
     

 

  

1 

Guide: Profit improvement — customer retention 

It is sobering to note that most businesses spend six times more trying to attract new customers than they do 
looking after the ones they already have. They must do this because their existing customers keep falling off and 
new customers are needed to replace the old ones. 

Bain and Company, a leading Australian stockbroking and financial planning company, reported in a study on 
client satisfaction, that just a 5% increase in customer retention will produce a 25% to 100% improvement in 
profit. In other words, it pays to look after your customers. 

Let’s put some numbers on this 

Suppose you have 1,000 customers who spend an average of $250 per year with you. Suppose that you have a 
customer loss rate of just 10% each year and that a customer who stays with you would deal with you for an 
average of 10 years. 

Forgetting about inflation, each customer has a lifetime value to you of $2,500 and a 10% attrition rate is costing 
you $250,000 in potential revenue each year. 

Key variables 

Most people don’t fully appreciate the powerful dynamics of customer retention and frequency of customer 
contact. A relatively small improvement in critical variables can have a huge impact on total sales revenue. 

The key variables are your: 

  • customer attrition rate 

  • new customer attraction rate 

  • frequency of customer purchasing, and 

  • the average value of each sale. 

Compare your KPIs on these factors with the table below. Just a few changes to improve how many times your 
customers return to you and how much they spend may have a significant impact. 
 

Sales components Current rate Now Improvement Future 

Number of customers   1,000   1,000 

Less attrition 10% 100 5% 50 

    900   950 

Add new customers 10% 100 12% 120 

Total customers   LOOP   1,070 

Sales frequency (times pa)   10 up 10% 11 

No. of transactions   10,000   11,770 

Average sale ($)   $25 up 10% $27.50 

Total revenue   $250,000   $323,675 

Lifetime value of a customer 

Most businesses need to educate their team on the lifetime value of a new customer. Lifetime customers 
represent repeat business and repeat business drives profit: 

  • assume that the lifetime period of a customer is between 7 to 10 years on average  

  • multiply the average sale by the number of times you expect to see that customer each year  

  • multiply the projected annual sales by the number of years’ expectancy for “lifetime”.  

This gives you an idea of what the customer is potentially worth to your business. It means that one of the most 
effective ways of marketing your business is to increase the number of visits your long-term customers make to 
your premises, whether online or onsite, as this will add to the lifetime value of the customer.  

Engage your customers 

A recent infographic by PayFort, based on a survey of 234 brands and digital marketers, reveals that engaged 

https://www.payfort.com/blog/2017/02/13/marketers-are-investing-in-customer-loyalty-and-you-should-be-too/
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customers tend to buy 90% more often, and spend 60% more per transaction. 

To develop lifetime value of customers, be open to any idea that increases the number of touchpoints you have 
with your customers. Do you email them your latest news? Do you interact with them on social media? Think 
about implementing a referral system where current customers are encouraged to refer new people to your 
business with an appropriate incentive being given to the referrer. This could be a weekly lucky prize or a 
discount off a product in your business. 

“Profit in business comes from repeat customers; customers that boast about your product and service, 
and that bring friends with them”. 

W. Edwards Deming 

Nurture lifetime customers 

How do you develop lifetime customers? 

  • improve your referral system 

  • keep improving the level of service to customers 

  • create special events, promotions and loyalty programmes for your customers  

  • create a customer database and analyse who they are 

  • analyse data on spending trends and volumes, how often customers interact with you and how they 
respond to special promotions 

  • motivate your team to go the extra mile and get customers to say “Wow”!  

Key metric 

“If your retention is poor, then nothing else matters”. 

Brian Balfour, Founder/CEO of Reforge, former VP Growth at HubSpot 

Customer retention is a key metric for your business’ profitability. The more familiar you become with seeing this 
powerful dynamic operate for your business, the more you can focus your customer service and marketing 
programmes to drive it forward. 

Disclaimer 

Stephen Larsen and Co has provided this report on the understanding that:  

  1. The report is a guide only and should not form the sole basis for any decision without first obtaining 
proper professional advice. 

  2. We will not be responsible for and expressly disclaim liability, whether under contract or negligence:  

  (a) for the results of any use made by users of the report 

  (b) for any errors or omissions in this report 

  (c) for any direct or consequential loss or damage to arising from the use of this report, 
whether to a direct purchaser of this report or to any other person who may borrow or use 
them 

  (d) if any part of the report, whether used in its original form or altered in some way by the 
user, proves invalid or does not attain the result desired by the user  

  (e) for any negligence in the publication or preparation of these reports 

  3. This disclaimer extends to the user and to any client of the user who suffers loss as a result of the 
use of these reports. 

  4. The user acknowledges that it has not told us any particular purpose for which these reports are 
required and that it has not relied on our skill or judgment to provide a paper suitable for any such 
purpose. 

Intellectual Property Notice 

Stephen Larsen and Co is the owner of, or has the right to use, all copyright, trademarks and other intellectual 
property rights comprised in this paper, and all related documents, and in providing this guide does not allow 
these rights nor any part of this paper to be used, sold, transferred, licensed, copied or reproduced in whole or in 
part in any manner or form whatsoever without its prior written consent. 

 


