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PREFACE

Since the publication of the second edition of this book, the electronic media
landscape has changed significantly. This new edition attempts to set forth the
changes and to provide for tomorrow’s electronic media manager the foundation
to succeed in an era of integrated media. The book’s structure remains un-
changed. However, all chapters have been updated to offer a current perspective
on the challenges and rewards of a career in broadcast or cable management.

Chapter 1 takes a historical and contemporary look at management theory
and practice. It examines the functions, roles, and skills of the broadcast station
general manager. Chapter 2 covers broadcast and cable financial management
and underlines the renewed emphasis on cost controls and operational cash flow.

The third chapter, formerly “Personnel Management,” has been retitled
to reflect current practice. It includes details of new laws on the hiring and
treatment of employees and an expanded section on sexual harassment. New
challenges facing radio and television station programmers are contained in
Chapter 4, “Broadcast Programming,” while the increasing importance of sta-
tion rep companies is reflected through additional coverage in Chapter 5,
“Broadcast Sales.”

In line with industry practice, the title of Chapter 6 has been changed to
“Broadcast Promotion and Marketing.” Chapter 7, “Broadcast Regulations,”
has been revised and updated extensively. A similar approach has been fol-
lowed in the next two chapters, “Managing the Cable Television System,” and
“Public Broadcast Station Management.”

Chapter 10 offers guidelines for prospective electronic media managers
and owners, and Chapter 11 attempts to predict the nature of the professional
world they will enter.

All case studies are new to this edition. The Glossary has been revised, and
the Bibliography focuses on seminal texts and those that have been published
in the 1990s.

We wish to thank reviewers and users of the second edition for their
thoughtful and constructive suggestions, many of which have been incorporated
in this edition. Special thanks are due to the staff at Focal Press and, in particu-
lar, to our editor, Valerie Cimino, for her guidance and exceptional patience.
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BROADCAST STATION
MANAGEMENT

This chapter examines broadcast station management by

O defining management and tracing the roots of today’s
management thought and practice

0 identifying the functions and roles of the broadcast station
general manager and the skills necessary to carry
them out

O discussing the major influences on the general manager’s

decisions and actions
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Few management positions offer challenges equal to those of managing a
commercial radio or television station. Like any other business, the station
must be operated profitably if it is to survive and to satisfy the financial expec-
tations of its owners. At the same time, it must respond to the interests of the
community it is licensed to serve by the Federal Communications Commission
(FCC). Balancing the private interests of owners and the public interest of lis-
teners or viewers is a continuing challenge.

A broadcast station engages in many functions. It is an advertising medium,
an entertainment medium, an information medium, and a service medium.
To discharge those functions in a way that meets the interests of advertisers,
audiences, and employees is an additional challenge.

Another challenge grows out of the competitive environment in which most
broadcast stations operate. In many communities, a dozen or more radio sta-
tions compete against each other and against other media for advertisers,
audiences, and employees. Television stations face similar competition. Even
though they may be competing against only three or four other stations li-
censed to the community, they have to confront the challenges posed by cable
television, which has a TV household penetration of more than 62 percent,
other program-delivery systems, and videocassette recorders (VCRs), which
are found in about 82 percent of American homes.

Responsibility for a station’s operation is entrusted by the owners to a chief
executive, usually called the general manager. This chapter will look at the
roles and responsibilities of the general manager, or GM.

First, however, it will be helpful to consider what management is and
the evolution of management thought and practice during broadcasting’s
lifetime.

MANAGEMENT DEFINED

If you were to ask a group of people what management means, chances are that
each would offer a different definition. That is not surprising, given the diver-
sity and complexity of a manager’s responsibilities.

Schoderbek, Cosier, and Aplin define it as “a process of achieving organi-
zational goals through others.”' Resource acquisition and coordination are
emphasized by Pringle, Jennings, and Longenecker: “Management is the
process of acquiring and combining human, financial, informational, and
physical resources to attain the organization’s primary goal of producing a
product or service desired by some segment of society.”* Others view it from
the perspective of the functions that managers perform. For example, Carlisle
speaks of “directing, coordinating, and influencing the operation of an orga-
nization so as to obtain desired results and enhance total performance.”

Mondy, Holmes, and Flippo expand those functions and underline the im-
portance of people, as well as materials: “Management may be defined as the
process of planning, organizing, influencing, and controlling to accomplish
organizational goals through the coordinated use of human and material
resources.” That is the definition that will be used in this book.
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EVOLUTION OF MANAGEMENT THOUGHT

Itis tempting to think of management as a comparatively modern practice, ne-
cessitated by the emergence of large business organizations. However, as early
as 6000 B.C., groups of people were organized to engage in undertakings of
giant proportions. The Egyptians built huge pyramids. The Hebrews carried
out an exodus from Egyptian bondage. The Romans constructed roads and
aqueducts, and the Chinese built a 1500-mile wall. It is difficult to believe that
any of these tasks could have been accomplished without the application of
many of today’s management techniques.

To understand current management concepts and practices requires famil-
iarity with the evolution of management thought. It traces its start to the dawn
of the twentieth century, when the foundations of what later would be called
broadcasting were being laid. Just as broadcasting has evolved, so too has sys-
tematic analysis of management. The dominant traits of different managerial
approaches have been identified and grouped into so-called schools. The first
was the classical school of management.

The Classical School
Classical management thought embraces there separate but related appro-
aches to management: (1) scientific management, (2) administrative manage-
ment, and (3) bureaucratic management.

Scientific Management At its origin, scientific management focused
on increasing employee productivity and rested on four basic principles:

e systematic analysis of each job to find the most effective and efficient way of
performing it (the “one best way"”)

e use of scientific methods to select employees best suited to do a particular job
e appropriate employee education, training, and development

* responsibility apportioned almost equally between managers and workers,
with decision-making duties falling on the managers

The person associated most closely with this school is Frederick W. Taylor
(1856 to 1915), a mechanical engineer, who questioned the traditional, rule-
of-thumb approach to managing work and who earned the title “father of sci-
entific management.”

Taylor believed that economic incentives were the best motivators. Workers
would cooperate if higher wages accompanied higher productivity, and man-
agement would be assured of higher productivity in return for paying higher
wages. Not surprisingly, he was criticized for viewing people as machines.

However, his contributions were significant. Management scholar Peter
Drucker attributes to Taylor “the tremendous surge of affluence . . . which has
lifted the working masses in the developed countries well above any level
recorded before.™ Job analysis, methods of employee selection, and their
training and development are examples of ways in which principles of scien-
tific management are practiced today.
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Administrative Management If Taylor was the father of scientific
thought, the French mining and steel executive Henri Fayol (1841 to 1925)
can lay claim to being the father of management thought.

While Taylor looked at workers and ways of improving their productivity,
Fayol considered the total organization with a view to making it more effective
and efficient. In so doing, he developed a comprehensive theory of manage-
ment and demonstrated its universal nature.

His major contributions to administrative theory came in a book, General
and Industrial Management, in which he became the first person to set forth the
functions of management or, as he called them, “managerial activities™:

Planning: Contemplating the future and drawing up a plan to deal with it,
which includes actions to be taken, methods to be used, stages to go
through, and the results envisaged

Organizing: Acquiring and structuring the human and material resources
necessary for the functioning of the organization

Commanding: Setting each unit of the organization into motion so that it
can make its contribution toward the accomplishment of the plan

Coordinating: Unifying and harmonizing all activities to permit the
organization to operate and succeed

Controlling: Monitoring the execution of the plan and taking actions to
correct errors or weaknesses and to prevent their recurrence®

To assist managers in carrying out these functions, Fayol developed a list of
14 principles (Figure 1-1). He did not suggest that the list was exhaustive,
merely that the principles were those that he had needed to apply most fre-
quently. He warned that such guidelines had to be flexible and adaptable to
changing circumstances.

Fayol’s contributions may appear to be merely common sense in today’s
business environment. However, the functions of planning, organizing, and
controlling that he identified are still considered fundamental to management
success. Many of his principles are incorporated in business organization
charts and, in the case of equity, are enshrined in law.

Bureaucratic Management At the same time that Taylor and Fayol
were developing their thoughts, Max Weber (1864 to 1920), a German sociol-
ogist, was contemplating the kind of structure that would enable an organiza-
tion to perform at the highest efficiency. He called the result a bureaucracy and
listed several elements for its success. They included

¢ division of labor

* a clearly defined hierarchy of authority

* selection of members on the basis of their technical qualifications
¢ promotion based on seniority or achievement

¢ strict and systematic discipline and control

* separation of ownership and management7
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Figure 1=1 Fayol's 14 principles of management. (Source: Henri Fayol. General
and Industrial Management. Translated by Constance Storrs. London, England: Sir
Isaac Pitman and Sons, 1963, pp. 19—42. The explanations have been paraphrased.)

Principle
1. Division of work

2. Authority and responsibility

3. Discipline
4. Unity of command
5. Unity of direction

6. Subordination of individual interest
to general interest

7. Remuneration of personnel

8. Centralization

9. Scalar chain

10. Order

11. Equity
12. Stability of tenure of personnel
13. Initiative

14. Esprit de corps

Explanation

Specialization of work results in higher and better
productivity.

The right of the manager to give orders and to
demand conformity, accompanied by appropri-
ate responsibility.

Obedience and respect for agreements between
the firm and its employees.

An employee should receive orders from only
one superior.

Each group of activities having the same objec-
tive should have only one plan and one head.

The interest of one employee or group of em-
ployees should not prevail over that of the
concern.

Payment should be fair and, as far as possible,
satisfactory to both employer and employee.

Each firm must find the optimum degree of cen-
tralization to permit maximum utilization of em-
ployee abilities.

The line of authority, from top to bottom, through
which all communications pass.

Materials and employees in their appropriate
places to facilitate the smooth running of the
business.

Kindness, fairness, and justice in the treatment of
employees.

Employees must be given time to get used to
new work and fo succeed in doing it well.

The freedom and power to think out and execute
a plan.

Establishing harmony and unity among the
personnel.

It is unfortunate that contemporary society associates the word bureaucracy
with incompetence and inefficiency. For, while it is true that a bureaucracy can
become mired in rigid rules and procedures, Weber’s ideas have proved useful
to many large companies that need a rational organizational system to func-
tion effectively, and they have earned him a berth in the annals of manage-
ment thought as “the father of organizational theory.”
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Contributors to the classical school of management concerned themselves
with efforts to make employees and organizations more productive. Their
work revealed several of their assumptions about the nature of human beings,
among them the notion that workers are motivated chiefly by money and re-
quire a clear delineation of their job responsibilities and close supervision if
work is to be accomplished satisfactorily. Such assumptions would not with-
stand the scrutiny of the school that followed.

The Behavioral School
The trend away from classical assumptions began with the human relations
movement, which dominated during radio’s heyday in the 1930s and 1940s.

Among the greatest contributors to the movement were Mary Parker Follett
(1868 to 1933) and Chester I. Barnard (1886 to 1961), both of whom rejected
the view of the “economic man” held by the classical theorists.

Follett, a philosopher, argued in her writings that workers could reach their
full potential only as members of a group, which she characterized as the foun-
dation of an organization. In reality, managers and workers were members of
the same group and, thus, shared a common interest in the success of the
enterprise.

Barnard, the president of New Jersey Bell Telephone Company, conceived
of an organization as a “system of consciously coordinated activities or forces
of two or more persons.” As employees worked toward the accomplishment of
the organization’s objectives, they had to be able to satisfy their own needs.
Identifying ways of meeting those needs and, simultaneously, enhancing the
effectiveness and efficiency of the organization, were the principal challenges
facing managers.

However, the most far-reaching contributions to the human relations move-
ment were made by Elton Mayo (1880 to 1949), a Harvard University psychologist.

Between 1927 and 1932, Mayo and Fritz ]. Roethlisberger (1898 to 1974)
led a Harvard research team at Western Electric’s Hawthorne plant in Illinois.
The research focused on ways of improving worker efficiency by evaluating the
factors that influence productivity. Its results redirected the course of man-
agement thought and practice.

What was observed in only one of the experiments gives a clue to the im-
portance of the Hawthorne studies. To determine the effect on productivity of
lighting levels, illumination remained constant among one group of workers
(control group) and was systematically increased and decreased among an-
other (experimental group). Contrary to expectations, productivity in both
groups rose, even when the lighting in the experimental group was decreased.

The result of this and other experiments, combined with observation and
interviews, convinced Mayo and his team that factors other than the purely
physical had an effect on productivity. They realized that the one constant fac-
tor was the degree of attention paid to workers in the experimental groups.
Thus was born the Hawthorne Effect, which states that when managers pay spe-
cial attention to employees, productivity is likely to increase, despite a deteri-
oration in working conditions.

The recognition that social, as well as physical, influences play a role in
worker productivity marked an important milestone. Henceforth, greater atten-
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tion would have to be paid to the needs of employees, who were now perceived
as something other than mechanical, interchangeable parts in the organization.

The human relations movement evolved into the behavioral management
school. It assumed dominance in the 1950s and 1960s, as the new medium of
television was establishing its popularity in American households. Among this
school’s major contributions were new insights into the needs of individuals
and their role in motivating workers.

In an attempt to formulate a positive theory of motivation, Abraham
Maslow (1908 to 1970), a psychologist, asserted that human beings have cer-
tain basic needs and that each serves as a motivator. He identified five such
needs and organized them in a hierarchy, starting with the most basic:

* Physiological: Food, water, sex, and other physiological satisfiers

* Safety: Protection from threat, danger, and illness; a safe, orderly, predict-
able, organized world

e Love: Affection and belongingness
o FEsteem: Self-esteem and the esteem of others

o Self-actualization: Self-fulfillment, to become everything one is capable of
becoming8

The physiological and safety needs are seen as primary needs and the re-
mainder, dealing with the psychological aspects of existence, as secondary.
Maslow theorized that when one need is fairly well satisfied, it no longer serves
as a motivator. Instead, attention turns to the next level on the hierarchy. How-
ever, he recognized that the order is not rigid, especially at the higher levels.
For example, some people may value self-esteem more than love, and others
may never aspire to self-actualization.

There is little empirical data available to support Maslow’s theory.? None-
theless, it led to the realization that satisfied needs might have little value in
motivating employees and that different techniques might have to be used to
motivate different people, according to their particular needs.

While Maslow considered all needs to be motivators, Frederick Herzberg
(b. 1923), another psychologist, proposed that employee attitudes and behav-
iors are influenced by two different sets of considerations. He called them
hygiene factors and motivators.'®

Hygiene factors'' are those associated with conditions that surround the
doing of the job and include supervision; interpersonal relations with superi-
ors, peers, and subordinates; physical working conditions; salary; company
policies and administrative practices; benefits; and job security.

Responding to employees’ hygiene needs, concluded Herzberg, will elimi-
nate dissatisfaction and poor job performance but will not lead to positive at-
titudes and more productive behaviors. Those are accomplished by meeting
the second set of considerations, the motivators, or factors associated with the
job content. They include achievement, recognition, the work itself, responsi-
bility, and advancement.

Interestingly, there is a close relationship between Herzberg’s hygiene fac-
tors and the lower-level needs identified by Maslow, and between the motiva-
tors and Maslow’s self-esteem and self-actualization needs.
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The implications of this two-factor theory of motivation are clear. Employ-
ees have certain expectations about elements in the environment in which
they work. When they are satisfactory, workers are reassured that things are as
they ought to be, even though those feelings may not encourage them to
greater productivity. However, when environmental expectations are not met,
dissatisfaction ensues. An employer must provide for both the hygiene needs
and the motivators to achieve a motivated work force. The critical task, there-
fore, lies in satisfying employees’ needs for self-actualization by giving them
more responsibility, providing opportunities for advancement, and recogniz-
ing their achievement.

Studies appear to show that Herzberg’s theory is applicable more to profes-
sional and managerial-level employees than to manual workers. Nonetheless,
his contributions provided a better understanding of motivation and have had
significant effects on job design.

Influenced by the theorists of self-actualization, and especially Maslow,
Douglas McGregor (1906 to 1964), an industrial psychologist, underscored the
importance of assumptions about human nature and their effects on motiva-
tional methods used by managers.

He argued that, despite important advances in the management of human
resources, most managers clung to traditional assumptions, which he labeled
Theory X (Figure 1-2). Managers who saw their employees as having a dislike of
work, lacking ambition, and requiring direction were likely to rely on coer-
cion, control, and even threats as motivational tools.

McGregor offered Theory Y (Figure 1-2), which took an entirely different
view of human nature. Managers who adopted these assumptions considered
employees capable of seeking and accepting responsibility and of exercising
self-direction in furtherance of organizational goals, without control and the
threat of punishment.

McGregor summarized the difference between the two theories in this way:

The central principle of organization which derives from Theory X is that of di-
rection and control through the exercise of authority—what has been called the
“scalar principle.” The central principle which derives from Theory Yis that of in-
tegration: the creation of conditions such that the members of the organization
can achieve their own goals best by directing their efforts toward the success of
the enterprise.|2

While McGregor’s Theory X and Theory Y are based on assumptions about
human nature, William Ouchi (b. 1943) uses Theory A and Theory Z to refer
to organizations. He characterizes most U.S. companies as type A and most
Japanese companies as type Z and suggests that the United States can learn
much about managing people more effectively from the Japanese model.'?
However, his assertions have come under attack for their failure to recognize
the cultural differences between the two nations and their impact on em-
ployee management practices.

By drawing attention to the key role played by employees in the attainment
of organizational goals and the importance of recognizing and striving to satisfy
their needs, the behavioral school has had a lasting impact on management. In
particular, it has resulted in greater attention to the work environment and on-
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Figure 1=2 Theory X and Theory Y. (Source: Douglas McGregor, The Human
Side of Enterprise. New York: McGraw-Hill Book Co., 1960, pp. 33-34, 47-48.)
Reprinted with permission of McGraw-Hill, Inc.

Theory X
1. The average human being has an inherent dislike of work and will avoid it it he can.

2. Because of this human characteristic of dislike of work, most people must be coerced,
controlled, directed, or threatened with punishment to get them to put forth adequate effort
toward the achievement of organizational objectives.

3. The average human being prefers to be directed, wishes to avoid responsibility, has rel-
atively litle ambition, and wants security above all.

Theory Y
1. The expenditure of physical and mental effort in work is as natural as play or rest.

2. External control and the threat of punishment are not the only means for bringing about
effort toward organizational objectives. Man will exercise self-direction and self-control in
the service of objectives to which he is committed.

3. Commitment to objectives is a function of the rewards associated with their achievement.

4. The average human being learns, under proper conditions, not only fo accept but to seek
responsibility.

5. The capacity to exercise a relafively high degree of imagination, ingenuity, and creativity
in the solution of organizational problems is widely, not narrowly, distributed in the
population.

6. Under the conditions of modern industrial life, the intellectual potentialities of the average
human being are only partially utilized.

the-job training for employees and in a realization that people-management
skills are a fundamental management attribute.

Management Science
This school of management thought had its origins during World War II and
was known, in the beginning, as operations research. In some respects, it rep-
resented a reemergence of the quantitative approach favored by Taylor. How-
ever, advances in management technology, especially the computer, rendered
it much more sophisticated.

Basically, it involves construction of a mathematical model to simulate a sit-
uation. All variables bearing on the situation and their relationships are en-
tered into a computer. By changing the values of the variables, the outcomes
of different decisions can be projected.

By replacing descriptive analyses with quantitative data, this approach has
been useful in management decision making on matters that can be quanti-
fied, such as financial planning. A major shortcoming is its inability to predict
the behavior of an organization's human resources.



10 ELECTRONIC MEDIA MANAGEMENT

Modern Management Thought
By the 1960s, management theory incorporated elements of the classical, be-
havioral, and management science schools. However, theorists could not
agree on a single body of knowledge that constituted the field of management.
Indeed, one writer likened the situation to a jungle.“

Since then, steps have been taken toward clearing the jungle with the adop-
tion of approaches aimed at integrating some of the divergent views of disci-
ples of the earlier schools. Two contemporary perspectives are systems theory
and contingency theory.

Systems Theory According to the systems theory, an enterprise is seen as
a system, “a set of objects with a given set of relationships between the objects
and their attributes, connected or related to each other and to their environ-
ment in such a way as to form a whole or entirety.”'”

An organizational system is composed of people, money, materials, equip-
ment, and data, all of which are combined in the accomplishment of some
purpose. The subsystems typically are identified as divisions or departments
whose activities aid the larger system in reaching its goals.

Certain elements are common to all organizational systems (Figure 1-3).
They are inputs (e.g., labor, equipment, and capital) and processes, that is,
methods whereby inputs are converted into outputs (e.g., goods and services).
Feedback is information about the outputs or processes and serves as an input to

Figure 1=3 Systems approach to organizational management.
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help determine whether changes are necessary to attain the goals. Manage-
ment’s role is to coordinate the input, process, and output factors and to ana-
lyze and respond to feedback.

The systems approach emphasizes the relationship between the organiza-
tion and its external environment. Environmental factors are outside the or-
ganization and beyond its control but have an impact on its operations.
Accordingly, management must monitor environmental trends and events and
make changes deemed necessary to ensure the organization’s success.

Contingency Theory The contingency, or situational, approach to man-
agement traces its current origins to systems theory and the desire to identify
universal principles of management. It recognizes that principles advanced by
earlier schools may be applicable in some situations, but not in others, and
seeks an understanding of those circumstances in which certain managerial ac-
tions will bring about the desired results.

Itis ironic that this line of thought did not emerge as a major force until the
mid-1960s, since its significance in the study of leadership was recognized in
the 1920s by Follett. She noted that “there are different types of leadership”
and that “different situations require different kinds of knowledge, and the
man possessing the knowledge demanded by a certain situation tends in the
best managed businesses, other things being equal, to become the leader of
the moment.”'®

The recent study of contingency principles has been relatively sparse, fo-
cusing mostly on organizational structure and decision making. Finally, how-
ever, this approach has attracted the attention of theorists to functions other
than leadership and has impressed on the field the realization that manage-
ment is much more complex than earlier theorists imagined.

It is this complexity that makes it impossible to suggest a style for all man-
agers, including those who manage broadcast stations. What is appropriate for
one manager in one circumstance with one group of employees may be quite
inappropriate for another manager in another circumstance with a different

group.

Management Thought in the 1990s Revolutionary developments
in the world and in the workplace are triggering changes in management
thought and practice as the year 2000 approaches. The end of communism'’s
dominance in the former Soviet Union and Eastern Europe has created new
opportunities in a world already characterized by the growing international-
ization of business. An era of global interdependence has been ushered in by
the formation of a single trading bloc among a dozen European countries
and by ratification of the North American Free Trade Agreement (NAFTA)
by the United States, Canada, and Mexico. Technical innovation and the
growing heterogeneity of the American work force render the organizational
world of the 1990s strikingly different from that in which early theorists op-
erated.

Accompanying these developments has been a focus on customers’ needs
and, especially, on their expectations of quality in the products they purchase
and the services they use. This has given rise to a new approach to manage-
ment, total quality management (TQM). The approach may be new in the United
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States, but its underpinnings are not. In fact, it draws elements from manage-
ment science, scientific management, and the behavioral approach, and it may
be characterized as another attempt to clear the jungle. Nor is its practice new.
It was introduced in Japan in the aftermath of World War II by several Ameri-
cans, the most prominent of whom was W. Edwards Deming (1900 to 1993), a
statistician.

The foundation of Deming’s approach to TQM is the conviction that uni-
form product quality can be ensured through statistical analysis and control of
variables in the production process. As the philosophy has evolved and tech-
nological change has become commonplace, his insistence that employees be
trained to understand statistical methods and their application and to master
new skills has assumed greater significance. So, too, has awareness that em-
ployees are an integral part of the quality revolution and that, without their
total commitment to continuous product or service improvement, any attempt
to practice this management philosophy will be doomed.

The success that Deming and other quality proponents achieved in Japan
may be judged from that country’s rebirth as a major economic power. In-
deed, the introduction and growth of total quality management in the United
States are due, in large measure, to the realization among many American
companies that a similar approach is needed if they are to survive.

The contributions to management thought and practice described in this
chapter provide some guidelines for the manager. However, pending the de-
velopment of a set of universal management principles, the style of most man-
agers probably is summarized best by business mogul T. Boone Pickens, Jr.: “A
management style is an amalgamation of the best of other people you have
known and respected, and eventually you develop your own style.”l7

MANAGEMENT LEVELS

It is often assumed that management is concentrated at the top of an organi-
zation. In reality, anyone who directs the efforts of others in the attainment of
goals is a manager. In most companies, including broadcast stations, managers
are found at three levels:

Lower: Managers at this level supervise closely the routine work of
employees under their charge and are accountable to the next level
of management. A radio station local sales manager who reports to
the general sales manager, and a television production manager who
answers to the program manager, are examples.

Middle: Managers who are responsible for carrying out particular activities
in furtherance of the overall goals of the company are in this category.

In broadcast stations, the heads of the sales, program, news, engineering,
and business departments are middle managers.

Top: Managers who coordinate the company’s activities and provide the
overall direction for the accomplishment of its goals operate at this level.
The general manager of a broadcast station is a top manager.
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Even though the contents of the remainder of this chapter apply in varying
degrees to all three levels, the focus will be on the top level, that occupied by
the general manager.

MANAGEMENT FUNCTIONS

The general manager (GM) is responsible to the station’s owners for coordi-
nating human and physical resources in such a way that the station’s objectives
are accomplished. Accordingly, the GM is concerned with, and accountable
for, every aspect of the station and its operation.

In discharging the management responsibility, the GM carries out four
basic functions: planning, organizing, influencing or directing, and con-
trolling.

Planning involves the determination of the station’s objectives and the plans
or strategies by which those objectives are to be accomplished. Through the
planning process, many objectives may be identified. Usually, they can be
placed in one of the following categories:

Economic: Objectives related to the financial position of the station and
focusing on revenues, expenses, and profits

Service: Programming that will appeal to audiences and be responsive to
their interests and needs; the contribution of the station to the life of the
community

Personal: Objectives of individuals employed by the station

A major purpose of objective-setting is to permit the coordination of
departmental and individual activity with the station’s objectives. Once the
station’s objectives have been formulated, the objectives of the different
departments and employees within those departments can be developed. In-
dividual objectives must contribute to the accomplishment of departmental
objectives, which, in turn, must be compatible with those of other departments
and of the station. In addition, all objectives must be attainable, measurable,
set against deadlines, and controllable.

Once agreement on objectives has been reached, plans or strategies are de-
veloped to meet them. Planning provides directions for the future. However,
it does not require the abandonment of plans that contribute to the achieve-
ment of the station’s current objectives and that are likely to be instrumental
in enabling the station to accomplish its future objectives.

In many stations, such plans are contained in a policy book. The contents of
the books vary, but usually include the following:

Station philosophy: The role of the station in the community and its
responsibility to the public, advertisers, and employees

Job descriptions: The responsibilities of each position, ways in which they
relate to other positions, and the chain of command
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Station operation: How the station operates, the role and responsibilities of
each department, and their relationship to other departments

Station rules: Rules governing such diverse matters as work hours, dress,
meal breaks, moonlighting, and sick leave

Planning cannot anticipate or control future events. However, it has many
benefits since it

s compels the GM to think about and prepare for the future
e provides a framework for decision making

e permits an orderly approach to problem solving

* encourages team effort

e provides a climate for individual career development and job satisfaction

Organizing
Organizing is the process whereby human and physical resources are arranged
in a formal structure and responsibilities are assigned to specific units, posi-
tions, and personnel. It permits the concentration and coordination of activi-
ties and management control of efforts to attain the station’s objectives.

In the typical broadcast station, organizing involves the division of work into
specialties and the grouping of employees with specialized responsibilities into
departments. The following departments are found most frequently in com-
mercial broadcast stations:

Sales Department

The sale of time to advertisers is the principal source of revenue for
commercial radio and television stations and is the responsibility of a sales
department, headed by a sales manager. Many stations subdivide the
department into national/regional sales and local sales. The former
involves coordinating sales to national and regional advertisers with the
station’s sales representative company, or station rep. The local sales staff
is charged with sales to local advertisers.

Program Department

Under the direction of a program manager or director, the program
department plans, selects, schedules, and, with the assistance of the
production staff, produces programs.

News Department

In many stations, the information function is kept separate from the enter-
tainment function and is supervised by a news director. The department is
responsible for regularly scheduled newscasts, news and sports specials,
and documentary and public affairs programs.

Engineering Department

This department is headed by a chief engineer or technical manager. It
selects, operates, and maintains studio, control room, and transmitting
equipment. Engineering staff also are responsible for technical
monitoring in accordance with the requirements of the Federal
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Communications Commission. In some stations, studio production
personnel report to the head of this department.

Business Department

The business department carries out a variety of tasks necessary to the
functioning of the station as a business. They include secretarial, billing,
bookkeeping, payroll, and, in many stations, personnel responsibilities.

Broadcast stations engage in several other functions, which may be assigned
to separate departments or subdepartments or may be included in the duties
of departments already identified. The following additional functions are
among the most common:

Promotion and Marketing

This function involves both program and sales promotion. The former
seeks to attract and maintain audiences, while the latter is aimed at attract-
ing advertisers. Both functions may be the responsibility of a promotion
and marketing department. Some stations assign program promotion to
the program department and sales promotion to the sales department.
Traffic

Traffic often is carried out by a subdepartment of the sales department. It
is called the traffic department and is headed by a traffic manager. The
function includes the daily scheduling on a program log of all content to
be aired by the station, the compilation of an availabilities sheet showing
times available for purchase by advertisers, and the monitoring of all
advertising content to ensure compliance with commercial contracts.
Continuity

Continuity is concerned chiefly with the writing of commercial copy and,
in many stations, constitutes a subdepartment within the sales department.
The continuity director supervises its activities and reports to the sales
manager. In stations where the writing of program material and public
service announcements is included, the continuity director may answer to
the heads of both the sales and program departments.

The general manager’s success in organizing rests heavily on the selection
of employees. Of particular importance is the selection of department heads
to whom the GM delegates responsibility for the conduct and accomplish-
ments of the various departments.

The GM also must strive to ensure that the organizational structure enables
the station to meet its objectives and that problems arising from overlapping
or nonexistent responsibility are corrected. The structure is influenced by
many factors, among them the number of employees, the size of the market,
and the preferences of the GM. As a result, there is no “typical” organization.
However, Figures 1-4 through 1-9 contain examples of the structure of stations
in markets of different sizes.

Influencing or Directing
The influencing or directing function centers on the stimulation of employees
to carry out their responsibilities with enthusiasm and effectiveness. It involves
motivation, communication, training, and personal influence.
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Figure 1=4 Organization of a small-market radio station.
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Motivation The major theories of motivation were discussed earlier in this
chapter. For the general manager, motivation is a practical issue, since the success
of the station is tied closely to the degree to which employees are able to satisfy
their needs. The greater their satisfaction, the more likely it is that they will con-
tribute fully to the attainment of the station’s objectives. Accordingly, the GM
must be aware of the needs of individual employees and must create an environ-

ment in which they want to be productive.

Basic needs include adequate compensation and fringe benefit programs,
safe and healthy working conditions, friendly colleagues, and competent and
fair supervision. For most employees, such needs are met adequately and do

not serve as powerful motivators.
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Figure 1=6 Organization of a large-market radio station.
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Figure 1=7 Organization of a small-market television station.
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Satisfaction of other needs may have a more significant impact on how em-
ployees feel about themselves and the station and on their efforts to contribute
to the station’s success. Included in these higher-level needs are factors such
as job title and responsibility, praise and recognition for accomplishments,
opportunities for promotion, and the challenge of the job.

Once basic needs are satisfied, therefore, the GM must respond to those
higher level needs if motivation is to be successful.
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Figure 1=8 Organization of a medium-market television station.
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Communication Communication is vital to the effective discharge of the
management function. It is the means by which employees are made aware of
the station’s objectives and plans and are encouraged to play a full and effec-
tive part in their attainment.

As a result, the general manager must communicate to employees informa-
tion they need and want. They need information on what is expected of them.
The job description sets forth general guidelines, but they must have specifics
on their role in carrying out current plans. If they are to shoulder their duties
willingly and effectively, they want to know about matters influencing their
economic status and their authority to carry out responsibilities.

This downward flow of communication is important, but it must be accom-
panied by management’s willingness to listen to and understand employees.
Accordingly, it is necessary to provide mechanisms for an upward flow of com-
munication from employees to supervisors, department heads, and the GM.
Departmental or staff meetings, suggestion boxes, and an open-door policy by
management permit such a flow.

Lateral flow, or communication among individuals on the same organiza-
tional level, also is important in coordinating the activities of the various
departments in pursuit of the station’s plans and objectives. A method used by
many stations to ensure such a flow is the establishment of a management
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Figure 1=9 Organization of a large-market television station.
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team that meets on a regular basis. Usually, it comprises the general manager
and all department heads.

Training Most employees are selected because they possess the background
and skills necessary to carry out specific responsibilities. However, they may
have to be trained in the use of new equipment or the application of new pro-
cedures. Occasionally, employees are hired with little experience and have to
be trained on the job. Whenever training is necessary, the general manager
must make certain that it is provided and that it is supervised by competent
personnel.

One of the major benefits of training programs is the provision of opportu-
nities for existing employees to prepare themselves for advancement in the sta-
tion. As a result, employee morale is heightened, and the station enjoys the
advantage of creating its own pool of qualified personnel.

Some stations encourage employees to advance their knowledge and skills
by paying for their participation in workshops, seminars, and college courses



20

Controlling

ELECTRONIC MEDIA MANAGEMENT

and their attendance at meetings of state and national broadcasting associa-
tions. In all such cases, the general manager should be sure that the experi-
ences will contribute to the employee’s ability to carry out responsibilities
more effectively, thereby assisting the station in meeting its objectives.

Personal Influence Stimulating employees to produce their best efforts
requires that the general manager and others in managerial or supervisory po-
sitions command respect, loyalty, and cooperation. Among the factors that
contribute to such a climate are management competence, fairness in dealings
with employees, willingness to listen to and act on employee observations and
complaints, honesty, integrity, and similar personal characteristics. In effect,
personal influence includes all those behaviors and attitudes that contribute
to employees’ perceptions of their importance in the station’s efforts and
achievements and the worthiness of the enterprise of which they are a part.

Through planning, the station establishes its objectives and plans for accom-
plishing them. The control process determines the degree to which objectives
and plans are being realized by the station, departments, and employees.

Periodic evaluation of individuals and departments allows the general man-
ager to compare actual performance to planned performance. If the two do
not coincide, corrective action may be necessary.

To be effective, controlling must be based on measurable performance.
The size and composition of the station’s audience can be measured through
ratings. If the audience attracted to the station or to certain programs does not
match projections, the control process permits the recognition of that fact and
leads to discussions about possible solutions. The result may be a change in
the plan, such as a revision downward of expectations, or actions to try to
attain the original objectives.

Similarly, sales revenues can be measured. An analysis may reveal that pro-
jected revenues were unrealistic and that an adjustment is necessary. On the
other hand, if the projections are realizable, discussions may lead to a decision
to hire additional account executives, make changes in the rate card, or adjust
commission levels.

The costs of operation are measurable too. They are discussed in the next
chapter, along with methods of controlling them.

MANAGEMENT ROLES

Management functions reflect the major responsibilities of the general man-
ager. However, they provide little insight into the diverse and complex activi-
ties the general manager undertakes on a daily basis.

Henry Mintzberg found that managerial activity is characterized by brevity,
variety, and fragmentation.'® Managers spend short periods of time attending
to different tasks and are interrupted frequently before a specific task is ac-
complished. Writing memoranda and letters, making telephone calls, attend-
ing meetings, and visiting employees and persons outside the organization are
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examples of activities that consume a great deal of a manager’s time and en-
ergy. There are others as well.

Mintzberg identified 10 roles and grouped them in three categories: (1) in-
terpersonal, (2) informational, and (3) decisional.'®

Interpersonal Roles
As the symbolic head of the organization, the manager serves as

Figurehead: The manager carries out duties of a legal or ceremonial nature.
For the broadcast station general manager, this role is discharged through
the signing of documents for submission to the Federal Communications
Commission and by representing the station at community events, for
instance.

Leader: Establishing the workplace atmosphere and guiding and moti-
vating employees are examples of ways in which the general manager
carries out the leadership role.

Liaison: The GM's interaction with peers and other individuals and groups
outside the organization links the organization with the environment. The
GM’s relationships with other general managers, with program suppliers,
and with community groups reflect this role.

Informational Roles
The manager is the organization’s “nerve center” and, as such, seeks and re-
ceives a large volume of internal and external information, both oral and writ-
ten. In these roles, the manager acts as

Monitor: Information permits the manager to understand what is hap-
pening in the organization and its environment. Receipt of the latest
sales report or threats of a demonstration to protest the planned airing
of a program enable the GM to exercise this role.

Disseminator: The manager distributes external information to members
of the organization and internal information from one subordinate to
another.

Spokesperson: In this role, the manager speaks on behalf of the orga-
nization. An example would be a news conference at which the GM
reveals plans for a new broadcast facility.

Decisional Roles
These roles grow out of the manager’s responsibility for the organization’s
strategy-making process and involve the manager as

Entrepreneur: The manager is the initiator and designer of controlled
change. For example, the GM of a TV station may set in motion
procedures aimed at attaining first place in local news ratings.

Disturbance handler: In this role, the manager deals with involuntary
situations and change that is partially beyond his or her control. An exam-
ple would be resolving a dispute between the program manager and the
sales manager on the advisability of carrying a particular program.
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Resource allocator: The manager determines priorities for the expenditure
of money and employee effort.

Negotiator: The manager represents the organization in negotiating
activity. Working out a contract with a program supplier or union would
place the GM in this role.

MANAGEMENT SKILLS

To carry out their functions and roles effectively, managers require many
skills. Robert L. Katz identifies three basic skills that every manager must have
in varying degrees, according to the managerial level.?® For the general man-
ager of a broadcast station, all are important:

Technical: Knowledge, analytical ability, and facility in the use of the tools
and techniques of a specific kind of activity. For the general manager, that
activity is managing. While it does not demand the ability to perform all
the tasks that characterize a broadcast station, it does require sufficient
knowledge to ask pertinent questions and evaluate the worth of the
responses. Accordingly, the GM should have knowledge of

¢ the objectives of the station’s owners

* management and the management functions of planning, organizing,
influencing or directing, and controlling

* business practices, especially sales and marketing, budgeting, cost con-
trols, and public relations

¢ the market, including the interests and needs of the audience and the
business potential afforded by area retail and service establishments

* competing media, the sources and amounts of their revenues

* broadcasting and allied professions, including advertising agencies, sta-
tion representative companies, and program and news services

* the station and the activities of its departments and personnel

® broadcast laws, rules, and regulations, and other applicable laws, rules,
and regulations

® contracts, particularly those dealing with network affiliation, station rep-
resentation, programming, talent, music licensing, and labor unions

Human: The ability to work with people and to build a cooperative effort.
The general manager should have the capacity to influence the behavior
of employees toward the accomplishment of the station’s objectives by
motivating them, creating job satisfaction, and encouraging loyalty and
mutual respect. An appreciation of the differing skills and aspirations of
employees and departments also is essential if the station’s activities are
to be combined in a successful team effort.

Conceptual: The ability to see the enterprise as a whole and the

dependence of one part on the others. To coordinate successfully the
station’s efforts, the GM must recognize the interdependence of prog-
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ramming and promotion, sales and programming, and production and
engineering, for example. Equally important is the ability to comprehend
the relationship of the station to the rest of the broadcast industry, the
community, and to prevailing economic, political, and social forces, all of
which contribute to decisions on directions that the station will take and
the subsequent formulation of objectives and policies.

To these skills, the successful general manager should add desirable per-
sonal qualities. They include foresight, the ability to anticipate events and make
appropriate preparations; wisdom in choosing among alternative courses of ac-
tion and courage in carrying out the selected action; flexibility in adapting to
change; honesty and integrity in dealings with employees and persons outside
the station; and, finally, responsiveness and responsibility to the station’s owners,
employees, and advertisers.

The GM also must be responsive and display responsibility to the commu-
nity by leading the station in its community relations endeavors and by setting
an example for other employees to follow.

INFLUENCES ON MANAGEMENT

The degree to which the general manager possesses and uses the skills de-
scribed will play an important part in determining the station’s fortunes. But
there are other forces that contribute to the GM’s decisions and actions and
that influence the effectiveness with which the management responsibility is
discharged. The most significant influences are described in this section.

The Licensee

Ultimate responsibility for the operation of a radio or television station rests
with the licensee, the person or persons who have made a financial investment
in the enterprise and enjoy an ownership interest. Like all investors, they ex-
pect that they will reap annual profits from the station’s operation and that the
financial worth of their investment will increase in time. As a result, the gen-
eral manager must seek to satisfy their expectations and weigh the financial
impact of all actions.

The Competition
Radio and television stations compete against each other and against other
media for advertising dollars. That translates into competition for audiences.
A station gains audience from, or loses audience to, other stations, and few sig-
nificant management actions will pass without producing a reaction among
competitors. Similarly, many of the general manager’s actions will be influ-
enced by those of competing stations.

The Government
As detailed in Chapter 7, the federal government is a major force in broadcast
station operation. It exerts its influence through its three branches—execu-
tive, legislative, and judicial-——and through independent regulatory agencies,
chiefly the Federal Communications Commission.
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Executive Branch Broadcast stations are affected by the actions of several
executive branch departments, notably the Executive Office of the President,
the Department of Justice, the Food and Drug Administration (FDA}, and the
National Telecommunications and Information Administration (NTIA).

Executive Office of the President The President influences broadcast
policy and regulation in numerous ways. He can recommend legislation; he
nominates members for, and appoints the chairperson of, regulatory agencies
whose policies, rules, and regulations apply to radio and television stations;
and he can exert influence through the annual federal budget process.

Department of Justice This department prosecutes violators of the Com-
munications Act and of rules and regulations applicable to broadcast station
operation. The department’s antitrust division is concerned with station own-
ership and may take action when it believes that ownership or other circum-
stances are resulting in a restraint of trade.

Food and Drug Administration A division of the Department of Health
and Human Services, the FDA regulates mislabeling and misbranding of ad-
vertised products.

National Telecommunications and Information Administration
Part of the Department of Commerce, the NTIA advises the President on
telecommunications policy issues.

Legislative Branch The House of Representatives and the Senate enact
broadcast legislation and approve the budgets of the regulatory agencies. In
addition, the Senate has the power of approval of presidential nominees for
regulatory agencies. Both the Senate and the House may influence broadcast
policy and regulation through congressional hearings on issues of controversy
or concern.

Judicial Branch Federal courts try cases against violators of laws, rules, and
regulations, and hear appeals against decisions and orders handed down by
regulatory agencies.

Regulatory Agencies Federal regulatory agencies operate like a fourth
branch of government and enjoy executive, legislative, and judicial powers.
The agency with the greatest influence on broadcast operations is the Federal
Communications Commission, whose role is described later. The commission
regulates radio and television stations in accordance with the terms of the
Communications Act of 1934, as amended. For the general manager, its most
significant and awesome power is that of renewing or revoking the station’s
license to operate.

Other regulatory agencies that influence the broadcast media are the Fed-
eral Trade Commission (FTC), which polices unfair trade practices and false
or deceptive advertising, and the Federal Aviation Administration (FAA),
which is concerned with the placement and maintenance of broadcast towers.
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Broadcasters are engaged in interstate commerce and, for the most part,
are subject to federal authority. However, state and local governments
may also affect stations through laws on matters such as business incorpora-
tion, taxes, advertising practices, individual rights, and zoning and safety ordi-
nances.

The Labor Force

The number of people available for work, and their skills, have a direct impact
on the success of all businesses, including broadcasting. The station’s ability to
hire and retain qualified and productive employees is a major determinant of
the station’s performance.

Labor Unions

The Public

Advertisers

The general manager of a station in which personnel are represented by one
or more unions is required to abide by the terms of a union contract govern-
ing, among other things, wages and fringe benefits, job jurisdiction, and work-
ing conditions. (Chapter 3 contains details.) In nonunionized stations, the
general manager must be attentive to the treatment of employees, not only
for reasons of morale or competitiveness, but to guard against the threat of
unionization.

To generate advertising revenue, the station must attract an audience for its
programming. Accordingly, as noted in Chapter 4, the public is a major force
in program decision making. Organized publics, also known as citizen or pres-
sure groups, attempt to influence decisions on a wide range of actions. Among
the causes undertaken by different groups have been improvement in em-
ployment opportunities for minorities, the elimination of violent and sexual
content, and the promotion of programming for children.

The financial fate of commercial broadcast stations rests on their appeal to ad-
vertisers. Attracting audiences sought by advertisers and enabling advertisers
to reach them at an acceptable cost are major factors in program and sales
decisions.

Economic Activity

The state of the economy, locally and nationally, determines the amount of
money people have to spend on advertised products and their spending pri-
orities. When the economy is sluggish, businesses pay more attention than
usual to their advertising expenditures and may be tempted to reduce them,
thereby posing a challenge for broadcast stations and other advertising media.

The Broadcast Industry

Standards of professional performance and content are set forth in a station’s
policy book. The industry at large also is instrumental in establishing stan-
dards. Even though the radio and television codes of the National Association
of Broadcasters have been abandoned, many stations continue to adhere to
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their provisions on program and advertising content, and individual employ-
ees subscribe to industrywide standards formulated by broadcast organizations
or associations in which they hold membership.

Technology

SUMMARY

Since broadcast stations must be responsive to the interests of their communi-
ties, social factors play an important role in program decisions. Stations must
analyze, interpret, and respond to trends in the size and composition of the
local population, employment practices, income, and spending habits.

Advances in technology resulted in the emergence of radio and television
broadcasting and continue to play a major part in station practices. Today, the
general manager experiences, and must respond to, the influence of new
broadcast technologies as well as those technologies that are being introduced
into the home and that provide alternative leisure-time pursuits for the public.

Management is defined as the process of planning, organizing, influencing,
and controlling to accomplish organizational goals through the coordinated
use of human and material resources.

The current practice of management has been influenced by several
schools. The first was the classical school, which focused on the productivity of
organizations and their employees. It was followed by the behavioral school,
which drew attention to the importance of satisfied employees to successful
operation. Management science was characterized by an emphasis on quanti-
fying the likely outcomes of different managerial decisions. Modern manage-
ment thought attempts to integrate the various perspectives of earlier schools
by concentrating on systems theory and contingency theory. In the 1990s, total
quality management also reflects an integration through its focus on customer
needs and expectations.

The general manager of a broadcast station has four major functions:
(1) planning, or the determination of the station’s objectives and the plans or
strategies to accomplish them; (2) organizing personnel into a formal struc-
ture, usually departments, and assigning specialized duties to persons and
units; (3) influencing or directing, that is, stimulating employees to carry out
their responsibilities enthusiastically and effectively; (4) controlling, or devel-
oping criteria to measure the performance of individuals, departments, and
the station and taking corrective action when necessary.

On a day-to-day basis, the GM carries out many roles—interpersonal,
informational, and decisional. Technical, human, and conceptual skills are
required, together with personal attributes.

Among the significant influences on the GM's decisions and actions are the
licensee, competing media, the government, the labor force and labor unions,
the public, and advertisers. Economic activity, the broadcast industry, social
factors, and technology also are influential.
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You are general manager of a medium-market, contemporary hits radio sta-
tion in a community in the South.

At your weekly meeting with department heads, sales manager Don Old-
berg raises a problem. He has just spoken with Sam Ball, one of his account
executives. Sam is ecstatic. He has just landed a big order from an adult enter-
tainment club. It's worth $6000 in the first month and there is every likelihood
that the order will become permanent. Spots will run in the morning drive,
midday, and afternoon drive dayparts.

The client has supplied the copy, and that is what is causing Don’s problem.
One sentence reads: “Take your pick of beautiful women who’ll dance at your
table.” There is reference to “private dancing” and “couch dancing.” After
glancing at the copy, Sam had told the client that it might have to be revised.
However, the client insisted that his copy must run as written.

You ask program director Deborah Dary for her reactions. She cannot be-
lieve that the station would even consider airing an ad that is so demeaning to
women. It would be offensive to female listeners and probably would cause
many of them to change stations. She is concerned especially about the effect
on listening in offices. It would be very embarrassing for women there.

Now, it's Don’s turn. He says that he is happy about the revenue, but he un-
derstands Deborah’s argument. Also, he is worried that other clubs will ap-
proach the station and demand similar control over potentially offensive copy.

News director Kevin East asks about freedom of commercial speech. If
someone complains about an advertiser’s copy, will the station refuse to do
business with them?

Business manager Todd Major welcomes the order. It would make a major
contribution to the station’s bottom line and, if the spots worked, could attract
business from other adult clubs. “Surely we can work out a deal that'’s satisfac-
tory for everybody,” he says.

The chief engineer does not participate in the discussion.

1. What factors would you weigh in reaching a decision?

2. How would you balance the promise of significant revenue against the likely
reaction of some listeners, especially women?

3. Does Kevin make a good argument? Should advertisers enjoy complete
freedom in their commercial messages?

4. Is a compromise possible? If so, how?

5. What would your decision be? How would you justify it?
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FINANCIAL MANAGEMENT

This chapter reviews the increasingly important area of

financial management and examines

] the two major forms of financial statements used in the

industry

L] basic accounting terminology frequently employed by

electronic media managers

[] methods used to produce good financial performance

and to monitor financial progress
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. electronic media education has focused on the operating skills

‘0 be necessary for a successful career in the industry. Traditionally,

spics studied have been sales, programming, production, and man-

it. Massive changes triggered by the deregulatory climate of the 1980s
ited another subject to prominence in the curriculum. That subject is fi-
il management.

Deregulation brought financial speculators into the electronic media busi-
ness. The prevailing wisdom of the mid- to late 1980s was the “greater fool”
theory. Under this concept, money was made by selling a broadcast license or
cable franchise to another at a profit. Operational performance was de-
emphasized in favor of appreciation potential.

All that changed around 1989. Prices had risen to the point that operations
could no longer retire the massive debt run up by speculators. Numerous elec-
tronic media companies went into default, and prices dropped. Now, in the
mid-1990s, broadcast stations and many cable systems are valued on a multiple
of the cash flow they generate. Operational financial performance is the new
coin of the realm.

Pressure to acquire basic financing and accounting knowledge is coming
from other sources, too. In the technology-driven decade that the 1990s have
become, lines of distinction between traditional forms of electronic media
have become blurred or nonexistent. This development is spawning a need for
a new breed of communication manager—one with both a traditional back-
ground and basic accounting and financial skills.'

It is not possible in the pages of this chapter to make anyone a financial ex-
pert. The goal here is to acquaint the student with financial terms, concepts,
and typical financial reports used. It is recommended strongly that today’s
electronic media student pursue a more detailed examination of these matters
through finance or accounting courses.

THE ACCOUNTING FUNCTION

14

’

Effective financial management requires detailed planning and coatrol. Plan-
ning expresses in dollar terms the plans and objectives of the enterprise. Con-
trol involves the comparison of projected and actual revenues and expenses.
The basic planning and control mechanism is the budget.

To prepare the budget, management collects from department heads fi-
nancial data and reviews and edits them. Most stations and systems use a form
to display the information for the budget period, usually one year. Figure 2-1
is a 12-month calendar summary form employed by a cable multiple system op-
erator (MSO) in its annual budget preparation.

Budgeting deals with the future. However, past experience suggests realistic
revenue and expense amounts. Generally, a reserve account is maintained to
cover emergencies. During the year, regular budget reports permit the gen-
eral manager to compare planned and actual results and to make necessary
adjustments.

Budgeting and cost controls, together with financial forecasting and plan-
ning, are among the major responsibilities of the business department. Other

\____—————"/«’\___h/
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responsibilities include banking, billings to and collections from advertisers
and advertising agencies, payroll administration, processing of insurance
claims, tax payments, purchasing, and payments for services used.

Fundamental to the efficient discharge of the accounting function are the
establishment and maintenance of an effective and informative accounting sys-
tem that will protect assets and provide financial information for decision
making and the preparation of financial statements and tax returns. Such a
system is based on financial records.

Planning Financial Records

(

/

No matter what the electronic media business is—radio, television, or cable—
management requires certain basic information to function. This includes
amounts and sources of revenues and expenditures and levels of operational

\Jproﬁtability on a monthly and annual basis.

Cable system operators are concerned about their main revenue source,
subscribers, while broadcasters want details of advertising sales. On the ex-
penditure side, both cable and broadcast managers require information on
programming costs. Cable operators need figures on pole rent and contract
labor. Broadcasters care about the cost of maintaining the transmission plant.

Whatever the particular need, the quest for management financial infor-
mation must begin with the design of a record-keeping system that will pro-
duce the desired results. Every manager embarking on the task of setting up
financial records is looking for guidance (i.e., what is a good model, or what
has worked well for others?). Fortunately, excellent materials are available on
financial records planning.

One such source is the National Association of Broadcasters (NAB), which
publishes an accounting manual for radio stations. Included in the publica-
tion are chapters on financial statements, accounting records, charts of ac-
counts with explanations, and accounting system automation. Although the
manual has not been revised in a while, accounting terminology does not
change much, and it is a good place to begin.?

Still another source of information is the Broadcast Cable Financial Man-
agement Association (BCFM). This organization, composed of industry mem-
bers, concentrates on financial questions of import to its membership. It, too,
publishes an accounting manual. The contents are principally detailed charts
of accounts, with explanations, and model financial statement forms. Cur-
rently, the manual is being revised.?

A third source of information on financial records and statements is com-
panies that provide computer software accounting programs. Most stations
and systems in the United States use computers in their accounting functions
to some extent, and many have opted for the specialized programs provided
by companies such as Columbine.* Software companies offer a range of finan-
cial reports and formats from which a selection may be made.

Whether the system chosen is manual or computerized, it must be designed
to deliver to management certain basic information and to render financial re-
ports. It will consist of a number of journals and ledgers that record and sum-
marize all financial transactions and events.
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Figure 2=1 Summary budget worksheet used by a cable multiple system operator.

A Homes Passed

A Subscribers

O Extensions
Basic Penetration —— - - - - -

REVENUE:

Pay per View

A Late Cherges

A Equip Remt, AO's, stc.

A Total Revenus $0 $0 $0 $0 $o $0
Per Basic Subscriber - — - - - - -
CashiFlow $0 $0 $0 $0 $0 $0

__Per Basic Subscriber —— - -— - - -

OPERATING EXPENSES
A TRUCK & AUTO

A CONTRACT LABOR

A PRAOGRAM GUIDES

c PROGRAM FEES -B

C  PROGRAM FEES -P

B PROPERTY TAX

8 POLE RENT

8 TOWER RENT

A REPARS

c SYSTEM SALARIES

C  SYSTEM OVERTIME

B SYSTEM POWER

B SYSTEMSUPPLIES

TOTAL OPER EXP (] ] o] o] o ]
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Figure 2=1 Continued
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Figure 2=1 Continued

P
g
5
g
2
§
g
5t

o

{~]
{~]
{~]
-]
{~]
-]
{~]

37




38

ELECTRONIC MEDIA MANAGEMENT

The records most commonly generated are the following:

Cash receipts journal shows all monies received, listed by revenue account
number. It identifies the payer and, in the case of receipts for advertising,
gross amounts, discounts, and agency commissions, and resulting net
amounts. Journal entries cover a given period of time, at the end of which
all amounts are totaled and posted to the general ledger. Individual client
payments are credited to the appropriate account in the accounts
receivable ledger (see Figure 2-2).

Cash disbursements journal records all monies paid out. Often, it is organized
by major expense category and account number and lists the check
number, date, amount, and the company or person to whom payment was
made. Totals are posted to the general ledger (see Figure 2-2).

Sales journal lists all transactions after the commercial schedule has run
and has been billed to the client. No entries are recorded until this
happens. Entries are triggered by performance against the contract and
not when the contract is signed. When made, sales journal entries include
the client’s name, invoice number, date, amount, and the name of the
staff member who made the sale. If part of the cost results from the sale of
talent or program materials and facilities, that information is entered. So,
too, are details of trade-outs. Entries for a given period are totaled and
posted to the general ledger. Each gross billing figure is entered on the
client’s page in the accounts receivable ledger (see Figure 2-2).

General journal includes noncash transactions and adjustments, such as
depreciation and amortization, and accrued bills not yet paid.

Accounts receivable ledger records money owed to the business by account.
Using the ledger, the station or system prepares an aging sheet showing
accounts that are current and those that are delinquent.

Accounts payable ledger lists monies owed by the business and includes the
name of the creditor, invoice date and amount, and the account to be
charged.

General ledger is the basic accounts book. It contains all transactions, posted
from various journals of original entry to the appropriate account. The
general ledger consists of two sections. One records figures for assets,
liabilities, and capital, and the other the income and expense account
figures.

Information from the general ledger is used to prepare two major financial
records, the balance sheet and the income statement.

Balance Sheet The balance sheet is a statement of the financial position
of the station or system at a given time, and it comprises three parts:

® assets, or the value of what is owned

o liabilities, or what is owed

* net worth or equity, or the financial interest of the enterprise’s ownership
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Figure 2=-2 Financial recordkeeping process.

RECEIPTS Cash Receipts Journal
General Ledger Accounts Receivable
Ledger
DISBURSEMENTS === Cash Disbursements Journal
General Ledger
SALES Sales Journal
General Ledger Accounts Receivable
Ledger

The term balance sheet is derived from the fact that total assets should equal
total liabilities plus net worth or equity. The two sides of the sheet are, there-
fore, in balance.

Assets Assets are classified as follows:

Current assets are those assets expected to be sold, used, or converted into
cash within one year. They typically include cash, marketable securities,
notes, accounts receivable, inventories (including programming), and pre-
paid expenses.

Fixed assets are those assets that will be held or used for a long term,
meaning more than one year. Land and improvements (e.g., a parking
lot), buildings, the transmitter, tower, satellite uplinks and downlinks,
antenna system, studio and mobile equipment, vehicles, office and studio
furniture, and fixtures are among items considered fixed assets.

Fixed assets are tangible assets—things. They depreciate, which means
that use over time reduces their value. Depreciation is a business expense.
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The amount of time over which a tangible asset may be reduced systemati-
cally in value is determined by Internal Revenue Service (IRS) guidelines.
A more detailed discussion of depreciation occurs later in this chapter.

Other assets is a category that includes mainly intangible assets—those
having no physical substance. Examples are the Federal Communications
Commission license, organization costs, and good will. These “other”
assets are amortized, or written off, for financial statement reporting
purposes.

Amortization, or write-off, of the good will amount means that the total
amount is systematically reduced over a period of time by charging equal
annual amounts to the profit and loss statement. Good will primarily repre-
sents the value of the broadcast license or cable franchise. For example, if a
station were purchased for six million dollars, and the value of its tangible
assets was three million dollars, then the good will amount would be three
million dollars. That amount would be charged to the station profit and
loss account in equal annual amounts. For reasons discussed later in Chap-
ter 10, some intangible amounts, while deducted for financial statement
reporting purposes, cannot be deducted for tax purposes.

An additional example of other assets is the network affiliation
agreement of most television stations. In the mid-1980s, some stations
began to write off for tax purposes these agreements. However, such
attempts occasioned significant IRS controversy and litigation. Most of
these disputes apparently have been resolved by the Omnibus Budget Rec-
onciliation Act of 1993. The act provides that certain intangible or other
assets may be amortized over a 15-year period. Under the new law, ex-
amples of permitted deductions are government licenses and permits,
noncompete agreements, network affiliation agreements, franchises,
trademarks, trade names, and good will. In the situation cited above, the
acquired station had good will of three million dollars. That amount
would be amortized for tax purposes over 15 years, at the rate of $200,000
per year.

Prepaid and deferred charges include all prepayments made. Insurance, taxes,
and rents are examples.

Liabilities Liabilities reflect short- and long-term debts. They are listed as
follows:

Current liabilities include accounts, taxes, and commissions payable. Monies
owed for supplies, real estate, personal property, social security and with-
holding taxes, music license fees, and sales commissions fall into this cate-
gory. Current liabilities also include amounts due on program contracts
payable within one year.

Long-term liabilities include those liabilities not expected to be paid within
one year. Examples of such liabilities are bank debt, mortgages, and
amounts due on program contracts beyond one year.

Net Worth Net worth, or equity, records ownership’s initial investment in
the broadcast station or cable system, as increased by profits generated or
reduced by losses suffered.
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Preparing Financial Statements
Financial statement preparation begins with a chart of accounts, a list of ac-
count classifications. Each account is assigned a number. The following bal-
ance sheet chart of accounts is used by WPLR, a class B FM station in New
Haven, Connecticut, and is representative of those used by radio stations.
The owner of this station is a group operator. Each account has eight digits,
followed by an account classification. Asset accounts are Al (current assets),
A2 (reserve amounts, mainly for accumulated depreciation), A3 (fixed assets),
and A4 (chiefly prepaid expenses and deposits). Intangible assets, such as li-
censes and good will, do not appear because they are carried on the books of
the parent company. Liabilities are classified as L1 (current), L2 (long-term),
and L3 (other, amounts due to WPLR's sister station for amounts borrowed or
services rendered). All three equity accounts are listed as E1. The first identi-
fies money invested in the common stock of WPLR. The second represents
profits generated and retained by WPLR in previous fiscal years; the third,
those in the current year.

ASSETS

1010-0000 Al  Petty cash—office

1020-0000 Al  Petty cash—bank

1030-0000 Al  Deposit account

1040-0000 Al  Disbursement account
1101-0000 Al  Accts rec—regular

11020000 Al  Accts rec—unbilled accrual
1103-0000 Al  Accts rec—returned cks/nsf
1190-0000 Al  Accts rec—bad debt reserve
11990000 Al  Accts rec—barter

1199-0002 Al  Accts rec—barter unbilled
1301-0000 Al Pre/pd ins—workers comp
1302-0000 Al  Pre/pd ins—expired work comp
1340-0000 Al  Pre/pd miscellaneous
1353-0000 Al Pre/pd state income tax—Ct
1421-0000 A3  Buildings—beg balance
1422-0000 A3  Buildings—current

1423-0000 A3  Buildings—trade

1424-0000 A3  Buildings—disposed

1431-0000 A3  Broadcast equipment—beg bal
1482-0000 A3  Broadcast equipment—current
1433-0000 A3  Broadcast equip—trade
1434-0000 A3  Broadcast equip—disposed
14410000 A3  Autos & trucks—beg bal
1442-0000 A3  Autos & trucks—current
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1443-0000
1444-0000
1451-0000
1452-0000
1453-0000
1454-0000
1461-0000
1462-0000
1463-0000
1464-0000
1471-0000
1472-0000
1473-0000
1474-0000
1521-0000
1522-0000
1524-0000
1531-0000
1532-0000
1534-0000
1541-0000
1542-0000
1544-0000
1551-0000
1552-0000
1554-0000
1561-0000
1562-0000
1564-0000
1571-0000
1572-0000
1574-0000
1901-0000
1902-0000
1903-0000
1920-0000
1937-0000
1995-0000
1996-0000

A A A A
© W W 0 ®
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Autos & trucks—trade

Autos & trucks—disposed

Office furn & fix—beg bal
Office furn & fix—current
Office furn & fix—trade

Office furn & fix—disposed
Leasehold improv—beg bal
Leasehold improv—current
Leasehold improv—trade
Leasehold improv—disposed
Capital leases—beg bal

Capital leases—current

Capital leases—trade

Capital leases—disposed

Accum dep buildings—beg bal
Accum dep buildings—current
Accum dep buildings—disposed
Accum dep brdcst eqp—beg bal
Accum dep brdcst eqp—current
Accum dep brdcst eqp—disposed
Accum dep auto/truck—beg bal
Accum dep auto/truck—current
Accum dep auto/truck—disposed
Accum dep office f&f—beg bal
Accum dep office f&f—current
Accum dep office f&f—disposed
Accum dep leasehold—beg bal
Accum dep leasehold—current
Accum dep leasehold—disposed
Accum dep cap leases—beg bal
Accum dep cap leases—current
Accum dep cap leases—disposed
Utility deposits

Rent deposits

Advance for salaries

Insurance claims—ex/refund
Dep costs—WYBC LMA agreement
Undistributed charges

Internet paid net/net
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LIABILITIES

2001-0000 L1  Accts pay—regular

20110000 L1  Accts pay—Durpett

2012-0000 L1  Accts pay—Kadetsky

20130000 L1  Accts pay—Eastman/Boston
2014-0000 L1  Accts pay—Eastman Radio/15%
2015-0000 L1 Accts pay—Eastman Radio/ 2%
2053-0000 L1  State income tax payable—Ct
2173-0000 L1  Accrreal est tax—Hamden °
2193-0000 L1  Accr per/ppty tax—Hamden
2921-0000 L1  Accr vehicle tax—Hamden
2251-0000 L1  Accr employee compensation
2952-0000 L1  Accr license fees—ASCAP
2953-0000 L1  Accr license fees—BMI
2264-0000 L1  Accr consulting fees—Milana
2299-0000 L1  Accr expense—barter
2309-0000 L1  Cur mat n/p—Peoples Bank
2509-0000 L2 Long-term n/p—Peoples Bank
2559-0000 L2  Cur port n/p—Peoples Bank
2901-0000 L3  Intercompany account—SSB
2902-0000 L3  Intercompany account—GCI
2903-0000 L3  Intercompany account—WHLY
2905-0000 L3  Intercompany account—WKNN
2906-0000 L3  Intercompany account—KOLL

SHAREHOLDER EQUITY

3004-0000 E1  Common stock Class A—WPLR
3604-0000 E1  Retained earnings beg balance
3704-0000 El1  Retained earnings current year

It is from records of the kind detailed here that the balance sheet will be
prepared (Figure 2-3).

The financial health of a company is often judged by examining two ratios
computed from the balance sheet numbers. The first of these is current ratio,
which is obtained by dividing total current liabilities into total current assets. A
good current ratio is 1.5 to 1. The second is the debt-to-equity ratio. It is com-
puted by dividing stockholders’ equity by long-term debt. A satisfactory debt-
to-equity ratio is considered to be I to 1.

Income Statement The income statement also is known as the operating
or profit and loss (P and L) statement. It summarizes financial transactions



Figure 2=-3 Fxample of a broadcast station’s balance sheet. (Source: Format, South-
ern Starr Broadcasting, Alexandria, Va. Numbers by the authors.)

BALANCE SHEET

December 31,

Current Assets:

Cash $ 350,000
Accounts Receivable 1,000,000
Reserve for Bad Debt (50,000)
Net Accounts Receivable 950,000
Prepaid Expenses 100,000
Total Current Assets $2,400,000
Fixed Assets:
Land $ 400,000
Buildings 300,000
Equipment 200,000
Automobiles and Trucks 25,000
Office Furniture/Equipment 50,000
Leasehold Improvements 25,000
Total Fixed Assets $1,000,000
Accumulated Depreciation $ (100,000)
Net Fixed Assets $ 900,000
Net Intangible Assets 3,700,000
Total Assets égégggéggg
Current Liabilities:
Accounts Payable $ 300,000
Accrued Expenses 100,000
Current Notes Payable 600,000

Total Current Liabilities

$1,000,000

Long-Term Notes Payable 3,000,000
Shareholders' Equity:
Common Stock 1,000,000
Retained Earnings Beginning 1,000,000

Retained Earnings Current Year

1,000,000

Retained Earnings Total $2,000,000
Total Shareholders' Equity $3,000,000

Total Liability and Equity

$7,000,000
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and events over a given period of time. The difference between revenues and
expenses is the profit or loss for that period.

Revenues A major source of revenue for all broadcast stations is the sale of
time to local, regional, and national advertisers. Network compensation is an
additional source for all network-affiliated television stations and some radio
stations. Other broadcast revenues include the sale of programs and talent,
and the rental of station facilities. Rents received for the use of station-owned
land, interest, and dividends are examples of nonbroadcast revenues.

Revenue sources for cable systems are somewhat different. Most revenue is
derived from subscribers. However, systems are developing their advertising
revenue through the sale of local and national spots, principally in local avail-
abilities in advertiser-supported cable satellite networks. Pay-per-view events
and movies are becoming another significant growth area. Cable operators are
required by law to set aside channel capacity for lease to third parties, and
some receive revenue from such leases.

Expenses Expenses are classified either as direct or as operating and other. Di-
rect expenses are commissions paid to agencies for the sale of time. Operating
and other expenses are listed according to the organizational structure. Usu-
ally, they reflect the costs of operating the major departments or areas of ac-
tivity. In broadcast stations, they are technical (engineering), program, sales,
promotion, news, and general and administrative.

Other expenses are cash and noncash expenses incurred in the operation
of the business. Depreciation is an example of a noncash expense and results
from the write-off of tangible assets, such as plant and equipment. Typically,
the asset is reduced by equal annual amounts over its life. The systematic an-
nual reduction in the asset’s value is an expense and is charged to the income
statement.

The current U.S. tax laws divide tangible assets into 3, 5-, 7-, 10-, 15-, 20-,
and 41-year properties for purposes of calculating depreciation. Other non-
cash expenses may be amortized, the systematic reduction of an account over
a period of time. As noted earlier, an example of an expense that is amortized
is good will.

The term amortization is also frequently applied to program contracts, which
are a cash expense item. Various methods for amortizing program contracts
exist. One method is straight line, which permits a deduction of the total con-
tract in equal annual amounts over the term of the contract. The alternate ap-
proach is called accelerated amortization. Under this method, larger amounts are
written off in the early years of a contract, the theory being that the initial runs
of a program have the most value. More detail on specifics of these two ap-
proaches can be found in industry publications such as BCFM’s Accounting
Manual. Tt should be noted that amortized program contracts are tax de-
ductible and are usually charged to the program expense account, not to the
“other” category.

Another common “other” expense is interest. Interest is the premium paid
on amounts borrowed to finance acquisitions, purchases of equipment, or
construction of a new facility.
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Expenses are charged to the department incurring them. Those that are
necessary for the overall functioning of the operation, such as utilities, gener-
ally are counted against general and administrative costs.

Salaries and wages represent an expense in all departments. The following
are examples of other broadcast department expenses:

Technical
* parts and supplies for equipment maintenance and repair
* rental of transmitter lines

* tubes for transmitter and studio equipment

Program
¢ program purchases

* rights to broadcast events (e.g., sports)
* recordings

* music licensing fees

* supplies (e.g., tapes)

* line charges for remote broadcasts

Sales
* commissions paid to staff

® commissions paid to station rep company
¢ trade advertising

¢ audience measurement

¢ travel and entertainment

Promotion
* sales promotion

* advertising and promotion of programs
* research
¢ merchandising

News
* videotape

* recordings, tapes, and transcripts
¢ raw film

® wire service

* photo supplies

* art supplies

General and Administrative
* maintenance and repair of buildings and office equipment

e utilities
® rents

® taxes and insurance
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» professional services (e.g., legal, accounting)

* office supplies, postage, telephone and telegraph
e operation of station-owned vehicles

¢ subscriptions and dues

¢ contributions and donations

s travel and entertainment.

Operating expenses are deducted from revenue to determine profit or loss.
Profit is the amount by which revenue exceeds expenses. The profit resulting
from the deduction of operating expenses from revenue is called operating
profit. Such deductions do not include noncash expenses, such as the depreci-
ation and amortization previously discussed. Once the operating profit has
been determined, it is then further reduced by depreciation, amortization,
and federal, state, and local taxes. Operating profit adjusted for other ex-
penses and taxes is called net profit.

To operate effectively, electronic media managers must know how much
cash their enterprise produces annually, not just how much profit. Cash flow is
the term used to describe the cash generated. It is calculated by adding back to
net profit the amounts charged to expenses for depreciation, amortization, in-
terest, and taxes. It is the term cash flow that is used to determine the value of
an electronic media property by applying multiples to it. For a more detailed
treatment of these concepts, refer to the discussion of multiples and prices in
Chapter 10.

No income statement treatment can be complete without a discussion of
trade-outs. A trade-out or barter transaction occurs when goods or services are
provided in exchange for time. As direct transactions, they do not produce com-
missionable billings for advertising agencies and, depending upon individual
station or system policy, may not result in commissions for account executives ei-
ther. The transactions must be included on financial statements, with the major
questions being the value to assign to them and when to record them.

The Broadcast Cable Financial Management Association recommends that
the value of the transaction be equal to the cash saved as a result of the barter.
On timing, the BCFM outlines three ways: (1) record income and expense in
the same amount in the same period, (2) record income and expense in equal
amounts over the term of the barter contract, or (3) record revenue as trade
spots are run and expense as goods and services are used. One of these three
methods must be selected and consistently applied.

Like the balance sheet, the income statement also begins with a chart of ac-
counts. The one used by Television Station Partners, L.P. and associated sta-
tions, network affiliate television group operators, is as follows:

REVENUES

0311110 Local direct
0311114 Local agency—spot
0321120 Regional—spot
0321122 Regional—program
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0331130 National—spot

0331132 National—program

0345002 Network CBS

0351150 Political spot

0351160 Political national

0361161 Production charges

0361164 Other miscellaneous income
0385000 Trade income

EXPENSES

Agency Commissions

0411401 Agency commissions
0411402 Rep commissions

Direct

0451452 Program rights
0451453 Music license fees
0451454 Film amortization
0451456 Film shipping

0451465 Film amort—S/L addtl.
0451466 Imputed interest
0451954 Trade—film

Technical

0510201 Salaries and wages
0510202 Overtime

0510214 Heat, light & power
0510215 Maint. & repairs general
0510216 Telephone

0510217 Travel & entertainment
0510218 Auto expense

0510219 Office supplies

0510220 Postage

0510501 Technical repairs
0510502 Grounds maintenance
0510503 Tower repairs

0510504 Video headwheel repairs
0510505 Tube expense

0510506 Studio—transmitter lines
0510507 Outside engineering exp
0510508 Tools and supplies
0510917 Trade—travel and entertainment
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Program
0610201
0610202
0610215
0610216
0610217
0610218
0610219
0610220
0610601
0610602
0610603
0610605
0610606
0610607
0610609
0610610
0610917

News
0625201
0625202
0625215
0625216
0625217
0625218
0625219
0625220
0625601
0625604
0625605
0625606
0625607
0625917
0625918
Selling
0710201
0710202
0710204
0710205
0710215

Salaries and wages
Overtime

Maint. & repairs—general
Telephone

Travel and entertainment
Auto expense

Office supplies

Postage

Videotape

Records & tapes

Raw film

Photo supplies

Art supplies

Props

Studio lighting

Prizes

Trade—T & E

Salaries and wages
Overtime

Maint. & repairs—general
Telephone

Travel and entertainment
Auto expense

Office supplies

Postage

Videotape

Wire service

Photo supplies

Art supplies

Sets and props

Trade—T & E
Trade—auto expense

Salaries and wages
Overtime

Salesmen’s commissions
Bonus

Maint. and repairs

MANAGEMENT
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0710216 Telephone

0710217 Travel & entertainment
0710218 Auto expense

0710219 Office supplies
0710220 Postage

0710701 Research and surveys
0710702 Sales promotion
0710904 Trade sales promotion
0710917 Trade—T & E

Promotion

0750201 Salaries and wages
0750202 Overtime

0750215 Maint. and repairs
0750216 Telephone
0750217 Travel and entertainment
0750219 Office supplies
0750220 Postage

0750701 Research

0750702 Sales promotions
0750703 Advertising
0750704 Merchandising
0750903 Trade—advertising
0750904 Trade—promotion
0750917 Trade—T & E

General and Administrative
0810201 Salaries and wages
0810202 Overtime

0810203 Vacation pay
0810205 Bonus

0810215 Maint. and repairs
0810216 Telephone
0810217 Travel & entertainment
0810218 Auto expense
0810219 Office supplies
0810220 Postage

0810801 FICA tax

0810802 FUTA

0810803 SUTA
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0810804 Workman’s compensation
0810805 Group insurance
0810806 General insurance
0810807 Pension

0810808 Audit

0810810 Office expenses
0810811 Dues & subscriptions
0810812 Meetings

0810814 Contributions
0810817 Personal property tax
0810818 Real estate taxes
0810819 Other taxes

0810822 Consultant fees
0810823 Computer costs
0810824 Legal fees

0810827 Collection expense
0810917 Trade—T & E
0810918 Trade—auto expense
Other Income and Expenses

0910900 Depreciation expense
0930880 Amort. license
0930890 Amort. deferred charges

0930990 Gain or loss—sale of assets
0930991 Rental income
0930992 Miscellaneous income

0930995 Bad debt provision
0930999 Miscellaneous expense

Figure 2-4 is an example of an income statement comparing the most re-
cent month with the budget and the month for the previous year. It also pro-
vides comparative data on the accumulated year-to-date figures. Electronic
media managers in this bottom-line world need at their disposal the kind of
complete financial information depicted in order to succeed.

Different proportions of revenue are provided by each source to radio and
television stations; and radio stations and network-affiliated and independent
TV stations incur expenses differently.

Local advertising provides most of the sales dollars generated by the typical
radio station (Figure 2-5). For the typical network-affiliated television station,
local advertising accounts for just over one-half of each sales dollar (Figure
9-6). Revenues from local advertising comprise about 52 cents of the typical in-
dependent TV station’s dollar, with national and regional advertising making
up virtually all the rest (Figure 2-7).



52 ELECTRONIC MEDIA MANAGEMENT

Figure 2-4 Example of a broadcaster’s income statement. (Source: Television Station Partners, New

PONTH o oo YEAR-T0-DATE <+~-s-cececsasanrana
QUOGET ACTuAL VARIANCE MIDI BU0GET ACTUAL VARTANCE Prioe
REVEMX
LOCAL DIRECT 100,091.00 48,809.50 51,201.%50- 30,025.00  847,361,00 581,315.95 266,045,053~  443,50).74
LOCAL AGENCY 419,279.00 334,980.00 84,319.00-  294,915.00 3,492,559.00 3,545,173.4) 147,385.37- 3,277,632, 2
REGIONAL 201,277.00 176,415.00 24,882.00-  188,807.00 2,786,711.00 2,409,437.62 357,273.38- 2,440,703.34
NATIONAL 48),548.00 348,509.00 135,039.00-  313,560.00 4,519.437.00 4,747,778.00 228,341.00 4,257,130.04
NETUORK 35,521.00 86.530.00 31.009. 00 50.7%6.00  454.710.00 489,613.00 32,905.00  649,693.00
POLITICAM 00 00 00 320,235.00 283,325.00 84,910.00- 92,305.00
oTHER 2,583.00 252.80 2.3 20- 1,070.% 30,”6.00 33,104.50 2,138.50 32,635.30
TRADE 9,914,00 20,748.55 10,834.55 13,718.5¢ .00 172,160.44 79,543, 44 183,266.68
*eGROSS REVENE 1,272,13.00 1,014,224.85  255,988.15- 877,680.04 12, ’76 626 00 12,481,940.14 514,685.84-11,577,089.72
COnnISSIONS
AGENCY 165,614.00 120,992.60 34,623.40-  118,354.80 1,702,343.00 1,681,584.11 18,738.89- 1,523,140.9¢
SALES REPS 34,040.00 24,3%9.90 9,480.10- 22,332.28  342.207.00 348,339.82 6,132.82 207,202,785
oNET REVENUE 1,072,557.00  842,682.35 209,874.85  736.972.66 10,932,076.00 10,430,016.21 $02,059.79- 9,746,740.98
OPERATING EXPENSES
DIRECT 103,764.00 $9,032.94 4.731.06-  100.994.91 1,172,946.00 1,136.512.51 36,433.49- 1,286,935.24
TECHIICAL $3,545.00 43,335.49 10,209.5¢- l’ b.'l)le 455,409.00 662,703.74 7,294.74  642,379.12
PROGRAN 11,374.00 11,064.94 209.06- 074.41 160,794.00 1398,543.18 2,240.82-  133.711.00
NEUS 58.645.00 67.847.49 9.002.49 M) 104.16 708,284.00 717,894,79 9,610.79  484,918.73
SALES EXPENSE 98,039.00 124, 552 18 26,493.18 20, 6!7.2‘ 1,118,262.00 999,028.44 119.233.36-  877,304.48
’ TI0M 3,151.00 72- 3.%61.72- 72.94 103,944.00 112, OJl 41 8,087.41 93,989.48
GENL AMD ADMINISTRATIVE 83,684.00 87, l.'l? 4 16.251.37- 101, S‘Z.“ 1,014,999.00 798,044.54 16,954.44-  938,191.21
*eTOTAL OPERATING EXPENSES 412,222.00 412,454.95 432.95  342.768.12 4,934,620.00 4,784, 7Sl 8 149,849.17- 4,499,629.20
OPERATING INCOME 660,335.00 430,027.40 210,307.60-  394,204.54 5,997,448.00 5,445,257.38 352,190.62- 5,047,111.70
DEFRECIATION 108,430.00 105.776.34 2,673.06-  103,780.25 1,301,400.00 1,298,726.3¢ 2.673.66~ 1,268,296.47
NET INCONE BROAOCAST InG $91,385.00 344,251.06 207,633.94  290,424.29 4,696.048.00 4,346,531.04 349,516.96- 1,779,815.2)
OTME®R DEOUCT IOWS
ARORTIZATION 14,575.00 14,575.94 ] 14,5754 174,900, 00 174,904,080 LR 00 174,904.08
INTEREST EXPENSE (NET) 5 .00 00 00
OTHER EXPENSE (INCOAE) 1,983,00- .135.68- 172.98- 2.016.23- 21,593 00- Iy ’ “2. 22.308.04-
’l'HAL OTnER DEOUCTIONS 12,612.00 lZ 439. 40 172,54~ -.43’ o0 153,307 00 1297348 9.,666.48 132,596.04
400 NET INCONE oo 339.273,00 31,811.40 207.451,40-  277,865.29 4.542,741.00 4,183,557.56 359,183.44- 1,626,219.19

The typical radio station spends about 42 cents of each expense dollar on
general and administrative costs and half of that amount on programming and
production (Figure 2-8). Likewise, for the network-affiliated television station,
the greatest single expense is the approximate 33 cents for administration, fol-
lowed by programming and production (Figure 2-9). The biggest slice of the
expense dollar for the typical independent station, on the other hand, goes to
programming and production (Figure 2-10).

Eighty-six percent of the typical cable television system’s revenue is derived
from the sale of basic services (63 percent) and pay cable services (23 per-
cent). Advertising sales account for 5 percent, and the remaining 9 percent
comes from a variety of sources, including pay-per-view, home shopping, mini-
pay, and digital audio. The allocation of expenses varies from system to system,
and no reliable national averages are available.

COST CONTROLS

Radio, television, and cable have discovered the importance of cost controls
only recenty. For most of their history, all three enjoyed almost automatic and
sizable annual revenue increases. In that climate, management increased prof-
its primarily through such increases, not through reducing costs.
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Figure 2=5 Sources of a typical radio station’s sales dollar. (Source: 1992 NAB
Radio Financial Report. Used with permission of the National Association of Broad-
casters.)

Network
Compensation
(1.6%)

Nat'l/Reg'l Adv.
(21.5%)

po |

Figure 2-6 Sources of a typical network-affiliated television station’s sales dollar.
(Source: 1993 NAB Television Financial Report. Used with permission of the Na-
tional Association of Broadcasters.)
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Figure 2=7 Sources of a typical independent television station’s sales dollar. In-
cludes Fox independents. (Source: 1993 NAB Television Financial Report. Used with
permission of the National Association of Broadcasters.)
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Figure 2-8 Allocation of a typical radio station’s expense dollar. (Source: 1992
NAB Radio Financial Report. Used with permission of the National Association of
Broadcasters.)
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Figure 2-9 Allocation of a typical network-affiliated television station’s expense dollar. (Source: 1993
NAB Television Financial Report. Used with permission of the National Association of Broadcasters.)
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Figure 2-=10 Allocation of a typical independent television station’s expense dollar. Includes Fox
Independents. (Source: 1993 NAB Television Financial Report. Used with permission of the National

Association of Broadcasters.)
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In the late 1980s, the equation changed for broadcast radio and television.
The combination of general economic conditions, the rise of niche marketing
due to cable, and the fragmentation of audience shares related to the FCC’s lib-
eral licensing policies all but eliminated the customary annual sales increases.

Cable’s string ran a little longer. By 1994, however, its automatic revenue
growth began to diminish as advertiser fascination with niche marketing
began to fade. Cable’s emerging revenue malady grew out of two other factors.
The first was the reregulation of some cable rates under the 1992 Cable Tele-
vision Consumer Protection and Competition Act. The second was the matur-
ing of the industry. The number of homes passed by cable rose to 98 percent
of television households, dramatically reducing the likelihood of a continuing
new subscriber influx.

In the new environment, albeit at different times, radio, television, and
cable turned to cost controls. The most effective control technique capable of
producing significant immediate results is personnel reduction. Radio and
television eagerly seized on this method, occasionally producing headlines
with it. Increasing reliance on sophisticated automation for television and au-
tomation plus utilization of satellite formats for radio accelerated staff cut-
backs. Radio also has been able to accomplish some staff downsizing through
economies of scale made possible by new FCC ownership rules, which allow
common ownership of AMs and FMs in the same market.

When cable’s moment of truth came, it focused initially on personnel ad-
justments, too. Cable also relied on automation technology to achieve some of
its personnel goals. In addition, it turned to outside contractors to perform
some of the functions formerly undertaken by staff. Cable uses independent
contractors for installation, rebuilds, and other technical duties and, in some
instances, for the sale of local and spot advertising.

Once the immediate cost benefits of personnel reduction are realized,
additional expense reduction is a lot more tedious and requires persistent
management attention. Continuing vigilance and monitoring of certain ex-
penditure categories historically have led to savings. Many of these items in-
volve commonsense administration and are common to radio, television, and
cable. They include the following:

1. Employee Performance
A. Employees should be hired on the basis of their qualifications to carry
out required tasks. If a staff member lacks the necessary skills, or has to
be trained or assisted, performance will suffer and the station or system
will not be receiving value for its salary or wage dollar.

B. Each employee’s workload should be great enough to justify the posi-
tion. Underemployment represents a waste of dollars and a drain on
profits.

C. Employee efficiency is influenced by available resources. The company
must provide the equipment and the space necessary to enable staff to
produce quality work efficiently and economically.

D. The work environment must be conducive to productivity. Uncomfort-
able temperatures, noise, and interruptions detract from work, and may
reduce accomplishments and profits.
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E. Supervisory personnel should be conversant with the job description of
each employee in their charge and, through example and direction,
strive to ensure that each performs at maximum efficiency.

F. Clear policies should be established and enforced on employee working
hours and privileges, such as the frequency and length of coffee or meal
breaks. Abuse can result in lowered productivity. Similarly, policies
should be set forth on personal use of the telephone and other facilities.
An employee engaged in a personal telephone call or in personal use of
a copying machine or computer may delay the completion of business.
Further, the cost of long-distance telephone calls for personal reasons
can be substantial.

G.Morale is an important element in the willingness of employees to assist
in controlling costs. For that reason, management should not under-
estimate the significance of employer-employee relations and of other
factors that contribute to morale.

Employee Compensation
Salaries and wages should be fair and competitive in the market. However,
care must be taken with increases and overtime.

It is financially dangerous to lead employees to believe that they will re-
ceive automatic, periodic increases, unless that is company policy. Staff ac-
customed to receiving such increases will feel resentment if they are not
granted or are discontinued. Instead, some employers prefer to grant
bonuses, which are not viewed as a right and need not be given automati-
cally or regularly.

Employees who regularly receive overtime pay regard it as part of their
salary. When overtime is reduced or eliminated, they consider it a cut. If
work cannot be completed in the normal work day, consideration should
be given to adding part-time personnel at the regular rate of pay, thus
avoiding the premium rates that have to be paid for overtime.

Professional Services
Some professional services are necessary, but their use should be reviewed
periodically and controlled. The services used most by broadcast stations
and cable systems are

A. Accounting and auditing
The staff bookkeeper should be able to carry out most of the accounting.
If not, an accounting firm will have to be used, and at a substantially
higher cost. However, such a firm usually is engaged to file tax papers
and conduct audits.

B. Legal
Mogst stations find it advisable to retain a Washington, D.C., attorney who
is qualified to practice before the Federal Communications Commission.
The attorney provides the station with timely information and advice, and
is especially helpful in the preparation of license-renewal papers. The in-
creasing burden and complexity of federal regulation also has led many
cable systems to engage Washington counsel. Some systems are trying to
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minimize the expense by joining with others in a consortium. Engaging a
local attorney in addition is not a wise expense for most stations or sys-
tems, since most of the help requested concerns the collection of overdue
accounts. That is a service that can be rendered more economically by a
collection agency.

C. Consulting
Stations often feel the need for outside advice on programming, news,
sales, and promotion. Engaging consultants can be costly. A more eco-
nomical approach is to try to include such assistance, if possible, among
the services of the station rep company.

4. Facilities
A. Land and buildings

Even though the cost of purchasing land and buildings may be high, it is
more advantageous for a station to own than to rent. This is true, partic-
ularly, of the land on which cable satellite downlinks or the broadcast
transmitter tower and building are located. If the landowner demands an
excessive amount of money to renew a lease, management faces a
dilemma. It is especially acute for broadcasters, since the license to
broadcast is granted on the present tower location. To move would in-
volve costly engineering studies and attorney fees and would require
FCC approval.

Rental of office and studio buildings poses fewer risks. However, it
may be difficult or impossible to obtain the owner’s approval to make
structural changes aimed at increasing services or improving efficiency.

B. Equipment

All equipment should be purchased at the best price available and for its
contribution to the quality, efficiency, or range of program or other ser-
vices. If it will generate additional revenues or reduce costs, so much the
better. The temptation to buy equipment for “prestige” should be
avoided. The same is true of equipment that will not be used regularly.
Renting rather than purchasing may make more sense. A similar ap-
proach should be taken with telephone equipment and services. They
should be sufficient for the business’s needs, but not extravagant.

5. Insurance
Insurance has become a major cost increase item. Some insurance require-
ments are mandated by state law. An example is workers’ compensation.
Loan agreements with the station’s or system’s lenders may require certain
coverage, such as fire, automobile, title, or errors and omissions. Cost effi-
ciencies on some types of insurance may be achievable through state or na-
tional broadcast or cable associations.

The major problem in recent years has been medical insurance. Premi-
ums have escalated dramatically and are a major expense item. Employers
constantly monitor such costs and pursue methods designed to limit the sig-
nificant annual increases. Today, many companies require up to one or two
years of service before an employee qualifies for employer-paid (or partially



FINANCIAL MANAGEMENT SQ

2

S

paid) medical insurance. Generally, deductibles have been increased and
benefits have been capped or limited to contain costs. Employees have
come to expect that medical insurance will be included in their compensa-
tion package. How it is administered is a definite morale factor.

Bad Debts

Failure to collect payment for time sold to advertisers is a problem that con-
fronts many stations and a growing number of cable systems. Elimination of
the problem is impossible, but it can be reduced through the statement and
enforcement of a policy on billing and payment procedures. It may be nec-
essary to terminate delinquent accounts to prevent additional losses and
send a message to other advertisers.

Budget Control

Close control should be exercised over all expenditures. For purchases, this
can be accomplished through purchase orders that require the general
manager’s signature. A control system should exist for other expenditures,
including the following:

A. Travel and entertainment

A policy should be established for employees who incur work-related
travel and entertainment costs, not only to control them but also to sat-
isfy the requirements of the Internal Revenue Service. Before reimburs-
ing employees, many companies require submission of an approval
voucher signed by a supervisor or the general manager. Usually, it gives
the date and purpose of the travel, locations, and details of and receipts
for travel, food, accommodation, and other items, such as parking fees,
tips, and tolls.

B. Dues

Management must determine those associations or organizations in
which the station or system should hold membership. The National As-
sociation of Broadcasters or the National Cable Television Association
(NCTA) usually are high on the priority list. Affiliation with the state
broadcast or cable association and the local chamber of commerce also
may be considered advantageous. However, all memberships should be
chosen with an eye to the benefits they provide.

Many companies believe that department heads and others should
join appropriate local, state, or national organizations to advance their
careers or the employer’s interests. If the company has a policy of paying
employee membership fees, it is important that each proposal for mem-
bership be considered on the basis of the benefits that will accrue to the
individual and the company. If membership contributes little or noth-
ing, monies spent will be wasted.

C. Subscriptions
Most employers subscribe to selected newspapers, magazines, and journals,
and make them available to staff. Publications should be chosen for their
contributions to the interests of the staff and the company. Costs can be re-
duced by eliminating those that are not read or are of marginal interest.
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D. Contributions
All stations and systems confront requests from nonprofit organizations
for financial contributions or air time. To control such expenditures, a
policy should be implemented that permits the discharge of the “good
corporate citizen” role and prevents resentment by those whose requests
cannot be granted. Many companies put a dollar value on each public
service announcement aired and mail an invoice to the organization in-
dicating that the amount represents a contribution. Such records also
provide useful documentation for license- or franchise-renewal purposes.

E. Communications
Broadcasting and cable always have been the home of deadlines and
time demands. With today's emphasis on productivity and lean staffs,
time pressures are intensified. Such an atmosphere produces an em-
ployee reliance on expedited means of communication, which almost al-
ways add to costs. Dependence on telephone, fax, photocopies, and
express delivery services have become the rule, not the exception. Expe-
rienced management knows that even little numbers can grow quickly
into larger ones, to the point of becoming unpleasant surprises.
Accordingly, managers must be alert to these expenditures and must
develop methods of monitoring and control. For example, most com-
munication systems today have electronic entry codes. They ensure that
only authorized staff incur expenses. If employees exceed their authority
or abuse their access, remedial action can be taken. The use of such
codes has an immediate and dramatic effect on telephone, fax, and photo-
copy excesses. Abuse of costly overnight delivery services as a defense
against almost-missed deadlines is not as easy to control and requires real
management diligence.

MONITORING FINANCIAL PROGRESS

Management can monitor financial performance in a number of ways. The
most obvious is to compare actual results for a month, quarter, or year with the
budget and the comparable period for the prior year. A good financial state-
ment, balance sheet, or income statement will give a manager all that infor-
mation on one piece of paper (see Figure 24).

Another important monitoring technique is the comparison of the station’s
or system’s financial progress with that of peers. One of the principal sources
that provided comparison—the NAB’s annual Radio Financial Report, cited in
Figures 2-5 and 2-8—has been discontinued. However, its television report still
will be available.

There are other sources for comparative information. One consists of
newsletters and annual reports issued by Paul Kagan Associates, Inc., of
Carmel, California.” Annual reports include the Broadcast Financial Record and
the Cable TV Financial Data Book. Addmonal sources are available from the
Radio Adverusmg Bureau (RAB), the Television Bureau of Advertising
(TVB), and the Cabletelevision Advertising Bureau (CAB).* Revenue reports
for some markets are compiled by Miller, Kaplan, Arase & Company



Figure 2=11 NAB Television Financial Monitoring System Report order form. (Reprinted with per-
mission from the National Association of Broadcasters.)

Naona! Associanon of

7
/A TELEVISION FINANCIAL MONITORING SYSTEM
BROADCASTERS REPORT ORDER FORM

STATION COMPARISON CRITERIA
To determine the parameters of your customized TVFMS report(s), please complete this form. You must return a separate completed order
form for each report you wish to order.

COSt Of SINGIE FEPOM. . . ..ot it iiennananaanaansannasanntseeasnesssenstnnans tasssansee .. List Price: $400

NAB Member Price: $200.00
Cost of each additional report, based on an alternate set of comparison criteria, {your order for
additional reports must be received at the time we receive your original report request). .......... List Price: $200.00

NAB Member Price: $100.00

Please select the option(s) in each of the following five criteria categories that best describes the television station(s) you wish to profile
in your report. You must select an option in each of the five categories that follow or your request cannot be completed.

1) Type of Television Station — choose one category:

O VHF Affiliates 0O UHF Affiliates 0 All Affiliates
C VHF Independents 0 UHF Independents 0 All independents
C All UHF 0 All UHF 0 All Stations

2) ADY Market {Arbitron Market Ranking) — choose a lower limit, upper limit or all markets.
Lower Limn (circle one):

1, 6. 1. 16, 21, 26, 31, 36, 41, 46, 51, Sé, 61, 66, °1.
76, 81, 86, 91, 96, 101, n, 121, 131, 141, 151, 161, 7, 181, 191, 201
Upper Limit (circle one):
S, 10, 1S, 20, 25, 30, 35, 40, 45, 50, 55, 60, 65, 70, 75,
80, 8s, 90, 95, 100, 110, 120, 130, 140, 150, 160, 170, 180, 190, 200, 215

3) Region — choose one region, any combination of regions, or all regions. (You may select more than one region).
0 New England (CT, ME, MA, NH, RI, VT)
C Mid-Atantic (N§, NY, PA)
C South Atlantic (DE, DC, FL, GA, MD, NC, 5C, VA, wv)
0O €ast North Central (IL, IN, MI, OH, W1)
CC East South Centrai (AL, KY, MS, TN)
0 west North Central (1A, KS, MN, MO, NE, ND, SD)
C West South Central (AR, LA, OK, TX)
D Mountain (AZ, CO, 1D, MT, NV, NM, UT, wY)
0 Pacific (AK, CA, Hi, OR, WA)
C All Regions

3) Year — choose beginning, intermediate and end year (you must specify all three).

Beginning Intermediate End
C 1983 0 1984 C 1985
0 1984 C 1985 C 1986

Note: Later years will be added annually as data becomes available.
5) Revenue and Expenses — choose none, one or two line items from those shown below. For each line item you select, you must choose
an upper and lower gollar limit for that line ttem. All limits specified must be rounded off to the nearest half million

Lower Limits Upper Limits
Category {Millions) (Millions)

Nat'l & Reg’l. Adv. Revenue

Local Advertising Revenue

Total Time Sales

Total Net Revenue

Prog. & Production Expenses

News Expenditures

Total Expenses
Z No Revenue or Expense Limits Selected

Note: Every effort will be made to accommodate the criteria you have selected to define your TVFMS report. However, certain restrictions
Jare placed on the comparative station selection process to ensure confidentiality. A minimum of 10 stations must fit the <pecified criterta
you have selected.

o nnnnnon
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Another useful tool is the NAB's Television Financial Monitoring System,
whose customized reports allow for the comparison of financial results of a
particular station with those of similar stations. To use the system, it is neces-
sary to send the NAB a special order form with details of the station for which
comparative data are desired (see Figure 2-11).

Additionally, in some markets, stations report their revenue results to an
accounting firm retained by all stations. Where available, this procedure pro-
vides a method of determining a station’s revenue performance as a percent-
age of the total for the market. Since stations are no longer required to report
their financial results to the FCC, this can be a valuable method of monitoring
station and market performance.

Financial results are now the most important measurement of a manager’s
effectiveness. The electronic media manager must be knowledgeable about
these important matters.

Financial management demands an understanding of the accounting func-
tion, basic financial statements utilized by managers, methods of preparation,
and the terminology employed.

The accounting function begins with the budget process, continues with
the recording and reporting of transactions, and concludes with an analysis of
financial results.

The budget is a planning and control document that plots the course of
projected financial transactions (i.e., revenue, expense, profit, or loss). Actual
daily results are recorded in journals and ledgers, and are transferred to fi-
nancial statements by using charts of accounts. The two main financial report-
ing forms are the balance sheet and the income statement. The balance sheet
reveals the condition of the business at a fixed point in time. It discloses total
assets, liabilities, and capital of the operation. Ratios are then applied to
balance sheet results to determine the relative strength or weakness of the
company.

The income statement is another measure of financial health. It measures
revenue and expenses, resulting in profit or loss for a given period of time.

After the results are reviewed and compared with the budget, cost control
methods may be required. Even if financial results meet or exceed the budget,
the electronic media manager might still be underperforming. Financial
progress is also judged by a comparison of the results achieved with similar
facilities inside or outside the market. Once made, those additional compari-
sons may require management to effect further changes in station or system
operations.

WHIT is a very successful contemporary hit radio (CHR)-formatted FM sta-
tion located in a top-20 American radio market. It is owned by a group radio
operator that desires to expand its media concentration in the markets it cur-
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rently serves, as permitted by the recent changes in Federal Communications
Commission ownership rules.

To initiate its strategy, the company has announced the purchase of WMIS,
a not-so-successful album-oriented rock (AOR)-formatted FM station. WHIT's
owners have contracted to pay eight million dollars for WMIS. WMIS has no
cash flow but does own tangible assets of two million dollars, including down-
town real estate. Ownership seeks the maximum attainable financial benefits
from the union of WHIT and WMIS.

You are the general manager of WHIT and have been delegated the task of
implementing ownership’s first duopoly.

1. Duopoly is a new, fast-emerging ownership concept, but no one has a lot of
experience with it. The financial records and game plan for this new com-
bination must be set up. What sources might you use for guidance to assist
you in completion of your task?

2. As general manager of WHIT, you have used cost containment as a major
element in your profit-generation strategy for several years. What chal-
lenges