Maximizing Long-Term Audience Revenue

By Matt Lindsay, President
November 1, 2020

Reaching a sustainable digital subscription business model requires not only subscription volumes but
subscriber profitability. Retaining existing profitable subscribers on new products and platforms is an important

part of that journey.

Digital subscriber acquisition gets a lot of attention, but the equally important and more difficult task facing
publishers is transitioning a legacy print audience to new digital platforms while retaining their profitability.

A table demonstrating the strategic importance of a transition plan for migrating audience revenue across platforms
is below. In February 2019, digital subscriptions were 12% of the total, but they were only 4.8% of the revenue. In
February of 2020, digital subscriptions had moved to 17% of total volume and 7% of revenue.

Figure 1
FEB ‘19 FEB 20
DIGITAL % of Total Volume 12.02% 1713%
% of Total Revenue 479% 6.97%
PRINT % of Total Volume 87.98% 82.87%
% of Total Revenue 95.21% 93.03%

As more publishers consider reducing print frequency, a plan to transition print readers to digital platforms while
retaining as much revenue and profit as possible is vital.

We find many digital subscribers were former print subscribers who stopped and restarted their relationship with
the publisher, usually at a much lower and less profitable subscription price. The trends of higher print pricing and
lower priced digital subscription offers has created a growing incentive for highly profitable print subscribers to

switch to digital.

A framework for developing a transition plan includes the following steps:

Measuring profitability for current print subscribers.

Activating as many print readers as possible on digital platforms.

Growing digital engagement with activated print subscribers.

Identifying print readers likely to accept reduced print frequency plus digital access products.
Determining the “next best action” for a subscriber in their customer lifecycle.




Who is profitable?
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Calculating a customer’s lifetime value is the first step in developing a transition plan. Examples of customer lifetime value
(CLV) for a North American publisher are presented in the tables below. The first table is for a six-day print plus digital
access product with the audience stratified by digital engagement. These subscribers have an average weekly rate of
US$14.96 and five-year lifetime value of US$2,334. The combined costs of newsprint, ink, and delivery costs is US$4.70 per
week. They have an average operating margin of US$10.27.

Figure 2

CLV Segments - 6Day plus Digital
Avg. .
Digital Total AVD. | eekly | Ave:- |Avg.Print) Avg. 0 oy
Avg. CLV | Weekly | .. . Delivery | and Ink |Operating
Engagement | Accounts Digital Ad . Score
Rate Rev Costs Costs Margin
Very High 9,939 | $2,326.01|$ 1487 [$ 153|% 292|§ 1.76[$% 10.19 85
High 2,887 | $2,336.57 | $ 1494|$% 0.09]|% 293§ 176| % 10.25 85
Medium 4118 | $2,347.30|$ 1501 |$ 003([$ 291|$ 1.77]$ 10.33 86
Low 4444 | $2,347.09|$ 1506 (% 0.01]|$ 294§ 176| % 10.36 86
Very Low 144 $2,461.93[$ 1567 |% 000[$ 299|% 182[$ 10.86 88
N/A 2,749 | $2,316.49 | $ 1504|§$ - $§ 295§ 182([§% 1027 85
Grand Total 24,281 $2,334.47 $ $ $ $ $

The next table includes CLV for subscribers receiving one day of print plus digital access each week. They have an average
weekly subscription price of US$6.86, direct costs of US$0.83, and a weekly operating margin of US$6.03. Their five-year
CLV is US$1,236.70.

Figure 3

CLV Segments - 1Day plus Digital

Avg. .
Digital Total AV | \yoekty | Ave- |Avg.Print| Avg. 1, 0 6y
Avg. CLV | Weekly | ... . Delivery | and Ink | Operating
Engagement | Accounts Digital Ad . Score
Rate Rev Costs Costs Margin
Very High 4557 | $1,271.95| % 694[$ 147|8% 050|$ 033[$ 6.12 65
High 792 $124442 % 686|% 0.08[$ 049|$ 033]|% 6.04 65
Medium 902 $1,201.35($ 677 |% 002|$ 050[$ 034]|$% 594 63
Low 946 $1,159.19($ 667|% 001|$ 051[$ 035]|$% 581 61
Very Low 34 $1,10684[$ 656|% 0.00[$ 047]|$ 030|$ 579 59
N/A 542 $1,13132|$ 663§ - $§ 052|% 035($ 577 61
Grand Total 7,773  $1,236.70 $ $ $ ) $
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The final table has CLV for digital-only subscribers. They have an average weekly rate of US$3.61and an average
operating margin of US$4.66, including digital advertising revenue, which was also included in the print plus
digital products too. The average five-year CLV for this segment is US$752.35.

Figure 4 —
CLV Segments - Digital Only
Avg. .
Digital Total AVD. | \yeekty | Ave- |Avg. Print| Avg. 0 6y
Avg. CLV | Weekly | ... . Delivery | and Ink | Operating
Engagement | Accounts Digital Ad . Score
Rate ey Costs Costs Margin
Very High 59,772 | $950.55§ 415]% 172§ - $ - $ 5.86 51
High 10,026 | $560.83|$ 3.28|§ 008§ - $ - $ 3.36 40
Medium 11,344 | $466.62 | $ 286|$ 003§ - $ - $ 289 35
Low 10,979 | $396.46|$ 255|% 001§ - $ - $ 256 29
Very Low 344 $36092$ 246|% 000]|% - $ - $ 246 25
N/A 6,555 | $349.13|§ 240[§ - $ - $ - $ 240 22
Grand Total $752.35 $ $ $ ) )

The variation in CLV for digital-only subscribers across engagement levels is noteworthy. The most engaged
digital-only subscribers have CLV scores almost three times greater than the lowest segment. The reasons are
average rates (with highly engaged digital subscribers paying much more than less engaged readers), digital
advertising revenue, and higher retention.

Activate the base

Activating a print subscriber’s digital access is a challenge for many publishers. A few good case studies are
emerging on how best to activate print audiences. The Economist has taken as much friction out of the digital
activation process as possible for print subscribers. It generates an online account for print subscribers so they
only need to change their password on their first visit.

Offering print subscribers online features and additional content are compelling incentives. Online bill pay and
customer service also will help with activation. Testing tactics, messaging, and incentives are best practices for
developing successful processes.

All digital platforms are not alike. Print replica e-editions are most appealing to many print readers. Desktop
browsers, mobile apps, and mobile browsers have varying levels of appeal to print readers.

Ready, set, engage

Building engagement once a print reader is activated will improve retention probability if print frequency is
reduced. Message personalisation and recommending content for newsletters help build engagement. Building
daily habits is important for daily news organisations. Weekly publications need a more balanced quantity and
quality strategy for engagement and retention.
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There are many metrics for measuring engagement. Quantity of content consumed, frequency of online visits,
time spent on the site, and breadth of content topics consumed are common elements of engagement scores.
Finding the metrics that work best for your publication is important.

Keep the profit

Combining CLV with digital engagement enables recommendations for a “next best action” for a print subscriber.
Next best action recommendations can be provided to customer service agents in case a subscriber contacts the
newspaper. These agents can then guide alternative subscription offers to readers at renewal. Most importantly,
these “next best” offers can be designed to retain subscribers at price points and print frequency levels that
maintain operating margins.

Eventually, digital subscribers will need to pay average rates that yield similar or greater operating margins to
print subscribers. Reaching a sustainable digital subscription business model requires not only subscription
volumes but subscriber profitability. Retaining existing profitable subscribers on new products and platforms is an
important part of that journeya

mathereconomics.com



