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CAC

LTV

ARR & MRR (Recurring Revenue)

Churn & Retention

COGS

Gross Margin

DSO

Cash Burn Rate

LTV:CAC

Magic Number

Sales Cycle

Rule of 40

Expansion Revenue

LTV with Gross Margin

Expanded Formulas

The most important metrics for your business, organized by the stages at which
they're most relevant. Including the       main questions they answer,        how to

calculate them,       common benchmarks, why they're important, and how to
improve. 
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CACCAC

Sales Spend + Marketing Spend

New Clients

Customer Acquisition Cost

How much does it cost for me to acquire each new customer?

Why is CAC Important?

There is no one benchmark for CAC. It can depend on your industry,
contract size, and other factors. You'll want to benchmark it
internally to be able to measure against past performance.

Keep in Mind:

How to Improve CAC:

Items to include in spend:
Sales and Marketing headcount spend—salaries and commissions
Outsourced creative projects—graphic design, copywriting etc.
Travel expenses—in person meetings, hotels, dinners and so on
Tech stack—any tool used by sales and marketing teams
Ad/PR spend

If your sales cycle is longer than 30 days or you acquire most clients through
a freemium model, CAC will not be accurate when analyzing month to month.
Considering a rolling 3 or 6 month average of your monthly CAC.

?

Discover and focus on your highest-converting channels.
A/B test all processes to get your team operating most efficiently.
Cut “nice-to-have” tools that don’t make a big impact on lead conversion.
Be easy to buy from —consider combining steps in your sales process.
Only demo to qualified buyers.

CAC gives you insight into the health of your Sales and Marketing teams. 
If your spend is too little,  you may be missing out on new customers.
If your spend is too high, it will be difficult to make a profit.

It is used in comparison with your LTV to gain insight into where to spend
more or reduce resources.

*

*

Late Stage

Growth Stage

Early Stage



LTVLTV

ARR per Customer x Average Customer Life Span

How much revenue will each customer earn me throughout their
time with my company?

Why is LTV Important?

LTV will vary widely across companies and contract sizes—it is
simply a data point. 

Keep in Mind:

How to Improve LTV:

LTV measures revenue, not profit. To get the most accurate picture, you'll
want to calculate your LTV with Gross Margin. This will illustrate how much
profit each customer will return to you after factoring in how much it will cost
to deliver your product or service to them.
Your different customer types will have very different LTVs. It's important to
segment your customer base and calculate each respective LTV for your
SMB, enterprise, and other customers.
Analyze your LTV on a rolling 6 month basis to account for any outliers.

?

Increase subscription prices where/when appropriate.
Have a thorough onboarding program to provide the most value up front.
Optimize customer success efforts to maintain retention and close expansion
opportunities.
Continually create relevant and helpful content your customers can access
anytime and easily navigate.

While LTV, on its own, is a data point, it is necessary to know when calculating
other importatant metrics. When contextualized with CAC, LTV can give
insight into the health of your sales and marketing efforts. 
It shows the bigger picture of how much revenue you can expect from a
customer in total—not just monthly or annually.

Full formula broken down on
page 17

Lifetime Value

See also:
LTV:CAC
LTV with Gross Margin

Late Stage

Growth Stage

Early Stage

https://kpisense.com/blog/calculate-ltv-with-gross-margin


ARR/MRRARR/MRR

Beginning Revenue  + New Business Revenue + Expansion Revenue

- Contraction Revenue - Churn Revenue

Recurring Revenue

How much predictable revenue can I expect to generate only a
monthly (MRR) or annual (ARR) basis?

Why is Recurring Revenue Important?

Can be used for both ARR and MRR

Keep in Mind:

How to Improve:

MRR is great for companies who have a high volume of month-to-month
contracts.
ARR is great for companies with high Annual Contract Values or multi-year
contracts.
When calculating MRR:

Make sure you only use recognized revenue for that period. Only include
1/12 of an annual up-front payment into your MRR calculation.
Do not include any non-recurring payments such as one-time fees,
installation payments, or one-off upgrades.
Do not include customers who are in trials.

?

Raise prices to reflect the value you offer.
Focus on expansion revenue i.e. upgrades.
Make it easy to renew—set up auto-renewal for monthly contracts or switch
to annual contracts to secure a year of revenue.
Ditch "freemium" models.

Predictability makes the SaaS business model so attractive.
Knowing what revenue you expect to generate helps you to make informed
business decisions.
Your projected revenue will allow you to create your company's forecasts.
It shows if a business is sustainable and could be profitable in the future.
Your company’s forecasted recurring revenue can either make or break a
fundraising round.

*

*

Aim to have at least 80% of your total revenue be recurring.

see also: "How to Reduce Churn and Increase Retention:"

Late Stage

Growth Stage

Early Stage

https://kpisense.com/blog/from-booking-to-revenue-the-what-why-and-how-of-saas-revenue-recognition


CHURNCHURN

(Churned revenue - expansion revenue + contraction revenue)

Revenue at beginning of period

User/Customer Churn

What percentage of my customers and revenue are lost in a
certain time frame?

Why are Churn and Retention Important?

Keep in Mind:

How to Reduce Churn and Increase Retention:

Benchmarking can be difficult for early-stage companies that do not yet have
product fit—you're not sure who the best clients for your solution are, and
new customers churn at a higher rate than long-term.
If your revenue churn is between 7-8% month over month, it will be nearly
impossible for your company to grow.
Customers are considered churned once they no longer have access to your
product or service, NOT when they give their notice.

?

Offer discounts on annual billing.
Tailor onboarding to provide the best value up front.
Be professional relationship builders.
Make your product sticky—you want to become an essential part of their
business so that they cannot imagine life without you!
Turn your customer success team into masters of upselling and expansion.

Retention is directly related to your company becoming profitable as it
measures your product stickiness, increasing your LTV.
It's much more cost effective to retain and upsell existing customers than to
acquire new ones. Optimizing retention will help you keep costs lower while
generating more revenue.
If your churn is high, you'll have to work harder (and spend more resources)
acquiring new customers to play catch up and make up for the lost revenue.

Gross Revenue Churn

Net Revenue Churn

Churned customers during period

Total customers at beginning of period

Revenue from churned customers

Revenue at beginning of period

85-90% on average, almost always above 80%

85-95%

100-110%*

subtract churn % from 100 to get retention

For retention rate

Retention above 100% means negative
churn, aka your expansion revenue is

making up for any revenue lost to churn)

*

& Retention

Late Stage

Growth Stage

Early Stage



COGSCOGS

Add all expenses that go into producing and delivering your product.

Cost of Goods Sold

How much am I spending to deliver my product/service to
customers?

?

App hosting and monitoring fees
Customer support
Account Management / Customer Success (CS) costs
Third-party software license fees
Web development and support costs
Professional services costs
Training/onboarding costs
Credit card processing fees

Why is COGS Important?

What to Include in COGS:

COGS is needed to calculate your gross profit, which is needed for Gross
Margin.
Calculating COGS correctly necessitates that your costs are allocated
correctly, which is important to get an accurate picture of your business.

Keep in Mind:
If your company has subscription and services revenue, make sure to track
the COGS for each of those revenue streams separately.
Some argue for CS costs to be under sales and marketing in operating
expenses (OpEx). We view customer success as being retention-focused.
Unless your Customer Success team is almost exclusively focused on up-
selling, we default to including it COGS.

Review tech stack and cut any “nice to haves.”
Review all expenses to ensure they’re in the right buckets within sales and
marketing.

How to Improve/Decrease COGS:

Late Stage

Growth Stage

Early Stage



GROSSGROSS    
  MARGINMARGIN

(Revenue - COGS)

Revenue

What percentage of revenue do I retain after deducting the cost it
takes to deliver my product/service?

Why is Gross Margin Important?

80%

Keep in Mind:

How to Improve Gross Margin:

Gross Margin can be calculated for different areas. You should be tracking
revenue streams separately, i.e. subscription revenue from services revenue.

?

Increase prices where appropriate to reflect your value.
Decrease trial length if you have one.
Reduce support and hosting costs where possible.
Optimize software spend and eliminate "nice to haves."
Make pricing clear and transparent—the pricing page is usually the most
visited on any company site.
Make sure your COGS spend is accurately attributed.

The better your gross margin is, the more you have to put back into your
business to accelerate growth (e.g. Sales & Marketing spend, new product
hires, etc.).
Growth is not as representative of the health of your company as your gross
margin is—this gives a more accurate picture with greater context.

Late Stage

Growth Stage

Early Stage



DSODSO

Month-End AR Balance

Monthly Revenue x 12

Days Sales Outstanding

How long does it take for my invoices to get collected?

Why is DSO Important?

There is no one benchmark for DSO as it depends on your industry.
However, you'll want to have a DSO lower than your payment term. 

Keep in Mind:

How to Improve DSO:

Collecting payments allows you to use that cash as funding to reinvest into
your company and help you scale.
A high DSO can lead to cash flow problems.
Your DSO may be higher than usual during economic and seasonal
downturns. 

?

Directly address the reasons for payment delays:
Customers don't have enough cash to pay the invoice? Focus on
acquiring cash-positive leads. 
Dispute over product/service quality? Collect components of invoice that
aren't disputed in the meantime.
Missing/incomplete invoices or paperwork? Automate your collections
process to decrease human error.

DSO measures how many days on average it takes for a sale to convert to
cash.
Receiving payments from your delivered product/services is essential to pay
off your company's expenses.
DSO is a great way to reliably predict when you'll have cash from sales be
available to you.

x   365

Late Stage

Growth Stage

Early Stage



CASH BURNCASH BURN                
RATERATE

How is my spending impacting my cash reserves?

Why is Cash Burn Rate Important?

Keep in Mind:

How to Improve Cash Burn Rate:

Expenses includes salaries, rent, equipment, software costs, overhead, and
everywhere else you've spent your cash.
Do not include any one-time or unusual, non-recurring expenses.
Make sure you only include cash that you have on hand and do not include
deferred revenue related to large pre-payments.
A negative net cash burn rate is not always a bad thing, especially when you
are scaling. Just be sure to keep track of your cash before you run out. 

?

Increase Revenue:
Increase prices,  increase sales and marketing efficiency, optimize spend,
retain customers, avoid churn.

Decrease Costs:
Have a leaner team, reduce nice-to-haves and unnecessary equipment.

Create a realistic, informed budget and stick to it.

Tracking how much cash you spend in a given time period allows you to 
 forecast and project how much cash your company has before it runs out. 
It's essential you know exactly how much cash you have left.
Net cash burn rate highlights how your expenses impact on your cash inflow.
It is one of the most important metrics for investors since it shows a
company’s sustainability and spending habits.  

Gross Cash Burn Rate = Salaries + Rent + COGS + Other Expenses 

Net Cash Burn Rate = Cash balance Beginning of Period - Gross

Cash Burn Rate

Net Cash Burn Rate > 0 

Late Stage

Growth Stage

Early Stage



LTV:CACLTV:CAC

LTV

CAC

How profitable are my customers to my company?

Why is LTV:CAC Important?

3:1, meaning you're earning at least 3x more revenue from your
customers than you're spending to acquire them.

Keep in Mind:

How to Improve LTV:CAC:

There's a reason this is not included for Early Stage companies. It's only
valuable when you have a repeatable sales process and have better data on
customer retention.
Segmenting is incredibly important. LTV:CAC for your entire customer base
will not be accurate—you'll need to be able to optimize sales and marketing
channels for each customer type.
To account for fluctuations,  continue calculating your CAC each month and
then after 6 months, take the average and divide LTV by this new CAC.
If your ratio is higher than 3:1, that's great—but consider you may be spending
too little to acquire customers and missing out on opportunities.

?

Focus on increasing your customers' average lifetime and optimize pricing
models.
Focus on decreasing acquisition costs and improving sales and marketing
efficiency.
Follow guides for "How to Improve LTV" and "How to Improve CAC".

While LTV and CAC individually depend on your business, LTV:CAC is a ratio
that is standard across the industry.
LTV and CAC don't show much on their own, but LTV:CAC is able to show
how profitable your customers are to you.
It allows you  to analyze your sales and marketing channels and their
effectiveness in acquiring ideal (most profitable) customers.
This is a big metric for investors to see if your business model is sustainable.

See previous pages for individual formulas*

Early Stage

Growth Stage

Late Stage



How efficient are my Sales and Marketing efforts?

Why is Magic Number Important?

0.75-1 is efficient. Anything above 1 is very efficient. 

Keep in Mind:

How to Improve Magic Number:

A magic number higher than 1 is very efficient, but it also signals that you may
be under investing and missing out on potential growth opportunities. 
Your magic number implies a payback period of when you'll recoup your
sales & marketing spend from last quarter.
Magic number shows revenue, not profitability. 
To make it useful, you need to have a repeatable sales process in place.
CAC Payback, Gross Margin, and Churn can help illustrate the bigger picture
to provide more context.

?

Test out new/different sales & marketing strategies.
Focus on channels with the highest ROI.
Find the most cost efficient client acquisition strategies.

It measures how much many dollars in annual revenue growth are earned
from every sales & marketing dollar spent.
It allows you to be able to reliably predict how much you can expect to earn
based on their spend.
This is a great metric to show sustainability for earlier companies who might
not have enough data to pin down their LTV or might be more focused on
growth vs. profitability. 
It shows efficiency without publicly divulging your churn and revenue
numbers.

MAGICMAGIC
NUMBERNUMBER

(Current Quarter's Revenue - Previous Quarter's Revenue) x 4

Previous Quarter's Sales & Marketing Expense

Early Stage

Growth Stage

Late Stage



SALESSALES
CYCLECYCLE

Total # days to close all deals

Total # deals closed

How long does it take my company to close a deal?

Why is Tracking Your Sales Cycle Important?

Dependent on contract price, product complexity, customer size, etc.

Keep in Mind:

How to Improve Your Sales Cycle

The higher the price of a product, the longer the sales cycle (and vice versa).
If you have a complex product, it will take potential customers longer to
understand the product and its value.
When selling to a new market, your sales cycle will increase, as a greater
amount of the cycle will be spent educating and familiarizing prospects.
The greater the number of people in a prospect's company, the more people
you have to convince that your product is valuable.
Free trials need to be included in your sales cycle, until you secure the deal.

?

Track conversion rates from stage to stage to analyze the strengths and
weaknesses of each part of your sales process.
Target only your ideal customers.
Be easy to buy from and remove friction from the process (equipping your
sales team with how to mitigate common oppositions, helpful content, etc.).
Make informative and targeted marketing materials.
Reduce free trial length.
Offer a competitive commission program.

It shows where each lead is in the buyer's journey, helping you tailor outreach.
You can help diagnose and treat bottlenecks in the sales process.
A more efficient sales and marketing system helps improve other metrics.
Knowing your sales cycle will help you make accurate revenue forecasts. 
You can show show potential revenue based on forecasted lead generation.

Early Stage

Growth Stage

Late Stage



What is my company's tradeoff between growth and profitability?

Why is the Rule of 40 Important?

40% and above

Keep in Mind:

How to Improve Rule of 40:

Use this metric once your company reaches $1M ARR.
Early stage startups are focused on growth and therefore should have higher
growth rates vs profit margins. 
Late stage startups are focused on profitability and should have higher profit
margins vs. growth rates.

?

Growth Rate: 
Invest in your research and development and sales and marketing teams.
Expand your product into different markets.
Develop adjunct goods/service to reach a broader market. 

Profitability:
Increase expansion revenue from your existing customer base. 
Tweak pricing models for higher margins. 
Reduce spend in your sales and marketing channels with the lowest ROI. 
Streamline and automate functions to cut back on expenses.

The Rule of 40 shows the sustainability of a company's business model. 
Investors like to use it as a health check. 

Every business model has a tradeoff between growth and profitability.
Investors can gauge if a company is more focused on growth or
profitability.
Investors can gauge if the company has any path toward profitability. 

RULE OFRULE OF
4040

Growth Rate + Profit % Full formula broken down on page 17

Early Stage

Growth Stage

Late Stage



EXPANSIONEXPANSION
REVENUEREVENUE

How much revenue is generated from my existing customer base?

Why is Expansion Revenue Important?

There is no one benchmark for expansion revenue, but you should
aim to acquire as much as possible. 

Keep in Mind:

How to Improve Expansion Revenue:

Upsells are when customers upgrade their product plan/version.
Cross-sells are when customers purchase other products from your company.
Add-ons are when customers buy additional product features to complement
their current plan.
A good starting goal is to reach 20-30% of your revenue coming from
expansion revenue. 

?

Improve customer retention:
Create positive customer experience
Have an effective onboarding process

Train customer success to be efficient in selling expansion revenue.
Interact with and listen to your customer base; what types of new features
are they looking for? Are there other products/services you have that would.
be a good match?

It is much more profitable and easier to sell to your current clients than
acquiring new ones—acquiring new customers tends to be 5 times costlier.
Your customer base already value your product/service, and you don't need
to put in additional sales and marketing spend.
As your company matures, it will depend on expansion revenue from your
existing customer base to sustain the company.

Upsell  Revenue + Cross-sells Revenue + Add-on Revenue

Early Stage

Growth Stage

Late Stage



LTV WITHLTV WITH
GROSS MARGINGROSS MARGIN

LTV x Gross Margin %

What is the profit I receive from each customer over their lifetime?

Why is LTV with Gross Margin Important?

Keep in Mind:

How to Improve LTV with Gross Margin:

Remember, Gross Margin is the percentage of your revenue left over after
subtracting your Cost of Goods Sold. This is applying the same principle to the
revenue earned across a customer's lifetime.

?

Refer to "How to Improve LTV"
Refer to "How to Improve Gross Margin"

LTV only tells you revenue. Calculating it with the added context of Gross
Margin shows how much profit you actually make.
It factors in how much it costs you to deliver your product or service.
Without factoring in Gross Margin, your LTV:CAC may look more optimal than
it actually is—which means you'll miss some red flags that need attention.
It's a more accurate picture of your customers' worth than LTV alone.

Early Stage

Growth Stage

Late Stage



EXPANDED FORMULASEXPANDED FORMULAS

Total Recurring Revenue
Total Number of Customers

#Customers that left during year
#Customers at start of year

 

1
Churn Rate (as a decimal)

LTV =    ARR per Customer   x    Customer Life Span

(Total Recurring Revenue ÷ # Total Customers) x (1 ÷ (# Customers that left
during year ÷ # Customers at Start of Year))

Full LTV Formula from Page 4

Visualized:

(Current Year Revenue - Previous Year Revenue) 

Previous Year Revenue

Full Growth Rate Formula from Page 14

We help SaaS businesses make sense of their financial
data every day. If you have any questions about these
metrics (or any others!) we're here to help. Feel free to

reach out to us at hello@kpisense.com or by dropping us
a note here.

QUESTIONS?QUESTIONS?

http://kpisense.com/get-started
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222 W Merchandise Mart Plaza 

Suite 1212
Chicago, IL 60654


