THE VALUE OF LOYALTY
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How much is your rewards programme worth?

Talk to your Finance Director, and she’ll point to funding costs, customer service expenses, marketing overheads and, if you operate the programme yourself, how best to manage the liability for unredeemed points.

Talk to your Marketing Director, and he’ll identify increased sales, wider margins, and higher retention of profitable customers.

Talk to your banker, however, and you may get a very different point of view. More and more businesses with established loyalty programmes are finding that they have significant market value as assets in their own right.

Consider the examples in the following table:

	Programme
	Value

	Nectar UK/Loyalty Management International Group
	Sold to Aeroplan in December 2007 for £368 mn

	Aeroplan (Air Canada)
	Market capitalisation in March 2008 was C$3.4 billion (cf. Air Canada C$1.2 billion) (Bloomberg, 12 March 2008)

	Air Miles Canada
	Sold to Alliance Data in 1998 for US$250 million 

	United Airlines 

Mileage Plus
	US$7.5 billion (Bear Stearns valuation, 15 November 2007) 

	Qantas

Frequent Flyer
	A$3.75 billion (Qantas valuation, July 2008)


These instances show clearly that a well-run loyalty programme can be worth a great deal – more in some cases than the business itself. But here’s the question: what’s driving these sky-high valuations?

Typically, we find that the estimates of value are based on an equation which looks something like this:

Value = (Number of members x profit per member) + premium for desirability

Let’s unpick the elements in this equation:

Number of members

Figures for enrolled members are all well and good but 

· How many are active? 

· What do we mean by active, and over what period are we measuring activity?

Profit per member

· How is profit calculated? 

· What assumptions are made about redemption levels? 

· What’s the cost of a redeemed point? 

· How is that cost controlled? 

· Under what conditions can unredeemed points be taken to profit? 

· How is member defined?

Premium for desirability
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Are the members upscale/heavy spenders/homogeneous? 

· How valuable are the relationships which the programme has with its customers and suppliers? 

· Does the programme have significant intellectual property? 

· How well-established or dominant in the market is the programme brand?

· Does the programme have unique access to desirable communication or distribution channels?


Getting the right answers to these questions isn’t necessarily a matter of increasing the asking price of your loyalty programme if the company decides to sell it – an unusual outcome, anyway, as businesses think hard before handing over control of their most profitable customers to a third party.

Rather, it’s because getting the right answers provides a checklist against which you can measure how well your own customer relations programme is going – whether it’s a full-blown, mature coalition business with millions of customers, or a more modest endeavour designed to offer your clients increased value.

It may also help you to avoid hidden pitfalls: a bank in the Middle East bought access to its national airline’s frequent flyer programme for US$6 million. Unfortunately, when the deal had been done, it turned out that a substantial proportion of the names on the database lived outside the country and therefore were not eligible for a card programme, and that a large number of the customer files were corrupt, incomplete, or had not been updated for years.

For sure, there’s real value in a well-managed client database – but you have to know how to unlock it.
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“The answers provide a template against which you can measure how well your own customer relations programme is going.” 











