05
0.05
0.05
0.05

Contingency
0.02
0.02
0.02
0.02
0.02
0.02
0.02
0.02
0.02
0.02
0.02
0.02

Total flow
0.38
0.38
0.38
0.38
0.38
0.38
0.38
0.38
0.38
0.38
0.38
0.38

Financial benchmarking

Benchmarking the financial results against the competition suggests the company is performing well. Gross margins are higher than main competitors', return on capital higher, and stock turns much better. Debtor and creditor lengths pose no problems, liquidity ratios are equal or better. The implication of this analysis is that there are few problems that need to be resolved during the optimisation exercise.

Revenue centres

Crazy Foods can separate its revenues geographically. Analysing the business on this basis reveals that the various regions have the same revenue levels and that no action is immediately required to increase sales in particular areas.

Cost centres

Many of the various cost centres were identified in the creation of the plan. Management could also gain improved control over costs by separating the production process into a number of discrete components such as power, research and development and labour. Trade offs were identified in heating and lighting, labour, raw materials, security, catering, research and development. Subcontracting advantages had been identified in physical distribution, and sales promotion. Reducing service levels had not been considered in any of the main cost centres.

Sensitivity analysis

Cost allocations were straightforward as a single product range was produced by the company and all costs could be allocated to this one range. Break even occured at relatively low volumes. Sales forecasts  were fairly accurate, with an out-turn varying between 10 per cent better and 10 per cent worse than forecast. Risks had not changed significantly since the last budget, and management expected that the out-turn would be similar to previous years. Increases and decreases in sales of 10 per cent did not significantly affect the profitability of the operation. 

Crazy Foods - plan implementation

Organisational structure

Marketing penetration demands that the company remains close to the market. This will require a marketing manager to take complete control of the operation reporting to the marketing director for the foods division. Reporting to the marketing manager will be production, sales and finance. Support systems will need information on sales progress, promotional budget effectiveness. Skills reflect the customer requirements, and training will have to be upgraded as market share increases. Staff numbers required reflect the volume of production and customer liaison. Certain budgetary areas - distribution, promotion, inventory control - were the responsibility of particular individuals.

Budget authority

Specific members of the management team had been given authority for the budget expenditure in their specific areas of operation subject to regular control via senior management and the standard reporting system.

Monitoring mechanism

Sales and cost variances will be part of the monthly review process. The required information was  integrated into the reporting system.

Crazy Foods - future developments

New project development

New product development budget included the projected costs for the introduction of two new colours. These had been chosen as providing the best payback on a common internal rate of return, in competition with the introduction of new production equipment, the installation of new packaging machinery, or increasing the investment in the warehouse to computerise stock movements. Marketing management had created effective 'coffee shop' organisational structures (page 141) to handle the necessary close liaison with the market. They had identified the various components of the development process and had created the critical path which would be need to be closely monitored by the team members. This critical path was the clearance procedure and laboratory testing of the new bacteria.

Financing the plan

The existing business and the requirements of new project development when combined would still be cash generative. No financing would therefore be required.

