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The average company loses between 10% and 30% of its customers each year.

Don’t ever stop prospecting. Even when the pipeline is full, a company should still
be prospecting. Pipeline activity doesn’t equal sales; you never know what the
future holds.

On paper, running a successful business is simple: acquire new customers, maintain
a solid customer base, and keep those customers satisfied, all while adding to your
foundation. Sounds easy enough, right? The difficulty lies in balancing those pieces:
deciding how many resources to devote to enlisting new customers versus caring for
your current customers. There is, of course, a well-known divergence in ROl between
acquisition focused efforts and retention focused efforts, which may steer business
managers away from pursuing new customers to raise their bottom line. However,
there is little to no business growth associated with actions dedicated to customer
retention. Focusing only on retention is a short-sighted business strategy. There
should be continual new customer acquisition for a business to be successful. In fact,
businesses should make a sustained effort to promote new sales in order to remain
competitive in an ever-evolving subscription-based world. There should be some
avenue managers can take to boost the ROI of acquisition efforts.

Acquire: Maximize start value/volume

Reacquire
Retain: Minimize churn

Renew: Leverage willingness-to-pay

Upgrade

Upgrade: Grow customer engagement

Reacquire: Target offers based on history




So how can Mather make acquisition more efficient and cost less for you?

The ROI of acquisition is a function of two parts. The initial investment, say, of
TV advertisement, and the business that the investment has created, such as
improved sales. The goal, then, is to get the ratio as high as possible, by either
boosting the return or reducing the investment.

ROI = (Total Revenue-Investment Costs)/(lnvestment Costs)

Business managers can manipulate the effort spent on acquisition tactics and
strategies. They have the ability to pick and choose the acquisition strategies to
use on prospective customers. For example, a toy maker could air a commercial
during late night programming, but it wouldn't make sense. The toy maker would
be wasting effort on individuals who could not be persuaded to engage with

his company. In short, if managers can identify which customer segments are
guaranteed not to respond to their advertisement, then they can instantly boost
their ROI by not wasting their resources on those customer segments.

The numerator in the ROl equation is a little more difficult to influence, but it
is possible. Here, we are interested in finding the most profitable customers;
those that will bring the most return on investment, or the biggest bang for
your buck. One customer who remains loyal for the long-term is worth more
than ten one-time customers. Our goal is to help you find as many of those
“valuable” customers as possible.

OK, sounds reasonable: In any business action, try to maximize ROI. But is
it actually possible to know which prospective customers are worth your
time and money?
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There is a plethora of'dataavailable from
subscription-based companies, which we

can use to ascertain customer behavior
and turn into actionable insights.

There is a plethora of data available from subscription-based
companies, which we can use to ascertain customer behavior and
turn into actionable insights. Acquisition campaigns in this industry
tend to be cheap and far reaching. The more campaign history
available, the better, however only a few customer acquisition
campaigns are needed to create an understanding of which
potential subscribers value the product most, and which aren't
worth the effort. We can identify a set of characteristics that befit
the highest potential subscribers by analyzing customers who were
receptive to acquisition campaigns in the past and the price point
at which they were acquired. These characteristics can be used to
inform our decision on which customers to target and which price
to offer them.

Getting Started with Targeted Acquisitions Campaigns
In order to build a successful acquisition model, the following
information is required:

Acquisition Campaign History

* Households sent offer(s) and households that accepted the
offer(s)

* Offer characteristics: frequency of delivery, price, term length,
autopay status, etc.

* Former or never status for each household
Acquisition Cost

*  Average cost per order by acquisition channel

The goal is to distill the characteristics positively related to
acquisition from those that are not. Here is how we typically
approach this analysis to score prospects and gauge expected
longevity. We perform a regression on campaign history results and
check what types of people and type of offers were successful-this
is the propensity to subscribe regression. We iterate through a few
specifications of the model using campaign data like income, age,
gender, former subscriber (yes or no), former price, former tenure
(if applicable), and digital engagement, etc. We take our acquisition
and retention estimates to understand the likelihood of a non-
subscriber accepting the offer itself, as well as the value of that
offer once they've subscribed.
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We focus on scoring non-
subscribers based on the offer
combinations available, and
recommendthe offer'that
maximizes lifetime value given
the acquisition probability at that
price point.

The application of the acquisition model to your universe of formers and nevers.

After we select the highest-performing model, we find either (a) the best offer by
household or (b) the best offer to all households if you can only send one. In this
case, the “best” offer refers to the price that maximizes lifetime value, either at the
household level, or at the campaign level. From this analysis, we can isolate the
top prospects: the formers or nevers that have a high likelihood of accepting our
offers and are the most profitable long-term. In short, we focus on scoring non-
subscribers based on the offer combinations available, and recommend the offer
that maximizes lifetime value given the acquisition probability at that price point.

Here are some of the questions you will want to consider beforehand:
» What is the lowest possible offer amount?
* What is the highest possible offer amount?
* What are the increments between the highest and lowest?
» What are the term lengths?
» Should we consider both autopay and non-autopay?
* Should we focus on former subscribers or a mixed bag?
* How many offers should we send per campaign?

» How frequently should we initiate campaigns (monthly, quarterly, etc.)?

He)
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The figure above best illustrates how we arrive at the optimal price to offer the
universe of non-subscribing households. The left axis displays new subscribers
(blue line); the right axis shows the margin in two years (black line); the x-axis
shows the offer prices. In terms of subscribers, as offer price goes up, the
acquisition rate decreases. In terms of the margin, as price increases, the
margin quickly increases until the inflection point ($3.20/week) then curtails as
price continues to increase (i.e. diminishing marginal returns). In this example,
we maximize the margin by offering $3.20 (left dotted line) as opposed to
$4.80/week (right dotted line), which had been the go-to business-as-usual
offer in recent campaigns.
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How good does the acquisition model perform against your market offers?

At Mather Economics, we aim to always vet our models and processes through A/B
testing. This allows us to determine the incremental value added by the model.

In the case of the acquisition campaigns, we compare the performance of model
generated offers versus business-as-usual generated offers. We communicate the
results of this test through a reporting platform that we've built internally. The

below table is an example of the report output.

Cumulative Revenue Avg Retention (Weeks)

Market

Mather Mather Market

All $2,590.56 $2,071.33 14.18 13.34

Acq. Lift $519.23 6.28%

Quintile 5 $673.10 $262.58 17.75
Quintile 4 $539.73 $394.81 13.77
Quintile 3 $453.53 $450.67 15.73
Quintile 2 $406.48 $441.34 12.39
Quintile 1 $517.72 $521.93 13.54

Average Acquisition Rate

Mather
1.63%

44.44%

Average Start Price

Mather
$2.08

Average Offer Price

Mather Market
$2.07 $1.68

Market Market

$2.09

1.13%

$0.00 $0.23
0.74% $1.92 $1.84
1.19% $2.02 $1.77
1.03% $2.45 $1.91
1.50% $1.94 $1.67
1.13% $2.16 $1.33

Here, we are comparing the performance of the Mather group (offers determined
by the model) versus the performance of the market group (offers the market would
have sent). Here are some of the important metrics useful for judging performance

contained in the table:

Cumulative Revenue

» The sum of all weekly revenue accumulated over the retention weeks for each sub

acquired in the acquisition lists

Average Retention Weeks

* Number of weeks between today’s date and the start date, averaged over all starts
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subscribers’ long-term worth if acquired.

Average Acquisition Rate values. You will notice the lesser quintiles have an acquisition rate
« The percentage of those targeted that were successfully comparable to that of the higher quintiles. This is because the offers
acquired are unique to each non-subscriber. The lower quintiles were sent

lower value offers, specifically geared towards their lower probability

Average Start Price of acquisition and retention given they accept.

* Average weekly rate of the subscription started by those
acquired in the campaigns Final Thou ghtS

Average Offer Price In summary, there have been several enhancements to our lifetime
value calculation and acquisition services, and we're excited to
share them with you. We have improved and expanded upon our
non-subscriber valuation process to allow for greater accuracy in
determining a potential subscribers’ long-term worth if acquired.
We use the information to create market-specific campaigns that
optimize the acquisition rate at either the household or offer level
and can report on those targeted campaigns in an acquisition
dashboard. This dashboard allows us to compare our targeted
acquisition efforts against yours and displays important acquisition
lift metrics to show our value add in acquisition.

* Average weekly rate offered to subscribers included in the
acquisition campaigns

The lift can be seen in the row titled Acq. Lift, where we show
the improvement in each metric of the model offers over the
business-as-usual offers. We consider this to be the value added
of utilizing analytics to inform our acquisition efforts. This
example illustrates early results; we anticipate the Mather lift to
sharpen as time progresses.

You can also see we're able to segment the targeted non-subscribers
into quintiles based on their risk adjusted operating margin, which
allows us to examine the results separately between the quintiles.
Those in lesser quintiles are expected to have lower lifetime
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