MARK 430 Advanced Online Marketing

Assignment 1 Instructions
Mothernature.com: Return on Marketing Investment (ROMI) and Customer Lifetime Value (CLTV) calculations

This assignment is based on the Mothernature.com case study in Urban Chapter 2. and on Question 2 on Urban page 23. It is designed to give you some experience in building a model that will allow you to manipulate Inputs that impact ROMI and CLTV, and to illustrate how the following aspects of marketing become integrated into CLTV and ROMI models

· price (necessary marketing spending and average dollars spent)

· distribution (conversion rate and retention rate)

· communication (cost per click)

· product (gross margin)

This assignment is worth 10%. Marks are allocated as indicated below.

1. Create the Spreadsheet (4.5 marks)

The spreadsheet reproduced on the following page provides a sample model for quantifying different aspects of Customer Lifetime Value and Return on Marketing Investment

In Excel, create a dynamic version of this spreadsheet that will allow you to manipulate the model to examine the effects of marketing variables on CLTV and ROMI. Name the sheet “ROMI Model”

· The spreadsheet has 3 columns: Line Item, Value, and Notes. Your model should include all the information given for all three columns.

· The spreadsheet has 4 sections, each designed to tell you different things:

· Annual New Customer Arrivals: the expected number of new customers based on market size and conversion rates

· Total Marketing Cost per Retained Customer: what it costs you to create a “lifetime” customer

· Customer Expenditure to Offset Marketing Expenses: the total amount a customer needs to spend for you to break even (number and frequency of purchases)

· Market Response Forecast and Forecasted Returns: the expected ROMI and CLTV based on forecasts of order size and number of repeat purchases

· The shaded areas in the Value column are Inputs
· All other cells in the Value column should contain formulas, so that when the Inputs are changed, the spreadsheet automatically recalculates, and you can immediately see the effects of those changes. The formulas are given in the Notes column:  for example CPAC divided by Retention Rate is H16/H17 (cell references may be different on your spreadsheet)

· As you create your spreadsheet, think about how the different values are arrived at, and how the variables you are using interact with one another. Notice how each input affects the cost per acquired customer, cost per retained customer, cost per click etc. 

2. Manipulate the spreadsheet by changing Inputs to see the effect on various sections of the spreadsheet, and answer the following questions. (Answer these questions on Sheet 2 of your spreadsheet - Rename it as “Answers”) (3 marks)

a. If your retention rate drops from 25% to 15%, and your Average Customer Order Size drops from $50 to $30, how many purchases would each customer have to make in their “lifetime” relationship with Mothernature.com, for you to get your break-even return?

b. You decide that you have been too conservative in estimating your conversion rate. You think that spending $25,000,000 dollars in marketing will increase it from 1.7% to 2%. What impact will this have on your “Cost Per Click” and your “Cost per Acquired Customer”?

c. Your operational margin seems a bit low. If you increase it to 60% from 50%, what impact does that have on the “Average Order Contribution” and the CLTV?

3. Return your spreadsheet to its original values, then answer the following question (again, include your written answer on Sheet 2) (3.5 marks)

The model shows a very pessimistic picture for Mothernature.com. Both ROMI and CLTV are negative. 

Looking at all the variables (inputs) that affect the effectiveness of your marketing expenses, which of these variables (inputs) would you tackle first to improve ROMI and CLTV? Explain which input(s) you would change, and by how much. Explain your reasoning. (A paragraph or two in length)

Make sure that the changes you suggest are reasonable in the context of what you know about Mothernature.com from the case study. 

To answer this part of the question you will need to make changes to the inputs on your spreadsheet. Save your spreadsheet again to reflect these changes, so that what you send to me shows your recommendations for improving ROMI and CLTV

4. Email your Excel spreadsheet (as an attachment) to me at weaverd@mala.bc.ca by due date indicated on the outline.
