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Nuvem9 are financial consultants that specialise in working with companies and
entrepreneurs that have ambitions to take their business to the next level. Running a tech
start-up can be a bewildering experience when it comes to analysing the financial
performance of the business. With the volume of data potentially at your disposal, it can
be difficult to find the golden nuggets of information that will provide you with a real time
guide to your progress.
At Nuvem9 we understand tech start-ups deeply; the Founders have real business
experience of setting tech businesses up from scratch and we now work advising the next
generation of software as a service (SaaS) companies.
Given this first-hand experience and knowledge we have prepared a guide of the 9 must
track metrics we believe your business needs to be monitoring regularly to greatly increase
its chances of long term growth and success. Throughout the document we have given Tips
on how to apply and utilise each metric based on our own experiences of working in and
working with growing businesses.
And, if you read to the end of this document we have included an exclusive promotional
rate for our services!
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This document is a guide and not a formula for success. Whilst we believe tracking and analysing the metrics in this document will benefit your company
greatly, every company is different and operates under a complete unique set of parameters (the team, the market, access to capital etc.) The metrics are
also geared towards a monthly subscription based SaaS business rather than a contract based business; whilst the general principles can still be applied to
the latter, the formulae that follow are best suited to the former. Please do contact us if you have any further questions.

METRIC 1: MONTHLY
RECURRING REVENUE
What is it?
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Monthly Recurring Revenue (MRR) is a measure of your recurring monthly customer
income, excluding one off sources of income (like a consultancy job or a set-up fee).
It allows you to sensibly predict future revenues.

Why is it important?
MRR is the key metric to demonstrate whether a business is growing or not. Whilst
this can be determined to a degree from the pure revenues booked each month,
total revenue on the profit & loss doesn’t easily distinguish new business from
repeat revenue, nor lost business month to month, or income from different
contract lengths or annualised payments.
It is therefore necessary to normalise the month to month revenues using MRR.
An increasing MRR is a strong indication that the business is growing; a decreasing
MRR indicates issues with either the effectiveness of the sales team and/or
customer service, but potentially also the business as a whole.
Nuvem9 Tip 1: drill into your MRR figure each month to determine why it is
increasing or decreasing – an increasing MRR based mainly on upselling to
existing customers is a positive short term trend that may not be sustainable in
the medium to long term and could otherwise mask issues in attracting new
customers.

METRIC 2: CHURN RATE
What is it?
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Churn Rate is the percentage of your customers that are cancelling their contracts
each month.

Why is it important?
Churn can become a huge issue as the volume of subscribers increases; 3% of 1,000
users is 30 but 3% of 10,000,000 users is 300,000 cancellations. That is an expensive
set of customers to replace and it is extremely hard to grow a company whilst losing
this much revenue each month organically. Churn can be indicative of a mis-sold
product, a product that is not maintaining innovation with its competitors, or a
company that simply doesn’t engage with its customers enough.
Nuvem9 Tip 2: trying to achieve a churn rate of completely zero is an unrealistic
target as customers will always have reasons to cancel, sometimes beyond the
control of any company, e.g. company closure etc. However, churn itself can be
turned into Negative Churn through tactics such as upselling to package
upgrades to existing customers, or cross selling other packages, at a sufficient
rate to offset the impact of the cancellations.
Churn should be measured on freemium models as well as pure subscription only
models. If your free to use service is experiencing a significant churn through
lack of customer engagement it is immediately decreasing the pool of potential
customers you have available to sell upgrades to your paid subscription, which in
turn may require further expensive marketing spend to find new users to replace
them.

METRIC 3: CUSTOMER
ACQUISITION COST
What is it?
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Customer Acquisition Cost (CAC) is the cost incurred in getting a new paying
customer, normally averaged over the course of a month or quarter. It is inclusive of
cost of sales of the product itself, direct marketing costs and salary costs for the
sales and marketing team.

Why is it important?
The SaaS business model necessitates a large upfront investment followed by a
month by month customer payment, upon which the CAC is repaid (“Payback
Period”) and the subsequent months are pure profit (less any ongoing maintenance
costs such as support, development of upgrades, hosting etc.) If the CAC is too
high, and coupled with a high churn rate for example, the chances are the average
customer will not be a paying customer long enough to repay this investment. It is
therefore critically important for business sustainability that this measure is tracked
month on month. It is generally benchmarked that a SaaS CAC Payback Period
should be less than 12 months.
Nuvem9 Tip 3: Users can be generated via numerous avenues, digitally and via
more traditional avenues, and the temptation can sometimes be to experiment
with all channels concurrently. We recommend you measure CAC across all
marketing channels currently being used. That will allow your business to
identify the most profitable channels, which should be prioritised until the CAC
increases, and another channel maximised instead.

METRIC 4: CUSTOMER
LIFETIME VALUE
What is it?
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Customer Lifetime Value (“CLV”) is essentially the average amount of revenue paid
by each customer to your business over the lifetime of their contract.

Why is it Important?
A customer contracted and paying is always worth more than a new customer; they
require no new advertising spend, (although importantly do need to be engaged see Metric 2: Churn).
If Churn is too high and CLV is too low, customers will leave before the CAC is repaid.
This is purely and simply an unsustainable business that will bleed cash reserves dry,
regardless of how many times it is replenished.
Nuvem9 Tip 4: For business sustainability, it is essential that, long term, your CLV
is greater than your CAC, with a recommended ratio of at least 3:1.

METRIC 5: CASH BURN
RATE
What is it?
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Cash burn rate is the amount of negative cashflow per month (simply how much
cash is being utilised each month). In extreme cases it can be measured in weeks,
sometimes days. It’s an indication of the maximum amount of life a company has
until it takes on more cash and/or reduces the cash burn rate via increased
revenues and/or cutting overheads (its “Runway”).

Why is it important?
Company Directors have a fiduciary duty to ensure the Company trades solvently.
All but the most fortunate early stage start-ups will be in a cash burn situation, and
measurement of the Burn Rate and the Runway is essential to understand when to
start seeking fresh capital, which can have a significant lead time, or in some cases,
when to close the company down completely.
Nuvem9 Tip 5: Measure the gross cash burn rate (the total cash spent excluding
any cash received from customers) and the net burn rate, as this will show the
absolute worst case scenario if revenues disappear overnight.

METRIC 6: GROSS
MARGIN
What is it?
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Gross Margin is the residual balance of revenue after deducting direct cost of sales
such as hosting fees, payment processing charges, affiliate commissions and the
salaries for onboarding and customer support teams.

Why is it Important?
Gross Margin can vary greatly between businesses. Some retailers experience an
average gross margin of 30% or less. A SaaS business should monitor its direct costs
to aim for a GM of more than 80% at least. This means that the retained profit can
be used to cover non-direct costs such as indirect salaries and rent, but most
importantly, the potential sales and marketing budget to attract new customers and
continue to grow can be maximised.
Nuvem9 Tip 6: Be sure to include all the costs that are incurred in generating a
new sale for your business and make the costs those that are specific to your
business. This can be an extremely beneficial way to identify costs that are not
benefitting the business at all, whilst also allowing you to hone in on critical
suppliers and/or suppliers you can leverage better deals with.

METRIC 7: EBITDA
What is it?
EBITDA (Earnings before Interest, Tax, Depreciation and Amortisation) is a measure
to normalise the profitability of one company against another, and can potentially
be used as a basis for determining valuation of the Company. It is the residual
profit and loss after deducting all cost of sales and direct overheads, but before
accounting for financing costs such as loan interest, corporate taxes and book
entries such as fixed asset depreciation and intangible asset amortisation.
Why is it important?
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EBITDA demonstrates the profitability of the core business before assessing tax and
financing activities. It also allows benchmarking against the results of competitors
and/or successes in similar verticals. It is commonly thought that an early stage
SaaS business should not be profitable, but instead profits should be reinvested in
increased sales and marketing to more aggressively scale and/or taking on
increased development capacity to turn upgrades and new products faster. EBITDA
allows assessment of how possible such a strategy is, before blindly following a
path to almost certain failure.
Nuvem9 Tip 7: EBITDA and Gross Margin exclude any analysis of cash and the
costs of servicing capital. It is important to therefore review these metrics with
cash burn and not in isolation, which could mask other dangers.

METRIC 8: MONTHLY
SALARY COSTS
What is it?
Very simply this is the cost of the team each month, inclusive of all employer payroll
taxes, bonuses, overtime and expenses.
Why is it important?
Salaries are a semi-fixed cost and much easier to increase than decrease. In a cash
burn situation, it is therefore important to review the salary costs pragmatically, and
ensure the risks of increasing staff numbers are offset by the business benefits. As
advisors, we also feel it is also important, however, to ensure that staff are being
paid at market rate.
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The very nature of start-up companies can be stressful experiences, chaotic and fast
moving. Whilst some staff can thrive in such environments, others struggle and,
combined with a below market salary, the rate of staff turnover can be high which
often kills the cultures in a start-up company.
Nuvem9 Tip 8: Ensure the full real costs of all new staff are plotted out in a matrix
showing basic salary, employer payroll taxes, bonuses, and the cost of recruiting
staff. Also allow a lead time for training and familiarisation before predicting
what the revenue generated will be against the increased resources.

METRIC 9: SALES CYCLE
TIME
What is it?
The time taken for the average customer to go from initial prospect to a paying
customer. Depending on the strategy adopted, sales channels being utilised and
resources at the disposal of the company this could be measured in minutes to days,
weeks and sometimes months.
Why is it important?
The sales funnel will decrease at each stage: prospect (e.g. an email address
registered on site) to lead (e.g. potential customer has been given an online demo),
to strong opportunity (e.g. have actively engaged post demo with sales staff) to
finally agreeing to be a paying customer.
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A high CAC can be offset by a swifter cycle time as that Company is adding twice as
many customers as another Company with the same CAC. It can also offset churn
rates and still enable growth. Monitoring the time taken for auto-signups on
websites can also reveal conversion killers that, if fixed, can allow a significant
increase in turnover.
Nuvem9 Tip 9: Combine your analysis of sales cycle time with the dropout rate at
each stage of the sales funnel. Increasing both the cycle time and the % retention
of potential customers through each stage of the sales process can have a
compound effect on revenue growth.

NUVEM9
We hope you have enjoyed our guide to the Must Track SaaS Metrics. Nuvem9
specialise in preparing financial forecasting models incorporating each of these
metrics, and more, to create a totally unique, bespoke companion for which you
can profitably scale your business.
As a valued reader of this guide we are running a promotional free 1-hr
consultation for business owners seeking assistance in implementing systems to
measure business metrics and gain insights into their business. Simply click here
http://www.nuvem9.co.uk/#section-contact and quote SAASGUIDE16 and we will
contact you to arrange a suitable date and time.

028 9581 9120

9

NUVEM9’S TOP 9
MUST TRACK METRICS FOR YOUR

SAAS BUSINESS

niall@nuvem9.co.uk

Niall.McGinnity

w

www.nuvem9.co.uk

