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If I've heard it once, I've heard it a thousand times: "This advertising costs too much!"
Our clients frequently go into cardiac arrest when they see how much the advertising for
media in certain markets will cost them. I'll admit it's pretty easy to get sticker shock
when you see that a sixty second radio commercial on a popular Los Angeles station
could cost you a thousand bucks. Each. Ouch. Or when you realize that all the dot com
businesses in Silicon Valley have made radio spots on top stations in the San Francisco
market cost as much as $2,500. A minute. Or when you realize that a newspaper ad
barely bigger than a Hershey Bar in your city will cost a couple grand. It's easy to
automatically think that's a lot of money. Now here's the important question for you,
the advertiser: Does the ad actually cost too much?

So what's the answer? The savvy advertiser will tell you the cost of the ad is not the
issue. What's important is the return the ad will bring. Think about it this way: if |
charged you even as much as $40,000 for a sixty-second radio commercial that
generated enough sales to make you a profit of $50,000, then would the $40,000 be A
LOT? The answer is NO! Of course not! You'd be a fool not to beg, borrow or steal the
$40,000 so you could make the $50,000 profit! Try getting that kind of return in the
stock market!

How do you think these big companies can afford to spend over two million bucks for a
thirty second TV commercial during the Super Bowl? They know that an enormous
amount of people will see it - enough to make the return on investment a good deal.
Well, at least they hope it will.

The point is simple: you've got to figure out how much money an ad will make you
before you draw a conclusion of whether or not it costs too much. So how do you do
that? It's actually pretty easy. Here's a simple process for determining the Return on
Investment (or ROI) of an ad. First, you've got to know how much profit you make on
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each sale. For instance, if you buy whatever it is you sell for $50 and sell it for $100, your
gross profit is $50. That's easy enough. Figure out your gross profit. Step two is to figure
out what your closing ratio is. If, on average, you close one sale for every four people who
inquire, that's a 25% closing ratio. If 9 out of 10 end up buying, then your closing ratio
would be 90%. This is simple math. Now figure out what your break even is. Do this by
taking cost of the advertisement and divide it by the amount of gross profit per sale.
Remember, we already figured out what your gross profit is a second ago. So how much
do the ads cost? If the ads cost $1,000 and your average gross profit is $50, that means
you've got to make 20 sales to make back the $1,000 - that's your break even point - in
this example, it's 20 sales. Fourth and last, figure out the number of leads you need to
generate from the ad if you are to break even. To do this, you've got to know your closing
ratio, which we just figured out also. Let's say it's 25% - meaning you close one out of four
people who inquire - so if you close 25% and you need 20 sales to break even, that means
that your $1,000 worth of advertising needs to generate 80 leads to break even.

Now | know it sounds kind of complicated, but it's actually really pretty simple. We just
calculated in the example that if the $1,000 ads can generate 80 leads, you would break
even. That's a return on investment of 0. I'm not saying that your goal is to break even. |
realize that you're in business to make a profit. But let's start with breaking even; that's
the bare minimum you can accept when running an ad. Hey, at least you didn't come up
with a NEGATIVE return on investment! So let's say your goal was to double your money.
What would have to happen to your numbers? That's right, you'd have to double your lead
flow or, in this case, generate 160 leads instead of just 80. That means if you generated
160 leads you would generate a profit of $1,000 - again, on $1,000 spent. In other words,
you've doubled your money. Your return on investment is 100%. That's pretty easy to
follow, isn't it? By way of review, what we're trying to do is calculate your return on
investment for your advertising. As you go through these, think about your numbers in
your business. Here are the four steps again:

1. What's your gross profit per sale?

2. What's your closing ratio?

3. What's your break even...in terms of number of sales needed?

4. How many leads does your ad need to generate enough sales to break even?
What's your return on investment on any given number of leads you generate?

Now realize something important here. In this exercise, we've just figured out how many
leads you need to generate to break even on the cost of the advertisement and then
calculated the ROI for how many leads your ad ends up generating. That's a good piece of
information to have, but now | want to take it a step further. Let's figure out what's known
as the Lifetime Value of a Customer. What if your average customer brings you a $50
gross profit per sale like in the example we just went through? Is that the only time that
customer will ever buy anything from you? | hope not! How many times does that average
customer come back in the course of a month or a year? If your average customer shops
with you once a month and makes you $50 of gross profit every time, that customer is
now worth $600 a year - in profit. And if you know that your average customer stays with
you for 3 years, now that $50 a month client is worth a tidy $1800. So now how much
would you be willing to spend on marketing and advertising to accrue that client? What if
those were your average numbers, $50 a month for 3 years? Remember where we broke
even in the example earlier with 80 leads and just 20 sales? Now those 20 customers
would be worth an astounding $36,000 over the next three years. And it only cost you a
thousand bucks worth of advertising. Now your break even looks a lot better doesn't it? If
you could accrue a $36,000 annuity every time you ran a thousand dollars' worth of



ads - all things being equal - I'd tell you to mortgage your house and spend as much
money as possible on advertising!

Here are a couple of words of advice when figuring your return on investment for advertis-
ing. First, always estimate your numbers conservatively - in other words, on the low side.
Always figure on getting a lower number of leads than you're hoping for and expecting.
Always count on a lower closing ratio than you're used to. If you calculate your numbers
using conservative figures, then you'll do fine if your results are actually lower than
projections and in the event you do as well as you had initially hoped, you'll just make
more money than you expected.

Let’s take a real life example to give you a little better idea about this ROI stuff. We
worked with a client who was promoting seminars where they would attempt to sell a
service that cost $8,000. They hired us to do their advertising for them to promote these
seminars and the question of how much budget should they allot came up. They wanted to
start filling seminars within a week of when they hired us, so we decided that fax broad-
casting would be the best way for them to quickly get the message out about the
seminars. We could do faxing for as little as 7 per page in some major metropolitan areas,
so they came back and said they thought they would want to send 25,000 faxes a week for
the 5 weeks they would be doing seminars. So we asked them, how many sales were they
planning on generating? They said because of a unique financing plan that allowed them to
sell their package on a low monthly payment basis, they thought they could sell at least
100 packages in that 5 week time period.

Well, 100 packages is a lot and we told them that they would have to do at least 100,000
faxes a week for the 5 week period to get the number of leads required to sell that many
packages. The guy got his calculator out and did some quick math and realized that | had
just told him that he had to spend $35,000! 7 times 100,000 faxes times 5 weeks! That
number - $35,000 - sounded so huge, it caught him off guard. His idea was to spend just
under 2 grand a week or a total of less than $9,000. Big difference. That's called "sticker
shock."

So what we did was figure out the ROI according to the steps | just gave you. Remember
the steps? They are: First, figure out your gross profit per sale. He said his was about
$3,250. Second, figure out the closing ratio. He thought his would be about 20%. We
thought that sounded awfully ambitious, so we cut the numbers in half. So then, how
many sales would he need to break even on a $35,000 advertising expenditure? Well,
35,000 divided by $3,250 gross profit per sale is about 11 sales - just 11 sales to break
even. So if his closing ratio was just 10%, he'd have to generate about 110 leads to break
even. 110 leads on 500,000 faxes? I'll tell you right now, that's a laughable number. Easily
attainable. The last thing to do would be to figure out how many leads he has to have to
reach his goal. His goal was 100 sales and his closing ratio was 10%. That means he'd
have to generate about 1,000 leads. On 500,000 faxes sent out, that's like a two-one-
thousandths of a percent response. A very doable deal. He'd generate a total gross profit
on the deal of $325,000 and if you subtract out the $35,000 advertising cost, that's still a
healthy gross profit. His attitude toward the $35,000 changed instantly.

Do you see how that works now? Just run through your numbers and you'll know how
much money is a lot of money when it comes to advertising.
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Free CD Program:

The Monopolize Your Marketplace CD program is packed with valuable marketing
ideas like the above and it’s yours FREE for the asking. Just send an email to
msipe@y2marketing.comwith the letters “MYM” in the subject line and we’ll send
you the program.

Not Free, but an Incredible Deal: The Monopolize Your Marketplace one day intensive
workshops will be in San Francisco Bay Area locations in the near future. In June, over 300
people attended our workshops and the feedback was excellent. For a FREE workshop
preview pack, email me msipe@y2marketing.comwith the subject line “Seminar Info”
and we’ll get you an overview of the best one day marketing investment available
anywhere.

If yvou’re not a subscriber and would like to sign up for the FREE “Monopolize Your
Marketplace” newsletter and learn how to “Separate Your Business from the Competition.”
Simply send an email to msipe@y2marketing.com with the words “Subscribe to MYM” in
the subject line.
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