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Introduction

Proving the ROI of a loyalty program is one of the biggest challenges

marketing leaders face.

Many executives still see loyalty as a cost center rather than a revenue driver.
But when measured accurately, loyalty programs drive higher retention,

greater Customer Lifetime Value (CLV), and long-term profitability.

Loyalty program value is long-term—it compounds over multiple periods.

« Customer retention increases revenue not just once, but repeatedly over
time.

« The longer a customer stays active, the greater their total lifetime value
(CLV).

« Small improvements in retention have a massive impact when
compounded across periods.

The challenge? Most brands struggle to measure ROI correctly because they

fail to accurately predict two critical financial factors:

1. Redemption costs — The future financial impact of points issued today.

This is the denominator in the ROI calculation.
2. Customer Lifetime Value (CLV) — The long-term profit impact (net of

redemption costs) of loyalty investments.

If these aren’t estimated correctly, programs risk overestimating revenue,

underfunding initiatives, and making suboptimal investment decisions.
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What is Loyalty Program ROI?

A loyalty program’s value comes from improving customer retention, which compounds over

time. The longer a customer stays engaged, the greater their total lifetime value.

CLV is the metric that converts long-term retention into financial terms. It's a measurement of
the future profit a customer will generate net of redemption costs. Since it's forward looking

over a long future horizon, it's able to capture the long term benefits of improved retention

compounding for many periods.

We can therefore frame the incremental value created by a loyalty program as: Change in CLV

due to the loyalty program

Since points are the primary mechanism driving retention, they also represent the single

largest expense in a loyalty program. But this expense is an investment in customer retention.
The ROI of a loyalty program is calculated as:
ROI = (Incremental Value Created by the Loyalty Program) + (Cost of Points Issued)

From this formula it's clear that you can’t quantify ROl without first understanding loyalty
liability.
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Why Liability is Critical to ROI

The denominator of the ROI calculation is the cost of points.

Therefore, you can't possibly understand ROI if you don’t accurately predict how many points
will be redeemed and how much they will cost.

If liability is underestimated, ROI projections may be inflated, leading to over-investment in

ineffective incentives.

If liability is overestimated, budget may be restricted, limiting_program growth.

Predicting liability is a complex actuarial challenge because:

« Points issued today may not be redeemed for years.
« You won't know the actual cost of today’s points for years to come.
« Redemption behavior is constantly changing, making forecasts difficult.

Understanding liability is essential for any brand trying to prove loyalty program ROI. Without

an accurate estimate, financial planning becomes unreliable.

KYROS helps brands navigate these challenges with unparalleled expertise in liability

management for loyalty programs.
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The Two Actuarial Challenges of Loyalty
Programs

Challenge #1: Predicting Redemption Costs

Most loyalty programs miscalculate redemption costs, leading to unexpected

financial volatility and ROI miscalculations.

Since points issued today won't be redeemed for months or years, predicting
future costs is extremely difficult. Many programs rely on simplistic spreadsheet

models that fail to:

« Respond to behavioral shifts — as the program changes behaviors, the
model is too slow to respond to these changes.
« Respond to mix shifts — as the program accumulates engaged customers

and the mix of points shifts to higher redeeming segments, the model is
too slow to respond to these changes.

« Respond to program changes - as the program changes its structure, rules
or strategy, the models are not sophisticated enough to anticipate how
these changes will impact future redemption behaviors.

The problem?

Most traditional models don’t work because loyalty programs are designed to
change customer behavior. Spreadsheet models are simply not sophisticated
and responsive enough to predict future redemption behavior in this dynamic

environment, putting brands at risk of making costly miscalculations.
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KYROS' actuarial models solve this by:

« Incorporating_forward looking_predictors, such as individual member level characteristics,

to improve responsiveness and forecast accuracy. Spreadsheet models cannot do this.
« Analyzing_granular transactional data to find predictive signals that are lost when data is

aggregated in spreadsheet models

« Leveraging machine learning to identify complex patterns in behavior not possible with
simplistic spreadsheet models.
« Providing CFOs with more stable and predictable liability estimates.

Challenge #2: Predicting Customer Lifetime Value (CLV)
Just like liability estimation, predicting CLV is a long-term forecasting challenge.

Many brands get CLV calculations wrong in three key ways:

1. They summarize profit to date instead of predicting future profit. Future profit is what
brands can influence—this should be the focus.

2. They treat all customers the same. Each customer has a different propensity for future
purchases, making segmentation essential.

3. They ignore redemption costs. CLV must be calculated net of redemption costs to
provide a true measure of profitability.

To measure ROI accurately, brands must integrate liability modeling into CLV calculations.

Without it, they risk overstating profitability and making flawed strategic decisions.

KYROS solves this by:

1. Developing member-level CLV models that differentiate high- and low-value customers.

2. Incorporating redemption cost modeling to ensure CLV calculations reflect true profit.

3. Using predictive analytics to explicitly predict future profits rather than historical profits to
date.
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Using Data to Optimize Loyalty Program ROI

Incremental value is created when the loyalty program causes CLV to increase. To maximize
ROI, brands must:

« Identify key inflection points where CLV increases.
+ Develop KPIs to monitor these behaviors.
« Use data-driven insights to influence customer behavior at the right time.

The best loyalty programs leverage precision incentives:

« Personalized rewards based on customer behavior.
« Targeted offers at key engagement moments.
« Machine learning to optimize reward structures.

Points are an incentive mechanism at scale—but not all customers require the same incentive.

Some customers need only a small push to engage, while others require a larger reward.

Many brands waste budget by offering the same incentive to every customer. Instead, the
goal is to use points as a precision incentive—tailored scientifically to maximize behavior

change.

KYROS helps brands run these optimizations at scale, ensuring every loyalty dollar is spent

effectively.
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What's next?

Loyalty program ROl isn't just about tracking costs—it's about making

smarter investments in customer retention.

Without actuarial precision in redemption cost forecasting and CLV

modeling, businesses risk:

1. Over-investing in ineffective incentives.
2. Underfunding high-performing loyalty strategies.
3. Making financial projections that don't hold up to scrutiny.

KYROS helps loyalty teams transform financial uncertainty into measurable

impact by:

1. Providing actuarial precision for more accurate ROl measurement.

2. Leveraging predictive modeling to optimize incentive spending.

3. Enabling data-driven decision-making that maximizes customer retention
and program profitability.

Ready to maximize your loyalty program’s ROI?

Click here to schedule a consultation with KYROS today.
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