Creating an Online Revenue Budget

Creating a revenue budget for a website involves considering three factors: Inventory, external market demand, and sales strategy.
Inventory

The purpose of identifying and classifying the amount and type of inventory on a website allows you to arrive at a solid estimate of the number of impressions available to sell in for each type of inventory.

The budget process involves building an inventory catalog for an entire website one page at a time, one month at a time.

Identifying Inventory

Identifying a website’s inventory is based on specific ad units available on each page and the ad position on the page.

For example, a website’s home page may offer a 728x90 Leaderboard, a 300x250 Medium Rectangle above the fold (ATF), and a 160x600 Skyscraper below the fold (BTF).  Go to http://www.iab.net/iab_products_and_industry_services/1421/1443/1452 to see the Interactive Advertising Bureau’s (IAB) standard Ad Unit Guidelines and become familiar with the various types of online ad units that are available and their specs, such as file size.
The pages in each section of a website may have different ad unit configurations, for example, one page might have a 728x90 Leaderboard and one 300x250 Medium Rectangle (preferred by advertisers that run video campaigns), a typical configuration.  Visit several popular sites in different verticals, such as ESPN.com in sports, MTV.com in entertainment, NYTimes.com in news, Gawker.com in celebrity gossip, and CNET.com in tech and look at their home page and other page ad unit configurations.
If a site is properly tagged, an analysis of the server logs will reflect the usage of the overall site on a granular level.  For example, the data will show how many visitors in a specified time period visit each page.  This is reflected by how many times the requested page loads, or is viewed by a visitor.  When a page is loaded and viewed it is assumed that each ad position on the page is viewed, and, thus each ad position generates impressions equal to the number of page views.
For example, the data may show that the home page generates an average of 5,000,000 page views a month.  This means that theoretically there are 5,000,000 Leaderboard and 5,000,000 Medium Rectangle impressions to sell each month on that site.
Applications such as Omniture and DART, which report server log data, are useful for tracking ad unit impressions.

Projecting for Delivery Discrepancies

Sales managers should recognize that a publisher typically enters into an agreement with each advertiser in which impression deliveries are measured by a third-party ad-serving source, such as DoubleClick.
This practice creates a scenario where it is not unusual for campaigns to under-deliver in the 5-10 percent range, which prompts the publisher to incorporate a commensurate degree of over-delivery.  The under-delivery occurs because of the difference between the data provided by a publisher’s server logs and the logs of the ad-serving source.
To account for this, sales managers should recognize that the total available impressions, net of discrepancies and anticipating under-delivery issues, may be 5-10 percent lower than first estimated and make appropriate adjustments early in the budgeting process to account for these differences.
Thus, sales managers should budget for a 10 percent discrepancy and lower their revenue estimates by 10 percent to be on the safe side – this underestimate is sometimes referred to a “pad.” 

Projecting Future Inventory

Past impression data, properly interpreted, serves as a prologue for future impression delivery.

But just because a site delivered X impressions in October, 2011 doesn’t mean it will deliver X impressions and a projected percentage increase in October 2012.  Sales managers should look beyond the numbers and understand content, context, and events driving website usage.

This concept is important because the number of impressions that are agreed on in a sales contract must be delivered to an advertiser.  Few miscues anger clients as much as under-delivery.

What does “looking beyond the numbers” look like? 

Let’s take any website in the tech vertical as an example.  The introduction of the first Apple iPad mobile phone in January, 2010, may have created short-lived spikes in traffic that were not projectable to January 2011.

The process of projecting inventory growth should involve the careful analysis of a website’s usage.  This analysis is best achieved as a collaborative exercise between sales management and editorial management.

Along with an analysis of past traffic, it is important to know what new content, features and tools the editorial and production departments will launch in the upcoming year, and attempt to reasonably quantify how these will impact site traffic and impressions delivery.  And when you present your revenue budget, it is important to state your assumptions about new content and features that might impact delivered impressions.
Also, most publishers reserve inventory for promotion, even in high sellout months.  For example, an entertainment website such as MTV.com might reserve as much as 20 percent of its site’s overall inventory for promotion.  Therefore, the amount of inventory reserved for house ads or promotions must be considered when making projections.
Building the Revenue Budget Page by Page: Getting Granular with the Inventory

Assigning a projected value to each unit of inventory, and projecting a percentage of sellout will lead to an understanding of the value of every page, and how impressions and revenue should be projected against a given page, or group of pages.

Using a website’s home page as an example and assigning arbitrary CPMs (the standard pricing model of major publishers’ online display advertising) and a sell-out percentage, we can arrive at a rough revenue projection for that page.
Home Page

Inventory

Impressions
CPM
              SO%

Revenue

Leaderboard

5,000,000
$12.00

100

$60,000

Medium Rectangle
5,000,000
$14.00

100

$70,000

Skyscraper (BTF)*
5,000,000
  $7.00

100

$35,000

Total








$165,000
* Below the fold.

Repeating this process for each page on the site will help develop a monthly revenue total for the site.  But this is only the first step.  There are other considerations to be made to arrive at a reasonable revenue projection.

Percentage of Sellout

Our first pass that projected $165,000 net monthly revenue for the site’s home page assumes 100 percent of all types of inventory will be sold at rate card rates.  If only half the inventory is projected to be sold, revenues need to be adjusted accordingly.

Inventory

Impressions
CPM (net)
SO%

Revenue

Leaderboard

5,000,000
$12.00

50

$30,000

Medium Rectangle
5,000,000
$14.00

50

$35,000

Skyscraper (BTF)

5,000,000
  $7.00

50

$17,500
Total








$82,500
By researching historical sales data, sales managers can identify what types of their inventory generate the strongest demand.  Analyzing this not only helps sales managers arrive at a realistic revenue projection, but also allows them to:

1. Increase prices for high-demand inventory in high-demand months.
2. Direct the sales staff to put a greater emphasis on packaging inventory that has lower demand.

These considerations can help create a more accurate revenue projection.

Inventory

Impressions
CPM (net)
SO%

Revenue

Leaderboard

5,000,000
$12.00

50

$30,000

Medium Rectangle
5,000,000
$14.00

80

$56,000

Skyscraper (BTF)

5,000,000
  $7.00

20

  $7,000
Total








$93,000
Monetizing Creative Units:  Rich Media

Another revenue projection consideration is what share of total inventory sold will be rich media, which commands a pricing premium, versus static banners.  

A sales manager may determine that she can have a higher percentage of sell-out of the overall inventory to advertisers running rich media, and that these rich-media (typically video) campaigns will allow her to charge a 20 percent premium.  

Because she believes the demand for rich media units is strong, she projects a higher sellout percentage than for the static units but still assumes and overall 100 percent sellout of all units.
Inventory

Impressions
CPM (net)
SO%

Revenue

Leaderboard

5,000,000
$12.00

20

$12,000
Leaderboard R*

5,000,000
$14.40

80

$57,600

Medium Rectangle
5,000,000
$14.00

10

  $7,000

Medium Rectangle R*
5,000,000
$16.80

90

$75,600

Skyscraper

5,000,000
  $7.00

70

$24,500
Skyscraper R*

5,000,000
  $8.40

30

$12,600

Total








$189,300
*R=Rich media
Along with estimating revenues derived from rich media, the sales manager should consider supplemental revenues from inventory bundles or packages such as roadblocks (buying all of the Leaderboards on every page on a site, for example) and takeovers (buying all of the inventory on a single page, for example). 

Network and Exchange Revenue

Many sites work with online ad networks and exchanges to supplement their revenue.  Typically, the networks sell remnant inventory at low CPMs; exchanges buy inventory at very low rates and then re-sell it for a slight profit.  Both are typically commodity plays.

If a partnership with a network, networks, or exchanges is in place, sales managers projecting revenues should make sure network and exchange revenue is accounted for.

The following scenario assumes that 100 percent of the site’s unsold inventory will be sold by a network partner or partners or by exchanges and that have the site’s inventory and will not be sold by the site’s sales staff.  (For the purposes of this discussion, rich media for network sales is not taken into account, although it could be.)  

The 100 percent sellout for network or exchange inventory is based on the unsold percentage of each ad unit.  In the case of the Leaderboard, the 2,500,000 impressions sold represents 100 percent of the 50 percent unsold by the publisher.

Inventory

Impressions
CPM      
SO%

Revenue

Leaderboard

5,000,000
$12.00

  20

$12,000
Leaderboard R

5,000,000
$14.40

  30

$21,600
Leaderboard N

2,500,000
  $1.00

100

   $2,500
Medium Rectangle
5,000,000
$14.00

  10

  $7,000

Medium Rectangle R
5,000,000
$16.80

  40

$33,600

Medium Rectangle N
2,500,000
   $1.00

100

   $2,500
Skyscraper

5,000,000
$15.00

  30

$25,000
Skyscraper R

5,000,000
$18.00

  20

$18,000

Skyscraper N

2,500,000
  $1.00

100

   $2,500
Total








$124,700
The above revenue projection is based on the assumption that the publisher sells half its available impressions in a month and turns over the remaining half of its impressions to a network to sell or sells the unsold impressions to an exchange.  
In reality, in many months of the year a website will not sell 50 percent or, perhaps, even 30 percent of its inventory and a network in those months will not sell 100 percent of the unsold inventory, leaving over 50 percent or more of a site’s inventory unsold.  Publishers fill the unsold inventory with promotion announcements trying to drive traffic to other pages on their sites and to encouraging users to return for special deals or content on another day. 
Additional Revenue Sources

Standard inventory does not encompass all of the assets a site can monetize.  Custom sponsorships, permanent placements, video players, text ads, broadcast e-mail, and interstitials represent potential opportunities, although the use of interstitials is declining, especially at the more popular sites.
Creating sponsorship opportunities in advance of advertisers traditional flight dates does three things.

1. It allows for necessary lead-time to sell these sponsorships.
2. It gives salespeople an opportunity to collaborate with the client to tailor the sponsorship to address specific marketing objectives and become a truly custom solution.
3. It generates higher CPMs, and thus more revenue.
Continuing with our modeling of home page revenue, let’s create two home page sponsorships.  Each provides a permanent placement for a partner and some degree of integration available only with the sponsorship.
Because the advertiser’s brand messaging has been woven into the site’s content, the publisher is justified in seeking a long-term relationship.

For the same reason, because this marketing environment is, by nature, differentiated by the manner in which it is built and integrated, it should be differentiated in the manner it is priced.  A flat fee rather than an impressions-based model is appropriate.

Inventory

Impressions
CPM (net)
SO%

Revenue

Leaderboard

5,000,000
$12.00

  20

$12,000

Leaderboard R

5,000,000
$14.40

  30

$21,600

Leaderboard N

2,500,000
  $1.00

100

   $2,500
Medium Rectangle
5,000,000
$14.00

  10

  $7,000

Medium Rectangle R
5,000,000
$16.80

  40

$33,600

Medium Rectangle N
2,500,000
  $1.00

100

   $2,500
Skyscraper

5,000,000
$15.00

  30

$22,500``
Skyscraper R

5,000,000
$18.00

  20

$18,000

Skyscraper N

2,500,000
  $1.00

100

  $2,500
Sponsorship 1





  50

$17,500

Sponsorship 2





  50

$17,500


Total








$157,200
In this model, the sales staff has two sponsorship opportunities to monetize.  Each is priced at $35,000 monthly.  The sales manager assigns each sponsorship a 50 percent chance of selling, so we project $17,500 revenue for each. 
In reality, sponsorships typically replace standard ad units with larger, custom units, so there is less standard inventory to sell, a fact that is not reflected in the above revenue estimate.

Google Ad Sense

In addition to standard IAB ad units on a web page, some publishers also devote some space on each page on a site to Google Ad Sense text ads or display ads.  These Ad Sense ads are often at the bottom of a page, at the end of a column of content and are labeled as “Ads by Google.”  Google negotiates a revenue-share percentage based on the click-through rate of text links or display ads.  
So, for example, if Google sells a text ad at a rate of $1.00 per click and negotiates a 50 percent revenue share with a site, any time someone clicks on a Google Ad Sense ad, the publisher would get $.50 – not a significant source of revenue, but better than nothing from blank space on a web page.  
Seasonality and Trends

The scenario we are using assumes a constant availability of impressions month-to-month.  This balance is not typically seen by publishers.  The reality is seasonal spikes in traffic because of the topicality of content.

It is prudent to create monthly revenue projections using historical month-by-month data.  For example, an entertainment site may generate five times the traffic in April that it does in May because of its Academy Awards coverage.  

It is also prudent, when negotiating deals with advertisers, to spread impressions fairly evenly between start and end dates, not allocating them specifically by month, so that the publisher retains full flexibility and the advertiser gets guaranteed impressions over the course of a campaign.

External Market Demand
Conducting a Prudent Analysis of Financial Data

A watchful eye on external market conditions that impact demand for online ad inventory is essential.  It is good to have a sense of the strength of the online advertising market as it relates to pricing and a deep knowledge of competitive situations.

Sales managers should use a variety of third-party sources to keep track of demand trends.  Demand for online advertising is growing steadily at or near double-digit percentages each year, especially demand for video ad placements.
eMarketer is a good source of revenue projections.  However, the sales manager should be cognizant of a number of factors that makes the notion of a rising revenue tide lifting all boats a flawed concept.

Large sites such as Facebook, Google, and Yahoo! often absorb disproportionate shares of marketers’ online budgets.  Leaders in verticals such as ESPN.com are sometimes able to leverage offline assets to secure similarly disproportionate shares of advertisers’ budgets.

Certain verticals and content categories may inherently outperform others.  And the Google factor, where enormous amounts of money (approximately half of all online revenue) are funneled into search campaigns, needs to be taken into account when estimating demand for your site.  Advertisers typically want to reach as many people in their target audience as possible, so very large sites are in great demand and small sites (under 4,000,000 unique visitors a month) have very, very low demand and must usually depend on low-CPM networks and exchanges for their revenue.
Understanding these situations helps a sales manager use industry forecasts as a general demand barometer rather than a specific compass.  

Sales Strategy
The strength of an organization’s sales strategy will largely determine the extent to which revenues can be maximized.

Proactive selling leads to client-side relationships where key marketing challenges can be identified and tailored solutions developed, presented, and sold.  Revenues will be higher for publishers with a proactive sales strategy rather than a reactive one consisting of  RFP responders and order-takers.

In a proactive sales organization, where the creativity exists to build innovative sponsorships and integrations, there will be less pressure on standard ad units and less reliance on how-CPM network, exchange, and Ad Sense revenue..

A sales strategy that rewards salespeople for selling higher CPMs and customized solutions can help insure the achievement of higher revenues. 
Summary

Creating an online revenue budget is replicating a series of small steps.  

Using pages as building blocks and incorporating quality data on page visits, sellout percentages, and pricing, a thoughtful forecast can be created.

Revenue projection data from third-party sources should be carefully interpreted and discrepancies accounted for.

And publishers can most effectively maximize revenues by having a sound sales strategy in place.

