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Managing customer relationships through

 direct Marketing

Customer Lifetime Value Analysis Exercise:  

Case of the Complaining Customer
Assume the Sheltons spend an average of $25 per week at Presto Cleaner.  Presto Cleaner makes 50% margin on Mr. Shelton’s purchases.  Mr. Shelton is expected to be a regular customer at Presto Cleaner for the next 4 years, before he and his wife move to a different neighborhood.

1. What is the value, in today’s dollars, of the Sheltons’ business to Presto Cleaner?  Assume an interest rate of 10%.  For purposes of calculation, assume that all of the Sheltons’ purchases are lumped together at the end of the year.  Assume there are exactly 52 weeks in a year.

2. Assume that if Mr. and Mrs. Shelton are satisfied customers, they will tell 10 of their close friends about Presto Cleaner. 5 of those friends become regular customers at Presto, spending $12.50 each per week over the next 4 years.  What is the value to Presto of those referrals, in today’s dollars?

3. Presto Cleaner has two options:

a. Spend $35 to refund Mr. Shelton’s order and $300 to replace his shirts, thus satisfying Mr. Shelton, retaining his business, and gaining the referrals mentioned in #2.

b. Ignore Mr. Shelton.  As a result, Mr. Shelton will tell 15 current Presto Cleaner customers his story.  20% of these customers will take their business elsewhere.  Assume these customers have the same spending / referral habits as Mr. and Mrs. Shelton.

What is your recommendation to Mr. Sewickley?  Be sure to consider process solutions as well.

