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Before your company is ready to 
retain customers for life,
its important for your internal teams 
to first ascertain everything that 
makes up Customer Lifetime Value. 

Customer Lifetime Value is a metric which when calculated will make the 
di�erence between being left behind and taking the quantum leap to 
staying ahead of your competitors.
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The unmissable metric

Some markets have discernible customer brand loyalty, unlike others. For 
lucrative markets that find it hard to accurately foretell every customer’s lifes-
pan and journey within the sales/marketing funnel, Customer Lifetime Value is 
certainly an unmissable metric. 

CLV speaks volumes in terms of:

• Profit estimation for every customer throughout their association with
   your brand. 
• Identifying long-time/short term customers. 
• Identifying customers genuinely interested in your brand value. 
• Identifying seasonal customers.
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The process of determining the value each customer will add to your business 
went from being a simple calculation to a complex network of formulae for 
measuring this versatile metric. Enterprises employ various methods for calcu-
lating CLV. The most straightforward approach among which is to determine 
CLV by evaluating customer spend. However, this method may not yield accu-
rate results with respect to profits.

Customer Lifetime Value – Interpretation

• One of the major organisational goals is for acquisition budgets to  lean 
   towards high paying customers with longer lifetime. 
• When organisations exert e�orts into marketing campaigns, they expect 
   to see the desired outcomes. 
• To be able to segregate the customer base and understand the real value 
   every customer brings to your business.
• Identifying high-valued customers and to develop an action plan to 
   engage them in order to achieve high ROI.
• To determine customer acquisition expenditure for each customer in order 
   to find out who will generate the most ROI. 

What companies want
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3 practical ways to increase
Customer Lifetime Value
Here are practical strategies to boost Customer Lifetime Value for SaaS 
companies.
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Work on providing a one-of-a-kind
onboarding process.
When a customer is on the verge of getting on board, there’s a very high 
chance of increasing his/her lifetime value. And what’s more, you have the 
power to do so. More than anything, onboarding must be simplified through 
readymade resources and personalized content like product walkthroughs, 
tutorials, and interactive demo videos. 

Switch to a Customer Experience software
A CRM takes away the added e�ort of managing many customers in a way 
that makes it easier to focus on increasing the Customer Lifetime Value for 
each. A process known as Customer Profiling gives you access to decisive 
customer data including their billing history, engagement history, etc., so that 
you’re essentially aware of every move made by your customers.

Upselling and cross-selling works wonders
Upselling and cross-selling not only increases customer spends but also 
makes them feel valued, automatically raising CLV by several notches. Up-
selling in a SaaS company may refer to o�ering premium pricing plan up-
grades by first specifying the benefits. Cross selling involves o�ering your 
customers a complementary product or service that would benefit their pur-
chase. Bundle product o�erings and temporary upgrades will work wonders 
for increasing CLV.
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Customer Lifetime Value Score 
and basic input

The thing about the Customer Lifetime Value metric is that it becomes more 
exhaustive with the amount of information you provide. Depending on the 
nature of your business, you can leverage the data from your analytics plat-
form and input it into your Customer Lifetime Value calculations. You also 
have the power to modulate the calculation in order to make it more accurate. 
However, as with any calculation; if you’ve mastered the fundamental idea, its 
easier to apply the formula to derive valuable insights. 

Although calculating CLV and the formulae used are pretty exhaustive, here’s 
a basic representation to give you a fair idea:
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Customer Lifetime Value basic formula 
and explanation
Consider the scenario of an ecommerce store selling median to high-end 
goods online. We will now calculate the Customer Lifetime Value for this 
ecommerce store by taking into consideration the price of their most basic 
product.

Let’s assume,

Cost of Product = $30

Now lets divide the ecommerce store’s 
customer base into equal halves and 
assign purchase count to each halve. 

Customer 
Base

Customer 
Base 1

Customer 
Base 2

Customer 
Base 1

Let’s assume, 

1st half of the customer 
base bought 1 product.

Purchase count = 1
We’ll come to purchase 
time later.
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Customer 
Base 2

Purchase count = 2
Now let’s calculate the 
average purchase amount 
for the entire customer 

Let’s assume, 
2nd half of the customer 
base bought 2 products.

Average customer purchase= $30

Now, we need to determine the number of purchases per year for each cus-
tomer in the entire customer base.

Let’s assume this value to be 4

Now we need to determine the average duration which each customer 
spends shopping online on the ecommerce store. 

Let’s assume this value to be 4

Now, apply the values to the following formula to get a simple calculation of 
Customer Lifetime Value for an ecommerce company:

Customer Lifetime Value = Average customer purchase x Av-
erage purchase count x Average shopping duration.

CLV= $30 x 4 x 4

CLV = $480
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Summary

1. Possibly, the greatest goal for any business is for their customers to repeat-
edly purchase from them for a longer duration. This is where customer brand 
loyalty comes into the picture. But that’s not that. Businesses want their cus-
tomers’ spends to take on a linear scale in order for their lifetime value to be 
higher than any seasonal customer.

2. Customer Lifetime Value is a metric which when calculated gives you an 
accurate glance at the value every customer brings to your brand when 
he/she makes a purchase.

3. Calculating CLV involves a seemingly intricate plethora of formulae. Howev-
er, we take baby steps with a simple example before moving on to product 
specific computing.
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For A Saas Business
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For a SaaS product based company, ‘churn’ is a factor of great significance 
when it comes to calculating customer lifetime value.  

We’re so glad we’re finally breaking this enduring jargon in the world of SaaS, 
by coming to a comprehensible definition.

Defining Churn
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‘Churn’ means when a customer essentially cancels on a SaaS product. As 
we are well aware, SaaS products are accessed on a periodic subscription 
basis. There may be several reasons why a customer associated with a SaaS 
product may decide to cancel his subscription:

   • To switch to a di�erent company/brand.
   • Payment renewal failures.
   • Cancellation. 

Classifying SaaS churn
Churn is mainly classified into two categories namely; 

   • Proactive Churn – Subscription cancellation due to various factors 
      or switch to a di�erent company/brand. 
   • Passive churn – Subscription payment renewal failure. 

Nevertheless, the ‘Churn Rate’ plays an important role since it serves as the 
threshold for calculating CLV for a SaaS product. 
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SaaS CLV Pipeline

As the SaaS CLV Pipeline clearly depicts, churn occurs when a customer can-
cels or fails to renew the monthly subscription. 

However, for a SaaS product with a large number of customers, calculating 
CLV is not as simple as this. There are various factors at play here that influ-
ence the value of CLV, but most important is churn rate. 

Defining Churn Rate
Churn Rate is the rate at which a SaaS company experiences churn. This value 
is computed on a periodic basis. Owing to the monthly payment model for a 
SaaS company, churn rate is generally ccalculated on a monthly basis.

14

KaptureCRM

Free Trial

Subscribe

Renew

Upgrade

Renew

Cancel

$22

$22   

$22  +  $12

$34

Churn

User

User

= $112 CLV



Summary

1. When calculating CLV for a SaaS company, the period churn rate must be 
calculated since this metric is directly applied to the formula for calculation.

2. Churn occurs when a SaaS customer cancels periodic subscriptions and 
churn rate is calculated per customer, over a period of time. 

15

KaptureCRM



The ever-erratic churn

Churn rate for SaaS happens to be a rarely stable metric. Over a period of 
time, churn can occur either linearly or it can follow di�erent patterns. 

In the case of linear churn rate, calculating CLV is fairly e�ortless since the 
calculation follows a straightforward formula. However, that is rarely the case 
with SaaS in the real-world and each customer churns following a di�erent 
pattern.
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Accounting for non-linear churn rate in SaaS
If your company experiences non-linear churn which is most probably true, 
here are a few steps to account for it when calculating CLV:

Apply a discount to the CLV formula: Taking into consideration the vari-
ance produced to the churn rate assuming varying churn patterns, a 
simply yet e�ective solution would be to apply a discount to the CLV 
formula. 
Customer base segmentation: By segmenting your customer base into 
chunks and calculating CLV for each chunk based on monthly/annual 
subsriptions etc., will help you get more accurate results since it keeps 
tab on the variable churn for each segment.

Even churn rate: Customers churn evenly in SaaS mainly with annual   
subscription renewals. Since churn usually happens once every year 
during renewal time which is when the churn value shoots up for each 
customer. 

Spikes: Churn spike is observed after the first month of subscription 
when customers fail to renew for the next month. 

Incremental: Incremental churn is when the churn rate steadily increases 
each time.

SaaS Churn patterns
SaaS customers can churn in the following ways throughout their lifetime:
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B2B upgrades in SaaS
A SaaS product that caters to businesses generally o�er per user upgrades, 
especially when the product is deployed for expanded operations. Upgrades 
may be added on a monthly basis and may vary depending on the nature and 
requirements of the business.

One-time fee SaaS vs. Recurring fee SaaS
Companies o�ering SaaS products may bill additional charges to customers. 
This is wholly dependent on the brand value and the features being o�ered. 

Types of additional charges may include:

Implementation cost/setup fee
Additional costs for added features, advanced functionality. 
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The Formula

Finally we arrive at the formula after considering all the above factors.

CLV for SaaS = 0.75 
(applying discount
for non-linear churn)  

Average Sale price
----------------------
Churn rate for the
customer

m(1-churn rate)
(-------------------)
churn rate * churn rate

x +

m = monthly growth in average sale price per customer
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Increase your Customer Lifetime Value with an 
a�ordable SaaS CRM that will help your busi-
ness retain high-valued, loyal customers. 

Kapture CRM takes on the responsibility of set-
ting up and implementing the CRM for your 
business. 

www.kapturecrm.com

U.S.A.
3930, Coral Ridge Dr, Coral Springs, 
FL 33065

+1 415-630-6777

S.A.S Veer Building, 3 M-123/A,
 East of NGEF Layout, Kasturi Nagar, Bengaluru, 
Karnataka 560043

+91 7899-887-755
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