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An analysis of the corporate communications budgets of the participating companies in Fortune 500 shows that spending decreases for each lower grouping of the Fortune reputation ranking. This would appear to validate a correlation between an investment in corporate communications and a company's reputation as measured by the Fortune "Most Admired Company" ranking.
	Top 100 firms
	$32,515,000

	Second 100 firms
	$23,144,000

	Third 100 firms
	$13,405,000

	Fourth 100 firms
	$ 5,392,000

	Bottom 76 firms
	$ 3,955,000


Looking to 2005: Measurable Results - PR Proof of ROI

In the opinion of the reputable magazine “Fortune” the heat is on public relations professionals to provide clients with significant return on investment (ROI). Realizing that ROI is often a subjective matter, the goal to ensure measurable results which exceed client expectations is getting more difficult than ever.

ROI in PR
One of the most popular subjects in contemporary PR is the topic of calculation ROI in PR. Most people know very well that ROI is a financial term with one clear meaning the different PR practitioners use ROI in different context with very different meaning. When the topic is PR efficiency together with ROI on the scene is entering the term “value”. For most of the practitioners they are interchangeable like synonyms, but the truth is that they are very different terms. 
This desire for measuring ROI n PR have been fueled by three factors: 1) the economic downturn; 2) valuable efforts by many groups that add to the body of knowledge but have no macro-context; and 3) practitioners who use financial terms for nonfinancial matters. 

Now our goal is not to follow the dispute about using ROI as a way of measuring financial returns from PR. Because using ROI or another method the need of unifying the ways of measuring PR effectiveness is on the top of PR priorities today.   
How PR practitioners are using ROI nowadays? 
When we talk about ROI in PR or in business as a whole, we are talking about figures – calculating the correlation between investions in PR and the results. It might look strange for PR practitioners but calculating ROI is a standard technique and it could not be any variation in the meaning. This is not to say that calculating ROI is an easy task. Most experts are agreeing that calculating ROI is a difficult process. The task is even more difficult in the PR industry, because the success is depending on preliminary criteria and the way results are measured. The main formula of calculating ROI is: 
ROI = [(Gains – Investment Costs)/Investment Costs)]*100
Your return is virtually the final sum, gained from the investment that you have made. The investment is related to the amount of resources used. You have to calculate ROI monthly and annually. 
Most of the PR practitioners don’t like using formulas in their work. It is important, if you are ready to start measuring ROI in PR, to find the answers the following questions:

· Is it possible to proof that the results are only from the PR efforts?
· What is the PR influence on all others communication tactics?
· If the influence of the campaign is shown as an intention of first buying?
· Is the PR campaign targeting of transforming prospects in regular and loyal customers? 
As we can see these are fundamental questions which are always on the top of our priorities. Today, with the help of all new techniques for measuring results, PR practitioners can give clear answers of these questions. But often the process of finding these answers is like finding the answers of the old questions about who is first – the egg or the hen. We know very well that it is as mission impossible to isolate PR activities for all other communications and the society as a whole. 
The practice shows that when practitioners apply systematic efforts of measuring PR effectiveness, it is easer to find the right answer of these questions. 
It is obvious that results are coming in the difficult way, but if we want results we have to start from somewhere. In the search for proof for the quality of its work many PR agencies develop their own systems for measuring effectiveness. Most of them are very good, but the real problem is that they are not comparable to each other. At that situation a client, who had used two agencies can’t compare their work in financial terms. So he/she can’t make a decision, based on figures, to choose the best agency. 
One of the ways to start gathering information for measuring ROI is the systematic calculation of some important parameters::
· Conversion rate – the % of new customers after the PR efforts
· Average value of first sale 

· Average repeat purchase over 12 months 

· Average profit contribution for each sale 

· Estimated life-time value of each customer 

· Number of new potential clients generated by the PR campaign 

This information is the ground for further ROI calculations. 
What you need for calculating ROI?
All that want to start using ROI have first be sure that all methods they are suing are compatibles to each other. As we mention yet ROI is a financial term in the strictest sense and must be express as a percentage of the initial investment.
 This means that the more often used forms for measuring PR effectiveness - an increase in awareness, market share, impressions, AVE, leads, even the revenue generated from marketing communications, can not be used. Our goal is to determine the profits generated over and above the initial investment and expressed as a percent of the investment. The facts show that all methods used for evaluating from internal processes to brand preference, do not demonstrate ROI.
Establishing your own standards
These approaches are basic, and just the beginning of what you need to take into consideration to measure ROI. The truth is that you should find out what the standards are for calculating ROI at your company, and then maintain those standards rigorously. You'll need to apply consistent definitions of the following terms:
• Gross margin. This is gross income divided by net sales, expressed as a percentage. Your company's gross margin shows how much it earns, taking into account the costs it incurs for producing the products or services you sell. What costs are included in this definition at your company? 
• Communications investment. What comprises your investment? Do you include the salaries of the people in your communications department? Your overhead? Even things like the cost of measuring your campaign may be included. 
• Lifetime value of the customer. Suppose your campaign brings in a new customer and that customer reorders and reorders through the years. You will want to make sure you include that revenue in your calculation. If you don't want to wait for years to capture that data, you may estimate the lifetime value of the customer, according to your company's standards. 
• Sales cycle. How long do you wait after a campaign is complete before you declare that all 

the data is in your database, and you can calculate ROI? If you have a long sales cycle, it may take years, because you'll want to make sure you get every response attributed to your campaign. This may also require vigilance in following up with salespeople and distributors.
ROI in PR – Reality or Mirage?
Today business is not attracted by good words and wants real results, expressed by numbers. The PR from art is becoming business and as each business is looking how to proof its achievements. The old formula – showing figures instead of words – is still working. Now the PR industry is moving a step ahead and is concerned with showing the outcomes of its work, not just outgrowths. Not all are exited by using ROI in PR. Yet the United Kingdom’s Institute of Public Relations rejects ROI as “not only confusing” but misleading. 
Measuring the value of PR services is not an easy task. But it can be done. It is time to understand that the media coverage and the preciseness of the message are not instruments for showing changes in attitudes and behaviour.

Clients want just to see the financial value of its investment in PR. When the PR activities reach the target publics there is a direct effect on incomes. But now it’s time to stop chasing some mythical ROI magic and start developing a disciplined and structured process. This is not rocket science. Demonstrating the business value of public relations would not be as hard as it’s made out to be if PR organizations followed a master plan for measurement metrics.
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In this second issue we offer some thoughts about using ROI in PR industries. 
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