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BOB’S BUDGET BUSTERS*

Gaming the System
Bob’s System
It was Tuesday, September 15, and Senior VP of Sales of Unicorp, Bob Boardley, sauntered into the meeting he had called ten days before with his usual broad smile. His aura of confidence and assurance, as usual, energized the assembled group of sales executives and finance people. This was the first budget preparation meeting of the year, a process that would end the second week of November with Bob’s budget presentation to Unicorp’s CEO, Michael Trapper and its board of directors.
Unicorp was a media conglomerate that owned 40 television stations in large markets. It had been consistently profitable and had shown steady, if not spectacular growth, over the last ten years. Within the media and advertising community, Unicorp had an excellent reputation for being a well-managed, solid company, especially in the area of sales. In surveys of national and local agency buyers and planners and of advertisers, Unicorp’s sales teams were typically ranked number one or number two. These surveys and Unicorp’s consistent revenue growth made Bob Boardley a hero internally at Unicorp. His sales teams were known affectionately as “Bob’s Budget Busters.”

When Bob was promoted to his current job seven years ago, he had overhauled Unicorp’s sales structure and compensation system. Previously, there had been no national sales managers (NSMs) at the Unicorp stations and general sales managers (GSMs) were required by company policy to carry a list of accounts. GSMs were compensated based on a percentage commission of what they sold plus an override percentage on total revenue, with the commission being 75 percent of their total compensation, and there was no salary, just commissions and an override. All salespeople were compensated based on a straight commission (no salary), and the commission percentage varied according to market size (a lower percentage in larger markets).  

Because Bob had come up through the ranks from salesperson to GSM at a major-market Unicorp television station, he knew from experience that the then current compensation system was a relic of the past and led to ineffective selling and sales management. GSMs would claim for themselves the accounts with the highest billing and least amount of work.  The compensation system put the sales managers in competition with their salespeople and was, thus, grossly unfair, which, in turn, led to enormous sales force turnover, which was costly and inefficient. Also, Unicorp allocated no money for management or sales training.

Bob installed NSMs at all the TV stations and gave them an industry competitive salary plus a bonus if overall station revenue met or exceed its budget.  The bonus amounted to about 40 percent of the typical NSM’s total compensation.  Bob based the bonus on overall station revenue because he did not want the NSMs to compete with local salespeople for accounts or argue about whether an account was local or national.  Bob put into effect a similar compensation system for salespeople: a salary plus a bonus (about 40 percent of their total pay package) if they met or exceeded their individual sales budgets.  

Bob also placed new GSMs in 30 of the 40 television stations and gave them a competitive salary plus a bonus if overall station revenue met or exceed its budget. The GSMs’ bonuses amounted to about 60 percent of the typical GSM’s total compensation. Bob made the GSMs’ bonuses a higher percentage of their total compensation than that of the NSM’s because he wanted the GSMs to be totally focused on making budget, because 60 percent of his own compensation was based on meeting or exceeding Unicorp’s revenue budget and he wanted everyone to be on the same page.

At the end of the first year that Bob installed the new compensation package, he realized he needed to tweak it a little bit. Thirty of the 40 GSMs exceeded their budgets, but five missed them, three by less than one percent and two by less than two percent. None of GSMs had done a bad job.  In four of the five cases stations’ ratings had declined significantly and in one case the economy in a market had suffered high unemployment, and retail and advertising spending in the market had declined over five percentage points from the year before. 
Bob went to the CEO and board of directors and made the case that the company overall had exceeded its revenue budget by 15 percent and that it was not the GSMs’ fault they missed their budgets by an average of only 1.3 percent, and that a majority of the tiny shortfalls had occurred in smaller markets and, thus, had little impact on Unicorp’s financial performance. Bob convinced the CEO and the board that because this was the first year of the new compensation system that the GSMs should receive their full bonuses.  Bob’s salesmanship was rewarded with the fierce loyalty of his sales managers as he became known as a stand-up guy who fought for his people and won.

The following year Bob instituted a six-month budget review so that the budgets could be adjusted according to a variety of factors, including the overall U.S. economic health, a market’s economic condition, a station’s ratings, and competitive pressure. Budgets were never raised because there was no compensation tied to exceeding budget; they were only lowered when objective analysis showed a need to do so. This system virtually assured that all GSM’s (and, of course, Bob) made their budgets every year, which in a raising economy was a no-brainer and which led to all of the sales teams continuing to being referred to within Unicorp as Bob’s Budget Busters.

 The Budget Process
During the Tuesday budget preparation meeting, Bob proceeded as usual. He first asked the corporate financial people present, “What is the company looking for next year?”

The Senior VP of Finance, the number-two financial person in Unicorp, said, “The CEO wants to tell Wall Street we’ll grow 12 percent next year. He thinks that will lift the stock price about 20 percent.”

Bob winced, “Wow. That’s a third more than we grew last year. That’s lot.”

 “It’s an election and Olympics year, so we think 12 percent is conservative,” the beancounter replied.

“I know, but only eight of our 40 TV stations are NBC affiliates, so the impact won’t be that great,” Bob said as the four regional TV sales executives nodded.

Bob knew the game. He was superb negotiator. He was well prepared. As he talked, he punched keys on his laptop to bring up detailed information on a library of spreadsheets.  The Finance SVP did the same – two corporate knights jousting with laptops and spreadsheets as their attending squires scrambled to find supporting information on their laptops.

Bob’s objective was to come out with the lowest percentage increase he could without seeming too pessimistic or uncooperative. The Finance SVP had been through these negotiations with Bob before and anticipated all of Bob’s maneuvers. The Finance SVP’s objective was to get a commitment from Bob for a 10 percent increase, which is what CEO Michael Trapper wanted. He knew that by going in 20 percent higher (12%) that he would make Bob look good to his regional sales VPs by letting Bob beat him down to a minimum of a 10 percent increase.

And that’s what they finally agreed on, a 10 percent increase.  When the Finance SVP said, “OK” to the double-digit increase, Bob said, “You’re a very smart, realistic person. We’ve now got a number that we can live with. We accept a 10 percent increase and, once again, you can count us to bust it.”

When the SVP left the meeting, Bob turned to his regional sales VPs and said, “OK, we’ve got our number, now go back to your regions and figure out how we’ll set each station’s budget so we can back into the bigger number. And remember, I want every station to be able to make its budget; therefore, we may have to adjust pricing to do so.”

 The Buyout
The following Monday, MediaPost was the first to break the news. In a surprise move, Sabre Holdings, owner of Tavelocity, had purchased Unicorp. The media world and, especially, everyone at Unicorp were stunned by the move. Unicorp’s 30-year veteran CEO, Michael Trapper, would now report to Travelocity’s young CEO Michelle Peluso.

When Bob Boardley heard the news in an early morning call from Trapper, he was shaken.  What would this mean to him? Would he keep his job? Would he be able to keep his sales managers and his high-performing sales teams? Michael reassured Bob that he had met with Michelle and that he had a sense that she was very bright, understood sales and demand pricing, and would make changes slowly if all. She had told him that one of the reasons Sabre Holdings had bought Unicorp was because of its excellent sales reputation and management. Bob was relieved, but still apprehensive.

Stop Gaming the System
The first half of Bob’s first meeting with Michelle Peluso went better than he expected. She was complimentary, reassuring, informal and clearly well versed in the broadcasting business. Whoever had briefed her had done a thorough job. She also had an almost encyclopedic knowledge of all of Unicorp’s stations’ revenue history and competitive performance – without looking at a laptop or notes. Bob was dazzled.

 In the second half of the meeting, Michelle threw out an unexpected challenge to Bob. She said, “I’ve looked over all of the stations’ revenue history and, in general, they have performed well. Their growth has been consistent with market growth and advertising expenditure growth. However, in several markets there are some competitors, perhaps one or two in several markets, which have shown significant revenue growth, even with declines in ad spending because of the recession. What are these competitors doing that you are not? What innovations have they made that have brought incremental revenue?  What these numbers show me is that there is greater revenue potential for most of your stations. You’re a smart manager. I know you can figure out some ways to innovate, as some of your competitors have, to find new revenue sources for each of your stations. I think you might want to look at your compensation system – I’d start with that. Make sure your comp system rewards people for carrying out your sales strategy.” 

“And what is your view of what our sales strategy should be?”, asked Bob.

 “To maximize revenue by getting, keeping and delighting your customers,” replied Michelle with a genuine, disarming smile.     

                                                              AUTHOR'S NOTE 

 This case is not based on actual facts, but it does generally represent standard industry behavior or practices.  The case represents extreme circumstances and is presented only as a teaching tool.

                                                                  ASSIGNMENT

1. What, specifically, should Bob do to find new revenue sources, maximize revenue and compensate his salespeople?

*This case was prepared by Charles Warner.

