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The problem…
• Do you really know if you are creating value?

• Optimizing value?
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Return > 
Cost of capital

Growth

• But…



What is needed (if not currently profitable)
• Absolute profitability  incremental profitability

• Immediate profit  long-term profit

What is required: 

1. Invest when incremental ROI is high

2. Find as many [1]’s as possible  

3. [ Manage overhead judiciously ]

What metrics to look to? Metrics at the customer-level 4

Path to profitability



Customer valuation to corporate valuation
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Customers

Date

Sales

Free Cash Flows

PV(FCF’s)

NPV(FCF’s)

Q1 Q2 Q3

$100 $200 $350

$50 $150 $175

$49 $148 $171

$368

E(Stock Price)

Purchase frequency, basket size

Contribution margin, CAC, fixed costs, balance sheet effects

WACC

Non-Operating Assets, Debt, Shares 
Outstanding

Acquisitions Acquisitions Acquisitions

Churn Churn

$25
Specify models for acquisition, retention, ordering, and spend



CBCV moves markets
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Broad-based acceptance in and outside of marketing
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Customer lifetime value (CLV) vs post-acquisition value (PAV)

PAV: determines upper bound on CAC

CLV: determines if you’re upside or not
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PE diligence

= Good current economics

+ Sufficient customer acquisition

+ No significant future degradation

Critical to know your numbers



Measurement
OK, but how to measure these metrics?

Need three things:

1. Right data
2. Right definitions
3. Right predictive models
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Most important: transaction log
Better: profitability, fulfillment, returns, marketing, …



Right definitions

PAV

Don’t even get me started on CAC
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NPV of [orders] x [order value] x [contribution margin]

Predictive models
Variable margin:
-direct labor/materials
-payment processing
-shipping/fulfillment/returns
-repeat purchase marketing
-variable overhead
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TWO KEY DIMENSIONS

SUBSCRIPTION
VS. 

NON-SUBSCRIPTION

INTERNAL (GRANULAR) 
DATA 
VS. 

EXTERNAL (AGGREGATED) 
DATA

Modeling PAV
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Subscription vs non-subscription

• Subscription:
• Observable churn

• Relatively steady payments over lifetime

• Easy to model

• But less common than non-subscription
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TWO KEY DIMENSIONS

SUBSCRIPTION
VS. 

NON-SUBSCRIPTION

INTERNAL DATA 
VS. 

EXTERNAL DATA
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TWO KEY DIMENSIONS

SUBSCRIPTION 
VS. 

NON-SUBSCRIPTION

INTERNAL DATA 
VS. 

EXTERNAL DATA

Subscription vs non-subscription

• Non-subscription:
• Latent attrition

• “Random” purchase timing over lifetime

• Harder to model
• Can’t approximate as contractual

• But suitable methods now well-established
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TWO KEY DIMENSIONS

SUBSCRIPTION
VS. 

NON-SUBSCRIPTION

INTERNAL DATA 
VS. 

EXTERNAL DATA

Internal vs. External Data

• Internal (granular)

• Customer-level transaction logs

• Can be enriched with other sources

• Marketing action

• Customer satisfaction

• Social media activity, …
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Internal vs. External Data

• External (aggregated)
• “Rolled up” summaries

• Periodically disclosed
• First-party disclosures (10-K’s, 10-Q’s, investor presentations, etc.)

• Third-party data
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TWO KEY DIMENSIONS

SUBSCRIPTION
VS. 

NON-SUBSCRIPTION

INTERNAL DATA 
VS. 

EXTERNAL DATA



Management
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• Measurement framework 

• How to move from A to A+?  

• Move from measure  manage:
• ROI by acquisition channel
• ROI for stores versus online. etc
• Experimentation
• Invest in direct channel

• Learn preferences, drop middlemen, …

 $-

 $100

 $200

 $300

 $400

2013 2014 2015 2016 2017 2018

PAV by Channel of First Purchase

Retail Online



Key takeaways
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1. Get your data house in order

2. Cultivate sound measurement

3. Get your customer-based report card

4. Invest in experimentation

5. Instrument for action

6. Take action (reallocate budget, …)

7. Repeat



Further Resources

• Connect/follow me on LinkedIn and Twitter (@d_mccar)

• HBR article: http://bit.ly/2sBjbYM

• Morgan Stanley article: https://mgstn.ly/3uzUwlh

• Seminal CBCV papers: http://bit.ly/2N8P3sq and http://bit.ly/2LUmLFG

• New CBCV paper incorporating credit card panel data: http://bit.ly/2UlwfxO

• Contact me if you would like a copy of this deck

Thank you!

http://bit.ly/2sBjbYM
https://mgstn.ly/3uzUwlh
http://bit.ly/2N8P3sq
http://bit.ly/2LUmLFG
http://bit.ly/2UlwfxO


In truth, more complicated:
• Marketing for repeat orders
• Cost allocation
• Lagged expenses
• Gross versus net CAC
• What is “acquisition”?

But 
approximately right >> nothing

Measuring CAC
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Starting point: CAC = …
Sales and marketing
Customers acquired
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