PROFITABILITY AND METRICS pdf
1: Customer Profitability Metrics versus CLV â€“ Customer Lifetime Value
Profitability metrics make up one metrics family, belonging to the larger group of financial metrics families known as
financial statement metrics. Note, by the way, that some analysts refer to financial statement metrics as business
ratios.".

From this initial sales figure, the business subtracts all the expenses associated with actually producing its
toys, from raw materials to the wages of people working in its factory. Essentially, these are its " overhead. All
of these items are included in the operating expense figure. Once this is subtracted from gross profit, we arrive
at the operating profit. Here, we also see any gains or losses from investments or interest expenses. This is the
amount of money the company has either added to or subtracted from its coffers over a given time period.
Understanding the Differences So why use these different metrics? Many beginning investors will naturally
look right for the net profit line. On the surface, this looks like a positive development. However, a closer look
reveals some interesting information. In fact, the cost of goods sold grew at a faster pace than net sales. There
could be any number of reasons for this. Perhaps the cost of plastic, a primary material in many of its
products, rose significantly. Or, perhaps, its unionized plant workers negotiated for higher wages. One of the
biggest factors appears toward the bottom of the income statement. In this case, the one-time windfall was the
result of selling its educational products division. For example, if Active Tots saw its operating expenses shoot
up as a result of a new advertising campaign, the firm might more than make up for it the following year with
increased revenue. A knowledgeable investor will look for trends that help predict future performance. By
contrast, if its administrative expenses start to take up a smaller part of revenue, the company is probably
doing some belt-tightening that will enhance profitability. Many investors look at earnings per share figures,
which are based on net profit, when deciding which stocks offer the best value. However, because one-time
gains or expenses can distort financial performance , many securities analysts will instead key in on operating
profit to determine what shares are worth. Some even advise zooming in on net operating income , another
more finely tuned profit metric that takes into account taxes, but not extraordinary one-time gains or losses.
Trading Center Want to learn how to invest? Get a free 10 week email series that will teach you how to start
investing. Delivered twice a week, straight to your inbox.
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2: Profitability Ratios
Profitability metrics have to do with the efficiency of the processes by which the company creates and delivers its
products and services to customers. These are operational metrics.

The quantification and capture of trends for profits in the time frame you are trading, is the most important
aspect of what we do. Here are ten important metrics that I look for when I trade that give me a profitable
edge. Expected win versus loss percentage. Your winning percentage performance is the first step to
profitability. The higher your winning percentage, the smaller your wins can be. The smaller your winning
percentage, the bigger you wins must be to make you profitable. Risk versus reward ratio. Risking little for a
high probability chance to make a lot should be your focus. Historical performance of entry signals. You must
have an understanding of how your entry signals did in your time frame in the past. Exiting trades to maximize
gains. Not having big losses is a big step to profitability. Eliminating big drawdowns and the risk of ruin is the
first thing a trader must do. The frequency of your trade entries is important. Will there be enough trades to
make your system work when you really start trading? Will there be too many signals that lead to lowering
your win rate, or over trading and excessive commissions? This is especially true for option markets,
over-the-counter markets, or for trading systems that are not scalable. Hope for the best, but plan for the worst.
What are your expectations for maximum drawdowns in your trading capital? Can you handle it emotionally
and mentally?
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3: Four Key Metrics For eCommerce Profitability â€“ WooCommerce
Profitability ratios are a class of financial metrics that are used to assess a business's ability to generate earnings
relative to its associated expenses. For most of these ratios, having a.

Learning how to track and analyze these three measures of profitability will help your SaaS business with its
price point, cost of goods sold, operational efficiency, and with its overall structure. Gross Profit Margin â€”
This is the first SaaS financial metric that measures profitability and the first that you can derive. The ratio is
meant to measure the percentage earned on the sale of a product or service, after taking into account the
supplies and materials that went into producing the product or service. Gross profit margin is derived as: Not
bad at all! Operating Profit Margin â€” Operating profit margin is next, mainly because it includes more
expenses when calculating the profitability of a SaaS company. Specifically, this margin factors in all
operating expenses and general overhead. While gross profit margin only recognizes COGS in its measure,
operating profit margin takes a much larger picture at a company. The financial metric is derived as: So,
operating profit would be derived as: From there, you can calculate operating profit margin by taking your
operating profit and dividing it by total sales. Operating profit margin measures how well your SaaS company
is operating because it takes into account all salaries and wages, server costs, office expenses, general and
administrative expenses, and more. Net Profit Margin â€” Net profit margin is the most common type of
profitability measure. Net profit margin is therefore derived as: Total profit is calculated by taking operating
profit and subtracting any taxes, interest payments, and other non-operating expenses. Net profit margin is
important because it represents the percentage revenue you get to keep in your bank after all expenses have
been paid. Use our financial metrics spreadsheet to measure the profitability of your SaaS company. Subscribe
to receive this extra resource! With increasing profits, SaaS companies can borrow money, attract investors, or
bootstrap to fuel their own growth. The more profitable a SaaS business is, the better chance it has of
achieving and maintaining success. Even if the end-game is to become acquired by a larger company, the best
way to do it is by running a profitable business. This will give you a baseline to measure the future
performance of your company. Then, sit down with your team and come up with profit goals for each ratio.
For example, if your company has historical net profit margin growth of 5 percent each month, set a stretch
goal of a 10 percent monthly profit margin growth. If your business operates with a 20 percent operating profit
margin, see if you can cut expenses and increase it to 25 percent. Reviewing your historical numbers and
setting new goals ensures that your entire business is running efficiently, from top to bottom. Piecing together
the data you need to file taxes? Imagine all your revenue streams in one place, with complete tax reports at the
click of a button. For further help, or if you are ever in doubt, please consult a professional tax advisor or
accountant. Evan is a copywriter, fiction author, and business owner with experience in finance and
technology.
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4: Top SaaS Financial Metrics That Measure Company Profitability
Increasing profitability metrics over time suggests that a company is becoming more efficient. In this article, we'll detail
the most common indicators of profitability. So buckle your seatbelts, for a wild and crazy ride into the world of
profitability metrics!

All businesses start with a specific goal in mind. Even at not-for-profit organizations â€” or when the main
driver of a business is a personal goal, like being able to work in a more flexible way or spending more time
with family â€” income is almost always required for sustainability. This has a far-reaching impact on your
strategic and tactical options for how to run your business. This business model does not rely on the same high
volume of sales to generate profit. What this also showcases is how an obsession with revenue â€” instead of
profitability â€” could be harming your business. An obsession with revenue â€” instead of profitability â€”
could be harming your business. Here are a few tips to improve your understanding and overview of your
gross profit margin: Invest in your inventory tracking. The cost of your inventory is the primary driver of your
COGS, which is what you use to calculate your gross profit margin. Be as granular as possible. If possible,
include all of your freight, import, and manufacturing costs, as well as expenses like packaging and shipping.
The more accurately you can calculate your COGS, the better the insights that you can garner. This is the
easiest way to calculate your CAC: Like calculating your gross profit margin, calculating your CAC means
scrutinize your expenses and finding all of those that relate to marketing. Here are a few of the more common
costs most eCommerce businesses incur: Paid advertising on Facebook Ads or Google Adwords, along with
any offline ad spend. If it is somehow involved in identifying and capturing a new customer, include the cost
here. Geam members that are specifically involved in marketing â€” you can allocate either their full salary or
a portion based on how much of their time they spend on marketing when calculating your CAC. Oftentimes,
businesses find that their CAC is out of control and exceeding their gross profit margins. This is what
happened to Bento, an on-demand food startup, who saw revenue growing nicely. But the more their revenues
grew, the more money they were losing. Listen to the story of Bento on StartUp Once you have a good idea of
what your CAC looks like on average, there are two ways to extend your monitoring and insights further: This
comparison reveals where you are find your better-qualified customers, which can help you prioritize where
you spend your marketing money. To do this, split up the total expenditure and the customers you acquire can
calculate your CAC for each marketing channel. It might make sense to stop the more expensive Google
Adwords and invest more heavily in Facebook ad campaigns. Do something similar for specific products or
product collections. This is especially interesting if your products have a wide range of gross profit margins,
because you may decide that you can spend more to acquire customers of higher-value products or products
with a very high margin. This calculation also helps when implementing a loss-leader strategy, where you
actually make a loss on selling some products as a way to lure the customer in and then up-sell them on
products with better margins. Your discounting strategy Gross profit margin and CAC are the building blocks
for creating a good discounting strategy. Too often, I see eCommerce businesses with an aggressive and
significant discounting strategy â€” but with zero visibility into how that relates to their gross profit and CAC.
Making a loss on some sales might not be a problem; when you do it as a loss-leader strategy, it can be very
beneficial. But you can only know that you are in a safe space if you understand what your discount strategy
looks like relative to your gross profit margin and CAC. To help you better evaluate this, there are a couple of
things that you can do: Look at your maximum discount amount or percentage and determine how that relates
to your gross profit margin and CAC. Understand your discounts in terms of percentages. Depending on the
exact campaign you are running, a fixed discount i. When using a fixed amount discount, you should still
determine what percentage of your AOV that would be. You are in a safe space if you understand what your
discount strategy looks like relative to your gross profit margin and CAC. All of the metrics above impact
your financial profitability: If you only monitor these and improve them over time, you should see your
profitability grow nicely. But for a holistic and complete analysis, you should still weigh growth in
profitability against the availability of cash in your business. In other words, free cash flow or FCF is the cash
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left over after a company pays for its operating expenses and capital expenditures. Most payment processors
implement a payment schedule for payments that you process. Your payment processor is a debtor to you in
this regard. When you order new stock from your supplier, they expect payment before they deliver that stock.
To make that happen, you need cash reserves. If you are unable to pay for that stock, you may lose out on
upcoming sales because you have no available inventory. This is why it is important to understand how much
cash flows in and out of your business on a monthly basis; you can then plan accordingly and keep an
appropriate level of cash in reserve for unexpected expenses. Doing so will help you maintain both safe
margins for emergency scenarios, but also ensure that you always have funds available to reinvest in your
growth. The starting should always be putting better tracking and monitoring in place. What matters more is
that you have started the process, which will help you make improvements over time. Beyond getting better
reporting in place, I hope that I have planted the seed that it is possible to build your business that will allow
you greater freedom. Counterintuitively, taking a step like revising your discount strategy -â€” and decreasing
your revenue in the process â€”- might be the way you end up earning more profit and working less! These
four key metrics will give you more options into how you leverage and tweak things in your business to
ultimately serve its purpose:
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5: Profitability Metrics Margins from Income Statement Calculated
A law firm is first and foremost a business; and in order to succeed and grow, partners must view, operate and manage
it like a business. Gathering and analyzing law firm business data is often overlooked, but by measuring the right
metrics, inefficiencies can be identified and improved, leading to increased profitability for the law firm.

By regularly calculating financial performance metrics, restaurant managers can find negative trends and zero
in on areas that need to be improved. So here are few restaurant metrics to pay attention to. What is Your
Biggest Accounting issue? Are you behind on your books? Not sure where your cash flow is going each
month? Need help with financial reporting and actionable analysis? Having problems or inaccuracies with
your accounting systems? Need help with getting food and labor costs in control? No problem we have seen it
all, questions like these can keep even the best restaurateurs and chefs up at night. One bill, one price. What
would be even more useful is to know how much those fixed costs are on a hour-by-hour or day-by-day basis.
The overhead rate is a form of cost accounting that helps you or your restaurant CPA, to understand how much
it costs to run to your restaurant when only viewing the fixed costs. Now, these numbers would increase if you
are calculating for shorters months like February because you are allocating the same amount of money over
less working hours. The equation for calculating the overhead rate is: This important because it lets you figure
out how much you need to do in sales to earn back your investment costs. This number can also be used to
even forecast how it might take to recoup back that money that was invested. Break even is an absolute
must-have if you are planning pitching investors or a bank loan. You also can use the break even scenario to
justify a new upgrade or equipment purchase, like a new paid search marketing campaign, or new kitchen
redesign, or investing in a digital ordering mobile app platform. The equation for break even point is: Now as
an owner, if you understand your food cost percentage for each of your dishes or plate items, you then can
strategically choose to upsell or design your menu to promote the menu items that contribute the most to your
revenue and bottom line. The equation for food cost percentage is: In order to calculate COGS, you need to
record inventory levels at the beginning and end of a given period of time, and any additional inventory
purchases. It is important to monitor COGS because it is usually one of the largest expenses for restaurants.
The equation for COGS is: Add up all of your various labor-related costs. These costs include salaried labor,
hourly wages, payroll tax, and benefits. The equation for prime cost is: The resulting gross profit represents
the money available to put towards paying off fixed expenses and profit. To calculate gross profit, subtract the
total cost of goods sold during a specific time period from your total revenue the total sales of food, beverages,
and merchandise. The equation for gross profit is: Keep this article handy when analyzing your restaurant
performance. Below is a summary of the general restaurant standards. These rules of thumb are discussed in
more detail following the summary in order to assist with the assessment. Bookkeeping Chef understands that
each restaurant is unique and that not every guideline will relate to every business. To calculate sales per
square foot, divide annual sales by the total interior square footage including kitchen, dining, storage, rest
rooms, etc. This is usually equal to the net rentable square feet in a leased space. Alcoholic Beverage Alcohol
costs vary with the types of drinks served: Prime cost is arrived at by adding the cost of sales and payroll
costs. Prime cost reflects those costs that are generally the most volatile and deserve the most attention from a
control standpoint. Many successful restaurants calculate and evaluate their prime cost at the end of each
week. Some restaurants, such as steak and seafood restaurants, may carry very high food cost and yet be
extremely profitable. This would consist of all salaried personnel. In limited-service restaurants, managers
often perform the work of an hourly position in addition to being a manager. In some cases, however, hourly
workers may also perform management roles on some shifts, which could lead to higher hourly payroll costs
in these restaurants. Restaurants that are new or have had a large number of unemployment claims may have
state unemployment tax rates that could cause their employee benefits to be higher than the standard. When
expressed as a percentage of sales, it indicates the overall efficiency of your operations by measuring the cash
flow generated per sales dollar without regard to your financial leverage or your investment in property and
equipment. CPAs and financial analysts find using this metric helpful in industries with significant rental or
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leases expenses such as restaurants, retail, casinos. Thus, the profit going to the landlord is Now, if the
restaurant suddenly loses some sales and that contractual rent bump goes into effect, the profits can change
fast and drastically. Restaurant owners can use this metric to negotiate with a landlord when the lease gets out
of line. Conclusion In order to gain true business insight and value from these metrics, restaurant owners
should get in the habit of calculating and recording them regularly, on a weekly or monthly basis. A cash flow
analysis is also helpful utilizing EBITDAR as an evaluation criterion internal steps such as identifying and
implementing appropriate operational changes, including sales and marketing efforts , strategic and tactical
initiatives, as well as operational efficiencies. Contact us for a free consultation about we can help. Having a
dedicated team of accounting professionals for the restaurant industry enhances the service we are able to
provide you. Enabling us to understand your industry and the issues you face, resulting in proactive, accurate,
and efficient service.
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6: New Profitability Metrics and Updated Geek Quality Score Ranking | Website Tools : Dividend Geek
A profit dollar amount won't tell you why you're profitable. Learn how to calculate a handful of financial metrics to
measure profitability.|A profit dollar amount won't tell you why you're profitable.

Printer Friendly October 21, Alex Reisman One major feature of quality that fundamental investors look for in
companies is profitability. That means the ability to translate revenue top line into profits bottom line.
Increasing profitability metrics over time suggests that a company is becoming more efficient. So buckle your
seatbelts, for a wild and crazy ride into the world of profitability metrics! So, uh, cozy up with a nice mug of
tea and read on. Note that on the income statement, revenue actually means net sales, which accounts for
returns, allowances, and discounts. Gross Margin Gross margin, or gross profit, shows how much of each each
dollar of sales is retained after paying out the direct costs of production, such as material and labor. The gross
profit margin serves as the source for paying additional expenses and future savings. It is calculated simply by
subtracting cost of goods sold COGS from total revenue and dividing that number by total revenue, like so:
Decreasing costs can be due to factors like new operational efficiencies or a drop in the cost of materials.
Different industries may have vastly different average gross margins, so be sure to compare gross margins for
companies in the same industry. Whereas gross margin looks only at direct production costs, operating margin
also includes indirect costs overhead such as marketing and administration. The calculation is this: Net Margin
Net margin is the percentage of revenue left after all expenses have been deducted from sales. Here is the
calculation: If you see gross, operating, and net margins changing at different rates, you can begin to identify
where efficiencies are occurring or not occurring. For example, if gross margin is flat, but operating margin is
increasing, you know that there are savings in the indirect costs of production. If net margin is flat while gross
and operating margins increase, you can glean that expenses such as depreciation and interest expense have
gone up. In general, when you see these three ratios increasing, it tells you that the business is becoming more
operationally efficient. Now onto a different kind of efficiency, capital efficiency. They each have their
advantages and limitations. Return on Equity ROE One of the most commonly used profitability metrics,
return on equity reveals how much profit a company earned in comparison to the total amount of shareholder
equity found on the balance sheet. Shareholder equity is equal to total assets minus total liabilities. Companies
that have a lot of debt can score better than a company with less debt even if both are using their capital one
from equity, one from debt to effectively grow their business. In a write-down, the company reduces the value
of an asset because they believe that it is currently overvalued according to market prices. For this they take a
charge against net income in the current quarter and year. But in subsequent periods, the equity remains
marked down and therefore ROE increases. Therefore, write-downs can cause a large jump in ROE even
though the company has actually devalued its assets. Buybacks Stock buybacks can also have a drastic effect
on return on equity. Companies will regularly engage in stock buybacks for a number of different reasons.
Sometimes, they will actually buy stock back from the market for the purpose of improving financial ratios
such as return on equity. This mean they also improve the return on equity ratio. Nothing fundamental changes
with the way that the company was doing business, but the return on equity jumped significantly. Debt As
mentioned above, another limitation with return on equity is that it does not take into consideration the amount
of debt a company owes. Therefore, a company could have excessive debt and still look like it is handling
things well according to ROE. In short, ROE is a broad metric that should be taken with a grain of salt, or at
least not used without context. So, unlike ROE, this metric does incorporate debt structure, and companies that
carry a lot of debt will have a lower ROA. ROIC gives the clearest picture of exactly how efficiently a
company is using its capital, and whether or not its competitive positioning allows it to generate solid returns
from that capital. You can think of net operating profit, after taxes NOPAT as net income with interest
expense net of taxes added back. Because ROIC attempts to show how much a company earns based on the
capital actually deployed by the business, cash or debt on the balance sheet is not considered relevant nor is
the income or costs that accrue from holding cash or having debt. In other words, ROIC looks only at business
efficiency with deployed capital. As with other profitability metrics, it is not only the level of ROIC that
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matters, but also the trend. A declining ROIC may be an advanced indicator signaling that a company is
having a hard time dealing with competition. On the other hand, an increasing ROIC may indicate that a
company is distancing its competitors or that it is being more efficient at deploying capital. That said, whether
a company is creating value depends on whether its ROIC exceeds its cost of capital equity issuance or debt.
Remember they are most effective when used in context, so be sure to look at historical values and compare
with peers. You can find these metrics in multiple places throughout Stock Rover, including in the Table add
them to any view , Chart add through the Fundamentals menu , and Insight panel see the Profitability section
of the Summary tab, or add these metrics to the Peers tab.
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7: Financial Metrics and KPIs to grow your business - Klipfolio
By the end of this week, you will be able to: distinguish business metrics from mere business data; identify critical
business metrics such as cash flow, profitability, and online retail marketing metrics; distinguish revenue, profitability and
risk metrics; and distinguish traditional from dynamic metrics.

Every business focuses on profit and loss. And they should, but there are a few other financial and
performance measurements that can provide earlier warning signs of trouble-;or early indications of
longer-term success. Also known as customer acquisition cost, this measures the cost of landing a customer. In
simple terms, add up the cost of marketing and sales-;including salaries and overhead-;and divide by the
number of customers you land during a specific time frame. That depends on your industry and business
model. The leaner your operation the more you can afford to spend to acquire a customer. Unless your
business is truly one-off, some percentage of customers will become repeat customers. The more repeat
customers you have, and the more those customers spend, the higher CAC you can afford. LTV is often tricky
to calculate and does involve making a few assumptions, at least during the startup phase. Then the math gets
a lot easier: Determine what the average customer spends over a specific time period and calculate the return
on your original CAC investment. Sense-check that against your profit and loss statement. Why do these two
metrics matter so much? But still, lost customers are like failed investments. A rising churn rate could be
caused by a number of factors: Dissatisfaction with your products and services, new competition in your
market, or even the coming end of a product or service cycle. In fact, all three are great leading indicators of
problems-;or successes-;to come, both in other metrics and for your business overall. Very few businesses
only have one source of revenue. Most have multiple sources, and changes in the contribution percentage each
makes can indicate problems are ahead. Take wedding photography , a business I know something about. To
keep things simple, say 80 percent of revenue historically comes from the initial wedding package sold to
couples, 10 percent from additional sales after the wedding to the couple, and 10 percent from post-wedding
sales to friends, family, etc. If post-wedding sales fall off that will impact overall profit levels since almost all
marketing and sales costs go into booking weddings so margins on additional sales are naturally much higher.
Changes in revenue percentages can often signal not only changes in customer spending habits but also
broader trends in your industry and market. If you have other key metrics your business follows, share them in
the comments below. Dec 27, Like this column?
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8: Financial Metrics I: Measures of Profitability
These metrics will paint you a picture of how you are performing in your quest to master margins and increase
profitability. The key to any metric is that it must show progress towards the goal you are trying to achieve and the
outcomes you are trying to accomplish.

Marketing Originated Customer Percentage 5. It looks at every ad dollar spent, and determines the revenue
earned. The goal is having a deep understanding of profitable and unprofitable ad spends. ROAS is applied to
specific campaigns and ad groups to shed light on performance. Determine ROAS using this equation: Time to
Payback Although it has no fancy acronym, time to payback is especially relevant if your sales funnel is very
long. Note that there are industries where customers pay one time upfront and therefore this metric can be
skipped. For companies with monthly or annual payment structures, this is the number of months it takes you
to earn back the CAC you spent to get a new customer. The industry goal is to keep Payback Time to under 12
months. In other words, becoming profitable within one year of customer acquisition ensures you begin
making money quickly. Determine Time to Payback using this equation: Marketing Originated Customer
Percentage The point of this business metric is to determine exactly what percentage of new customers were
earned from marketing efforts. It is different from CAC because it is looking at the total number of customers
earned compared to the number of customers earned specifically through marketing. There are a number of
ways your company acquires customers without marketing, like referrals or walk-ins for example. You will
need a process in place to label all customers either marketing originated, or non-marketing originated. This
number can then be compared to other marketing and financial metrics. Having the customer percentage helps
determine the need for an increase or decrease in the marketing budget. As mentioned, there are a slew of
marketing metrics you can sink your teeth into on any given day. But when it comes to key business
performance metrics, the four measurements above top our list. Employee Business Performance Metrics
Aside from the ambitious solopreneur, every company of every size must include employee performance
metrics if they want to use metrics to boost operations. The success of a company often hinges on the
consistent evaluation of employee performance, as the other key business metrics financial, marketing rely on
employee effort. Accurately evaluating your employees is based on a series of key business performance
metrics:
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9: 3 Profit Metrics Every Investors Should Understand | Investopedia
Importance of SaaS Financial Metrics for Profitability A profitable business is a healthy business. With increasing profits,
SaaS companies can borrow money, attract investors, or bootstrap to fuel their own growth.

Before we start discussing the inputs to the customer lifetime value formula, it is probably worthwhile to
clarify the distinction between customer profitability analysis and customer lifetime value calculation. These
two sets of terms are quite similar and may often be somewhat confused. Customer profitability analysis It is
likely that most marketers conduct customer profitability analysis from time to time, even perhaps on a regular
basis. In this process, a marketer with look at the historical data â€” most likely from a customer database â€”
and try to determine the level of profitability of each customer or each segment of customer. It is similar to the
customer lifetime value calculation in that customer profitability should also include customer revenues and
customer costs over time to determine the profit contribution of the customer. Market segmentation
perspective As part of this analysis, the marketer will look to see if there are any differences in consumer
behavior depending upon the method of acquisition, any segment profile information, and different marketing
approaches over time designed to gain greater share-of-customer or to enhanced loyalty. In other words, in
addition to simply looking at customer profitability usually on a segment basis , the marketer should consider
the impact of various marketing strategy. For example, does a first-time customer who was attracted by TV
advertising more loyal have a high retention rate than a first-time customer attracted by a sales promotion
discount? By answering these types of questions, the overall effectiveness and marketing ROI of various
marketing strategies and campaigns can be evaluated. In addition to looking at customer profitability in
conjunction with acquisition costs, the marketer should also look at customer profitability in conjunction with
special offers and incentives provided to the consumer to purchase more products or remain loyal. Again, this
type of analysis will demonstrate the effectiveness of marketing from an ROI perspective. All of these forms
of analysis can also be scenario tested using the customer lifetime value formula â€” so what exactly is the
difference between customer profitability analysis and CLV? Key distinctions of customer lifetime value CLV
Customer lifetime value CLV is a forward looking tool â€” it is a forecast of customer profitability. The
marketer will build in various assumptions regarding future revenues, costs and retention into the model to
construct a view of customer lifetime value across different customer segments. The obvious question is why
would a marketer run forecasts given have they have real historical data where they can calculate customer
profitability precisely? The answer to that question is that marketing is dynamic. It is dynamic because the
marketplace changes, consumer preferences changes, new technologies emerge, customer lifestyles change
over time, and so on. In addition to all these external environmental changes, it is hoped that the marketing
department is conducting marketing experiments and developing greater insight and understanding of how to
create responsive customers and to increase conversion rates. Therefore, in most industries, it would be
generally inappropriate to rely upon historical data only. No doubt historical data is a critical input to compare
the data and assumptions to calculate the customer lifetime value. To make a very simple distinction between
customer profitability and customer lifetime value â€” customer profitability looks at the past and the previous
marketing environment and the previous marketing programs of the firm , whereas customer lifetime value
looks at the future marketplace in conjunction with the proposed marketing programs of the firm.
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