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The Value of the Invaluable 

How Companies Can Create Value through Customer Loyalty Programs 

 

Introduction 

 

Ask any frequent flyer whether they would prefer to fly American or Delta, and they will likely 

express a very strong opinion. Press them a bit more, and it’s likely that their devotion lies 

not necessarily with the airlines themselves, but rather, their loyalty programs. By choosing 

to fly exclusively on one carrier, travelers can accumulate significant amounts of rewards 

miles which can be used later for free flights. Travelers’ affinity for their loyalty program of 

choice can even persuade them to choose a more expensive flight or a less convenient 

departure time in a quest to collect more miles. 

 

At a surface level, this seems like a win-win scenario for both the customer and the company. 

But a deeper look shows just how immensely beneficial these loyalty programs are for 

companies. In fact, a significant amount of value can be created within a company just by 

having a strong customer rewards program. 

 

History of Loyalty Programs1 

 

Long before loyalty program miles existed, it is believed that merchants were to have issued 

their own “points” or “currency” in the form of small metal coins as early as the 18th century 

to be used as a payment method during coin shortages. However, the first successful 

commercial customer loyalty program was launched by B.T. Babbitt, an American soap and 

baking ingredient manufacturer in the 1850s. The company began printing “trade marks” 

onto their soap packaging for customers to collect and redeem for lithographs. As the loyalty 

program grew in popularity, B.T. Babbitt began offering other rewards in exchange for the 

“trade marks” such as toys, knives, and even fine jewelry.  

 

Today, customer loyalty programs are an important part of many consumer-facing industries 

ranging from airlines and hotels to restaurants and grocery stores. 

 

Benefits of Loyalty Programs 

Loyalty programs are especially beneficial to companies that operate in highly competitive 

industries with largely homogenous products or services marketed towards individual 

consumers with a high cost of acquisition. Companies strive to maximize each customer’s 

lifetime value, a measure of the customer’s total net value to the company over their 

expected life. While almost no industry is completely homogenous, many industries have 

little to distinguish competing company’s offerings. Loyalty programs help alleviate this and 

 
1  Elnahla and Neilson, “The History of Retail Loyalty Programs in North America” 
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can provide a competitive edge to companies with successful loyalty programs. Dedication 

to using a specific brand’s loyalty program can encourage previously brand agnostic 

customers to become committed brand devotees.  

 

The travel industry is well-known for its loyalty programs. Delta’s SkyMiles, Southwest’s Rapid 

Rewards, and American’s AAdvantage programs reign supreme in the airline industry while 

Marriott’s Bonvoy Elite and Hilton Honors programs form a virtual duopoly of hotel loyalty 

programs. However, other industries have taken note and have launched their own 

customer loyalty programs. Beauty product retailers Sephora and Ulta Beauty both have 

strong loyalty programs, encouraging customers to concentrate their spending within one 

of the two stores in order to receive free gifts and discounts. Starbucks and Chick-fil-A 

currently have, arguably, the most successful loyalty programs in the restaurant industry.  

 

The common denominator across these industries is precisely what allows their loyalty 

programs to be successful. The average consumer will spend heavily on travel, fast-food, and 

beauty products throughout their lifetime, but this discretionary spending will be spread 

across multiple transactions over time. The cost to attract and convince a customer to return 

each time they are buying a sandwich or makeup cripples profit margins and depresses 

customer lifetime value when compared to a company that is able to do this through a 

successful customer loyalty program. 

 

Tangible & Intangible Value Creation 

 

The primary design of customer loyalty programs is to incentivize the customer to make 

repeat purchases. By increasing repeat purchases, companies are able to establish brand 

loyalty which is inherently valuable. Loyal customers are not only more likely to buy 

additional products from the company’s existing offerings, but they are also more likely to 

buy a company’s new offerings, minimizing the risk of new product launches and positioning 

companies to achieve significant growth.  

 

Loyal customers are inherently more valuable, not only due to their increased spending 

propensity, but also due to the absence of costs related to acquiring them. Customer 

acquisition costs can be significant and are the primary driver of marketing and advertising 

expenditures by companies. Lowering these expenses can improve a company’s operating 

profit margins and offset the costs associated with the loyalty program incentives. Through 

improved profit margins, shareholders can realize greater returns and an uplift in the value 

of their investment. 

 

When performing due diligence on a company for a potential acquisition, buyers analyze the 

volatility of the company’s historical revenue. While seasonality is often expected in many 

consumer industries, dramatic swings in revenue raise a red flag to buyers about the stability 
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of the company and the ability to continue long-term operations. This often leads to buyers 

increasing the discount rate on projected cash flows and reducing the multiple on earnings 

or sales they are willing to pay for the company, thus lowering the value of the company. 

Conversely, potential acquirers typically have a stronger interest in purchasing companies 

with significant recurring revenue and a strong customer base  

Additionally, they are willing to pay a premium for a company exhibiting these indications of 

quality. All other things being equal, a potential acquirer will pay more to buy a company 

with a successful customer loyalty program. 

 

Ordinarily, companies only utilize the intangible value of these loyalty programs to increase 

cash flows or increase the purchase price in a merger or acquisition. However, in an 

unprecedented move, several major airlines leveraged their loyalty programs as intangible 

asset collateral to obtain debt financing. American Airlines used its AAdvantage program as 

collateral for a $10 billion loan in early 20212 and, in doing so, obtained favorable financing 

terms in a time where the credit market for airlines had all but dried up. This further 

demonstrates the potentially immense intangible asset value of successful customer loyalty 

programs. 

 

Summary 

 

Loyalty programs can benefit companies in a variety of ways, which ultimately culminate in 

increased profits and enterprise valuations for companies that execute successfully. When 

looking to reduce customer acquisition costs, customer turnover, or establish brand loyalty, 

companies should contemplate instituting a customer loyalty program. Companies seeking 

to maximize their value to shareholders and potential acquirers would be wise to consider 

leveraging the value of a key intangible asset: their customer loyalty programs. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 
2  American Airlines Group Inc. “American Airlines Announces Upsize of AAdvantage Financing To $10.0 

Billion and Pricing of Senior Secured Notes” on March 10, 2021 
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About ValueScope 

 

ValueScope is a consulting firm headquartered in the Dallas-Fort Worth metroplex dedicated 

to helping clients measure, defend, and create value.  

 

Our management consulting team will help you discover and capitalize on new growth 

opportunities and work to keep you moving forward to meet your full potential. We have 

more than 30 years of business, economic, data mining and modeling skills. Our team can 

see strategic insights from your data. As our client, you’ll receive the critical tools you need 

to transform your business. We’re here to help you get this equation right. So you can 

outcompete your peers for talent and build competitive advantage. 

 

Our transaction advisory work includes sell-side and buy-side analysis, buy-sell agreements, 

divestitures, restructures, quality of earnings analysis, purchase price allocations, and 

shareholder matters. We conduct comprehensive data analytics to assess value and 

synergies and our team assists on all stages of a deal’s lifecycle.  
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Contact Us 

 

Phone: (817) 481-4995 

 

E-Mail: info@valuescopeinc.com 

 

The information presented here is not nor should it be treated as investment, financial, or tax 

advice and is not intended to be used to make investment decisions. 


