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Picture this. Your CFO walks into your office, brandishing this month's balance sheet. In the "Asset" column is an entry called "Customers". You are shocked - this does not sound like accountingspeak. You know your customers are the lifeblood of your company, but are they an asset? They are the most important asset you have — without customers, what do you have?
In our metric-oriented marketing world, we are oriented towards developing good, meaningful measurement tools. Many companies have marketing databases, or CRM programs, but few actually tell you what each customer is worth to the company. Valuing customers in a simple way can yield great returns.
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Alan

$3,500

$200

$2,100
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$1,048

2

$563 + $452
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$0

$633

$25

$397

2

$1320 + $215
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An old marketing rule tells us that 80% of our revenues (and of our profits) come from 20% of our customers. 
Here's the problem. Who are those 20%? What are they worth? It comes down to a fairly simple equation. Customers are worth the revenues they bring in, less the cost of merchandise they buy, less the cost to service them, plus the value of new customers they refer to your company. Look at this as a dynamic measure, one that is always changing, and one that you keep measuring overtime.
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Without the type of information in this chart, the salesperson would consider the customer with the highest revenues to be the best - what an error!
How many years the customer has purchased from the company, and how often they bought this year are indicators of loyalty and commitment. Customers who purchase frequently are more likely to be loyal than those who have purchased once or twice. Accounting should be able to tell you this.
Metrics and sales savvy must rendezvous to create truly beneficial measures. To measure the value of a customer, we need to quantify not just sales, but also some intangibles, and we need to think differently about our customers. Just how do we do this, and what are the issues?
Taking the 80-20 rule one step further, that next group of customers, the ones that do not quite make it into the top 20%, may have great potential. If their relationship with our company is just starting, or their use of the product/service is in its infancy, they may be very important in the future, although it does not show now. You can estimate this, based on your interaction with the customer, and based on your knowledge of their needs and wants.
	 
	 CUSTOMER $$ VALUE
	 
	CUSTOMER BEHAVIOUR

	Customer Name
	Total Sales, 2005
	Net Value of Customer
	Net Value of Customers Referred
	Customer transaction value + Customer referral value
	 
	Number of years as a Customer
	Frequency of purchase 2005 (# of purchases)
	Likelihood of future growth

	Alan
	$3,500
	$1,048
	$1,015
	$2,063
	 
	12
	4
	75%

	Rita
	$1,055
	$397
	$1,535
	$1,932
	 
	5
	6
	60%

	Emily
	$5,695
	$528
	$0
	$528
	 
	1
	1
	5%

	Gary
	$275
	$40
	$1,354
	$1,394
	 
	2
	5
	90%


Now the picture is even clearer. Who would you concentrate your efforts on?
In our charts, we have looked only at the current year, and only at people referred directly by our customers. If those people refer others, the value of the original customer is even greater.
How can you put these numbers together to create one overall "value" for each customer? There are two
1. If you generate a simple spreadsheet, you don't need to create that one metric that ranks each customer with a single number - the information on this chart is a combined customer valuation that will work well. Here is where your sales savvy comes in. Customer valuation is a fine balance between quantitative information and "soft" (behaviour and prediction) information.
2. If your organization has a CRM program (or database), you can request that the IT folks provide this information for you. Within those programs, they can work with you to quantify the "soft" information and create a relevant metric that tells the value of each customer.
While this depicts a retail scenario, the concept applies equally well to services and to B2B customers. Any salesperson can simply and quickly develop a valuation of each customer, and use it to decide where to concentrate his efforts. Think of it as a guide to efficiency and enlightenment.
Our companies' futures and our sales representatives' remuneration depend on solid, reliable marketing metrics - measures that truly indicate the value of each customer. These values are increasingly being viewed as assets that compute on your balance sheet.
What's the ideal approach to customer valuation? Imagine sitting down at your computer, and your screen shows a dashboard, with key measures of customer value computed in real time. Wouldn't that make your job a lot easier?
