FINANCIAL TECHNIQUES FOR NON-FINANCIAL CATALOGUE MANAGERS: 

Part Four: Advertising for Catalogue Requests

We need more names!   How often do you hear that plea in the Marketing Department?   One route to consider is advertising for catalogue requests.   At one end of the scale this can mean a full page colour advertisement in a high circulation Sunday newspaper.   At the other end it could mean taking a panel alongside other cataloguers in the back pages of a monthly magazine.   In between you have a diversity of different size advertisements in colour and black-and-white and also loose inserts of all shapes and sizes.

This article explains how to calculate the profitability of the campaign and determine the key factors affecting performance.

Assumptions

There are two key assumptions that you will have to make before undertaking the campaign:

· Number of Requests

Whilst your media buyer should be able to give you an idea of how many requests you are likely to receive, this will only be a rough estimate.  In our example we have assumed 10,000 requests are generated. 

· Performance of the Requesters when First mailed the Catalogue

Article 1 in this series explained the concept of Demand per catalogue.  We assume here that the 10,000 catalogues produce £55,000 demand, an average of £5.50 per book when first mailed.

The following assumptions are not specific to the advertising campaign and can be generated from your existing mailing data and known expenses: 

· Cost per Request
Sum the costs of design and production of the advertisement, the cost of the media and the cost of taking the request by telephone and mail.   Then divide by the number of requests you know came from this source.  In our example we assume £18,000 of costs, this is £1.80 per request.

· Marginal Catalogue Cost

This is the cost of producing and mailing one more catalogue.   We assume that all fixed costs (Design, Photography etc.) have already been incurred and do not alter if we print more catalogues for our advertising campaign.  In our example this cost  is 60 pence.

· Orders per Buyer

A purchaser from a catalogue will place one or more orders in a campaign.   We do not want to overstate the number of new buyers converted from our catalogue requests by assuming one order equals one buyer.  We assume 1.1 orders per buyer.

· Catalogues issued in a Year

The frequency of mailings influences two things in this analysis.   First, the ability to convert requesters to buyers and second, the profit generated from the new buyers.   For example, take the extreme case of a catalogue that is only issued once a year.   Any new buyers converted from catalogue requests will have aged by up to 12 months before they are mailed the next catalogue.   Similarly the requests generated from this year’s advertising campaign will be almost 12 months old when mailed the following year.  Time adversely affects response.   We assume 4 catalogues a year in our example.

· The Factor

Article 2 in this series explained that the conversion of Demand into Profit could be summarised into one number, the Factor.   In our example the Factor is 3.6.   This means that the average order of £60 will convert into £16.67  (£60/3.6) contribution to Catalogue Costs and Overheads.

Spring

This is enough to get started.   We begin our analysis in Spring.   The advertisement has appeared and 10,000 requests come in.   We mail these potential customers and convert some of them to buyers.   Here is our simple operating statement for this part of our total circulation:

Circulation



10,000

£/Book



£5.50

Orders



  917

Demand



£55,000

Contribution
(Demand/Factor)
£15,278

Catalogue Costs


(£6,000)

Request Cost



(£18,000)

Operating Loss


(£8,722)

Ouch!   The Finance Director is breathing down your neck at losing the company almost £9,000.   Demand would need to be £86,400 to break even on the activity - unlikely.   This is easily worked out by multiplying the Factor by the Costs:

Break even Demand = Factor x Costs

£86,400     =  3.6  X    (£6,000 + £18,000) 

But before you start polishing your interview technique and turning to the job pages in “Catalogue & Mail Order Business”, let’s roll the action forward to the Summer catalogue.

Summer

From the initial 10,000 requests, 833 have become buyers after Spring:

Buyers  =   Demand/Average Order Value


         Average Orders per Buyer

Buyers = 
£55,000/£60       =     917   =   833


       1.1

1.1

These are brand new buyers and we obviously will mail them in Summer as Buyers from the last 3 months.   And because they are amongst out hottest , most recent buyers we should mail them twice more in the course of the Summer season.   We have assumed £ per book figures for each of these mailings.

In addition we give the 9,167 requesters who did not buy in Spring another chance to do so in Summer.   They will perform at a much lower level second time around.   We assumed 50% of the Spring figure, £2.75 per book.

Our Summer operating statement looks like this:




Requests
Buyers
Buyers
Buyers
Total






Drop 1

Remail 1
Remail 2


Circulation

9,167

  833

  833

833

11,166

£/Book

£2.75

£20.00

£12.00

£6.00


Orders

  420

  278

  167

   83

    948

Demand

£25,209
£16,660
£9,996

£4,998

£56,863

Contribution

  £7,003
  £4,628
£2,777

£1,388

£15,796

Catalogue Costs
(£5,500)
   (£500)
 (£500)             (£500)
(£7,000)

Operating Profit
  £1,503             £4,128
£2,277               £888               £8,796

Summer produces a profit from these mailings of £8,796 eliminating the loss of £8,722 from Spring.   The new Buyers deliver most of this profit and the requesters continue to convert into buyers (another 382 in Summer - 420 orders divided by 1.1).  On these assumptions you break even after Summer and get to keep your job,  having acquired 1,215 buyers at no cost.   The Finance Director is happy at not losing money and even happier when you tell him you will mail these extra buyers profitably in the future!

The numbers here have been chosen to show a break even by the end of the second book.   This is done for illustrative purposes and does not imply a benchmark.   It may take longer to break even.   If by the end of Summer there still a cumulative loss, you will mail and remail twice all the new buyers and maybe give the requesters one last chance to convert.   The buyers will generate profit that offsets the initial losses.

You can model the whole process for a whole year on a spread sheet.   Once you have set it up you can play around by varying the assumptions to determine the effect on the bottom line.

The profit result for the year is sensitive to all factors, particularly the initial Demand per book performance  of the Requesters.   The following changes increase the time it takes to break even, other things being equal:

· A decrease in the Number of Requests generated


· A decrease in the Requester £ per Book

· An increase in the Cost per Request

· An increase in the Marginal Catalogue Cost

· An increase in the number of Orders per Buyer

· A decrease in the number of Catalogues issued in a year

· An increase in the Factor




 

· A decrease in the Buyer £ per Book

· An increase in Average Order Value

Cautionary note:   Advertising for catalogue requests can have negative implications for cash flow and may not work for some catalogues.   Do the calculations using assumptions for your business and determine the performance required to be successful.   Before you splurge your whole marketing budget on advertising why not try a test?   

Next time we will examine the subject of another recruitment method for catalogue businesses - mailing external lists.    
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