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The Definitive Guide to SaaS Metrics

1. Introduction

ACV, LTV, MRR, CAC – the list of SaaS metrics can sometimes seem endless. Fortunately, we’re here to help with some guidance based on our years of experience
analyzing metrics and finding out what works. In this resource, we will guide you through all the categories of metrics associated with each step in the customer’s journey
with your product.
Subscription-based businesses are different from traditional transaction-based ones, as they rely on recurring revenue. The acquisition of new customers must be balanced
with the costs of attracting them and of developing and providing the SaaS product. Customer retention is essential for ensuring a steady revenue stream. How you onboard
establishes if your clients find value in your offering, and being able to monetize keeps you in business and allows you to scale. Therefore, SaaS KPIs will usually be
connected to the main stages of the subscription lifecycle.
Word of caution: some KPIs look simple, but, in reality, are difficult to calculate and follow, because some components can be defined in several ways and can be influenced
by many variables. The result is that the same metric at the same level can actually mean different things for different companies. So always aim to make it clear what each
component means for your business, and be consistent in that clarity. We tried to make this list as exhaustive as possible, but of course you need to track the KPIs that make
sense for your business.
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2. Acquisition

At the very top of the funnel, we have Acquisition Tracking & Metrics. Acquisition is a central focus for your business, especially when you’re starting out.
By monitoring customer acquisition KPIs, you’ll be able to dynamically adapt your outbound tactics and have a good sense of how your marketing and sales efforts are performing. What’s more, this category of metrics signals to investors your brand’s potential to be profitable.

Acquisition
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Site Visitors
Who’s showing up to learn more about you? This SaaS metric may seem self-explanatory,
but there’s a lot you need to know about these visitors: where they came from, what
they’re doing on your site, and why they keep coming back. Make sure to track your
visitors in detail to understand what’s working and what you could improve.
What you should look out for in your website or app analytics is Qualified Marketing Traffic –
those site visitors who are not already customers and/or have not signed up for your solution before. Separating
returning users of your SaaS product from prospects will enable you to derive the right insights from the traffic
metrics and adjust your marketing initiatives accordingly.

Sign Ups
Once people get to your site, you want them to sign up to at least try your product, right?
That’s why this metric is one of the most important numbers for SaaS companies to track.
Finding out who’s trying your product is the first step in more effectively marketing to those
people and understanding why they buy – or don’t.

Cost per Conversion
How much does it cost you to get a customer to click? If you’re spending more than your
customers are worth (another vital SaaS metric), you’ll need to explore more affordable
conversion methods. Or, if you’re not spending very much right now, consider trying new
tactics that could be more effective.

www.2checkout.com
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Viral Coefficient
This metric can show you how quickly and how widely your marketing message spreads
online. The Viral Coefficient can be calculated as follows:
(Number of current customers x the average number of referral invitations sent by each current
customer x conversion rate of invitations sent) / The current customer base

A Viral Coefficient above 1 means you're achieving exponential growth.

Lead Velocity Rate
This KPI shows how fast your lead database is growing. The Lead Velocity Rate
(LVR) can be calculated as follows :
((Number of qualified leads current period – number of qualified leads last period) / Number of qualified
leads last period) x 100
The period can be a week, a month, a year or any interval that makes sense to your business.

This metric will tell you if you’re constantly attracting more new people to your product or if interest in your
products is waning (or, worse, going to competitors), and is one of the most important predictors of the success
of your SaaS business. A slowdown in lead velocity rate could be a sign that you need to invest in new
acquisition efforts.
www.2checkout.com
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Leads by Lifecycle Stage
New leads are prospects who are starting to research for products or services that you
may provide. While measuring the number of new leads and the Lead Velocity Rate is
important, you should also keep track of where in the marketing-sales funnel each lead is
at any one time. Thus, a new lead should progress through the following stages:

SQL

MQL

Marketing qualified lead (MQL): a prospect who has returned to your website and
interacted with some more resources (e.g. downloading eBooks, registering for webinars, etc.)
Sales qualified lead (SQL): a prospect who has moved beyond the initial awareness stage and is most
likely evaluating competing vendors – these prospects should be contacted directly by your Sales team.
Since the sales cycle for SaaS products can have widely varying lengths, it’s important to determine each month
how well your funnel is progressing and where – and why – leads may be lost along the way. You will then be
able to adjust your lead-nurturing flows and sales initiatives appropriately. More on this to follow.

www.2checkout.com
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Funnel Conversion Rate
How many users are moving along your funnel? What are they doing along the way? Also
referred to as Lead-to-Customer Rate, this metric shows how many leads turn into
customers. You can calculate it as follows:

(Total number of customers in a month / Total number of leads that month) x 100

Defining and tracking every step in your conversion funnel, from email opens to resource downloads, will show
you where customers are falling off and where you have an opportunity to focus and win big with a small
investment. The conversion rates of the various campaigns will show you what works and what doesn’t, and
allow you to improve your marketing efforts.

www.2checkout.com
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Customer Acquisition Cost
This KPI shows how much you spend to get a new customer. You should always analyze
Customer Acquisition Cost (CAC) together with the Customer Lifetime Value (CLTV), to get
an accurate projection of the viability of your business model.
CAC can take into account advertising campaigns, discounts, and other sales and marketing
efforts. You can calculate your CAC as follows:

Sum of all sales and marketing costs in a period / Number of customers acquired in that period

Whether your CAC should be high or low depends on how much value your customers bring in. If your
customers spend a lot, you can spend more to acquire them. Furthermore, the Customer Acquisition Cost is
directly influenced by your business model:
Freemium or self-service business models tend to have the lowest CACs ($0 - $200)
If you use an inside sales team it will raise your acquisition cost up to about $8,000
With a field sales team, the Customer Acquisition Cost can go from $20,000 to $200,000, for very large
businesses.

www.2checkout.com
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There are several ways to reduce the CAC and thus ensure revenue sustainability:
A/B testing to improve conversion rates
Minimizing the level of touch required to complete a sale (self-service, customer account, etc.)
Streamlining onboarding and paid activation to get paying customers to use your product as quickly as
possible.

Bookings
The holy grail: how much business did you book this month (or week, or other
timeframe)? Bookings can include new contracts, renewals, upgrades, and more –
anything that leads to new revenue for your organization.
Usually, this is counted as the sum of the expected first-year revenue for contracts signed
during the period. However, since you may have many different contract durations in your
subscription model, as well as upsells, cross-sells, and so on, you should also take into account the following to
really understand how your business is doing:
New MRR/ARR from new customer contracts
Renewals
Expansion bookings
Churned MRR/ARR, downgrades.

www.2checkout.com
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3. Onboarding & Activation Metrics

Onboarding is the period right after users have joined your platform, when the goal is to introduce them to the service, guide an effortless product experience, and ensure
they reach early value ASAP. The success of onboarding is one of the main factors that determines whether the client will commit to your brand or switch after the first
billing cycle.

Acquisition
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Onboarding Rate
We are proud to feature this chapter by our friends at InnerTrends

The onboarding process starts when the user creates an account up until s/he experiences
the promise of your product for the first time, often called the “Aha!,” the “Wow!,” or the
“First value” moment. This promise is the value that your product or service can deliver to
users, and is what convinced them to create an account in the first place.
If you are an email marketing service, for example, the Aha! moment is when the user
sends their first email campaign. If you are a chat service, that moment is the first communication between two different users. If you are a CRM, that moment is the first lead that gets
updated from one stage to another.
The onboarding rate tells you how many of the new accounts end up experiencing the promise of your product
for the first time.

Average Onboarding Time
How long does it take to onboard your customers and make them successful? You will
need to define the onboarding process and understand where it starts and when it ends.
Whatever “onboarding success” means for your company, invest in a customer success
team to make sure it’s happening within a reasonable amount of time.

www.2checkout.com
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Net Active Users
Of the users who have finalized onboarding, how many of them are actually using your
product or service on a regular basis? You can define “active” according to your needs –
does the frequency of login count, or does the user need to take a specific action, or
achieve a specific goal? – and track this metric carefully.
As a best practice, you should define a user as active when they do something from which
they get tangible value. That means they should do something more than just logging in.
Active users can be measured as daily active users (DAU), weekly active users (WAU), or monthly active users
(MAU), whatever period makes sense. These numbers can help you identify the impact of your marketing
initiatives, sales campaigns, product effectiveness, or new product features. If your customers aren’t very
active or are becoming less active, consider onboarding or engagement campaigns to keep them informed
and interested.
Nevertheless, the number of active users is sometimes thought of as a “vanity metric,” as it doesn’t give much
insight into what prompted their usage of your service. You might then employ something like a “stickiness
ratio” to understand the actual level of engagement.

Stickiness ratio = Daily active users / Monthly active users
Similarly, you can calculate with WAU (Weekly Active Users), instead of MAU, which gives you the DAU/WAU ratio.

Another useful metric related to this is the Activation Rate, showing total number of customers or users / active
customers or users.

www.2checkout.com
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Number of New Clients
How many new customers are you adding in a particular time period? If your new customer numbers are stagnating, it may be time to invest in some customer acquisition campaigns. OK, this is more of an acquisition metric, but you will need it in correlation with
other metrics to assess the quality and effectiveness of your onboarding process. Also,
“clients” is a generic term. You will need to look at sign-ups, onboarded users, active users,
subscribers, active subscribers, and so on.

Number of Net New Clients
Net new clients or customers are your new customers minus customers who have
churned:

New customers - Churned customers.

This metric will highlight if you’re adding a lot of new customers but losing existing ones fast. Churn may happen
during or after onboarding, another factor to consider and analyze.

www.2checkout.com
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Signup to Subscriber Conversion Rate
This is what many of your marketing efforts should be after: getting people to pay for your
product or service. Make sure to track this metric not just so you understand what’s happening with your customers, but also so you can identify what marketing campaigns
caused an uptick in activations, and then, payment (can be separate or different, depending on how you price your SaaS). If your customers never truly engage with your product,
they won’t see its value and stick with you over time. Your customer success and support teams
can be key in getting customers activated (and ultimately convert them to subscribers), so rely on them.
You can calculate this metric by dividing the total number of new paying subscribers by the total number of signups in a given period:

Paying subscribers / Total signups

You should always assess the quality of the signups and activations as well, in order to understand if you’re
getting the customers that you want. Sometimes the activation rate may be affected by an influx of low-quality
signups, or, conversely, a low number of high-quality registrations.

www.2checkout.com
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North Star Metric
We are proud to feature this chapter by our friends at InnerTrends

Once a user is activated, the next step is to deliver value to that user so your product is in a
very good position when you ask them to pay for it.
Just as the North Star was crucial in navigating oceanic expeditions, the North Star Metric
in SaaS will show your entire organization the direction it needs to head in order to hit its
goals.
Every company has a North Star Metric (NSM), but not every company knows which one of
their metrics it is. The successful ones always do, however. Facebook’s NSM, for example, is its
daily active users, while for Slack it is the number of messages posted, and for Airbnb it is number of nights
booked (it captures value delivered to both guests and hosts), and so on.
To find your NSM, you need to look into your data. Look at what is different among users who stick around for
the long term with your product and those that don’t. Review difference in activity, feature usage, and value delivered among people who decide to use your product for the long term and those that don’t. It’s always two or
three actions or features that make that difference.
The North Star Metric is one of the very few metrics that links the value delivered to customers to your business
growth. In a world where you could track only one business growth metric, the North Star Metric would be one
of the most valuable business indicators to monitor.

www.2checkout.com
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4. Monetization
In SaaS models, where the business relies on monthly/annual amounts of recurring revenue collected, monetization metrics are vital for evaluating the degree to which
your organization is capable of generating revenue and profit.
Clearly, there is a close relationship between monetization and both pricing and packaging, and payments, as this is how you essentially “monetize.” Also, it is important to
capture the “when” – at what point in the customer lifecycle you monetize. Is it directly upon sign-up, is it through expansion (via upgrades / up-sells, additional services,
usage-based billing), or is it at renewal time?

Acquisition

www.2checkout.com

Onboarding &
Activation

Monetization

Renewal &
Retention

15

eBook: The Definitive Guide to SaaS Metrics

Monthly Recurring Revenue (MRR)
Monthly recurring revenue is one of the most important SaaS metrics for your business.
It’s how much predictable revenue you’re taking in over time, each month, based on your
existing subscriptions and rate of adding new ones.
Calculating and understanding MRR will give you insights into:
Your “Compass Metric” that will guide your overall business strategy
Your product development direction – is it solving a real problem for the users? Is it attractive to
customers?
Your sales initiatives – is your sales team pursuing the right opportunities in the right way?
Your financial health – MRR is the crucial determinant of your business model’s sustainability.
MRR can be calculated as:
Number of current customers x ARPU (average monthly recurring revenue per user)

However, you should also add to it:
Any other recurring fees (besides the subscriptions
themselves) that customers pay each month
Upgrades (to higher subscription tiers, for example)
by existing customers
www.2checkout.com
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Thus, net MRR will be comprised of:
[Existing customers’ MRR at the beginning of the month + New customers’ (acquisition) MRR +
Expansion MRR (existing customers expanding their subscriptions)] - (Churned + Downgraded MRR)
Taking the above into account should provide you with an accurate picture of your monthly recurring revenue.
However, two out of five SaaS companies seem to regularly calculate their MRR incorrectly because they include metrics that are not related to actual recurring revenue. This can give you an inaccurate picture of your
company’s health and thus significantly impact your growth plans and relationships with investors. Here’s what
you should leave out of your MRR / ARR calculations:
Set-up fees
Credit adjustments
One-time charges
Non-recurring add-ons
If you can measure and track your MRR correctly then you can maximize it, and there are some key ways to do
this. Naturally you need to be continually acquiring new customers, but just as crucial is keeping your existing
customer base happy, loyal, and not vulnerable to voluntary and involuntary churn.

www.2checkout.com
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Annual Recurring Revenue (ARR)
If MRR is the amount of revenue brought in through your customers’ subscription payments each month, then ARR is simply monthly recurring revenue multiplied by the 12
months in a year. This is another key metric to track that can have significant impact on the
valuation and growth potential of your business. The scale and subscription model of your
business will dictate whether you focus on MRR or ARR.
Usually, companies with more than $10 million ARR will be more concerned with the annual metric than the
monthly one. In addition, if you focus mainly on selling annual subscriptions as opposed to monthly packages,
you will primarily consider your ARR to determine success.
You can calculate ARR as:

(Overall subscription cost per year + Expansion revenue) - Churned revenue

The expansion revenue in this formula, brought by add-ons or upgrades, should be connected to the annual
subscription price paid by customers, so leave out any one-time options.
On the other hand, as mentioned above, if your strategy relies more on monthly recurring revenue (MRR), you
can also calculate the ARR by multiplying MRR by 12.

www.2checkout.com
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Net MRR Growth Rate
Net Monthly Recurring Revenue (MRR) Growth Rate measures the monthly increase in net
MRR. It can show you the net variation of new, expansion, and churned revenue on an ongoing basis, and thus provide a good indicator of your company’s growth.
You can calculate the percentage of Net MRR Growth Rate as follows:

((Net MRR current month - Net MRR previous month) / Net MRR previous month) x 100

If your business is seasonal, a more reliable method for calculating Net MRR Growth Rate is to compare MRR in
the current month to MRR in the same month of the prior year. Also, if your subscriptions are offered in various
currencies you should make sure the current month MRR is calculated on a constant currency conversion basis,
to be normalized for foreign currency differences.
This comparative measure is often looked at by investors to determine a SaaS startup’s potential, but it’s
important to understand that as the company grows, the MRR growth rate will in fact decrease compared to the
early stages of development.

www.2checkout.com
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Expansion MRR Rate
This SaaS metric can show you the additional recurring revenue gained from existing
customers through upsells, add-ons, and cross-sells. Therefore, the higher the percentage, the more value your product is probably bringing to your customers – as they are
motivated to upgrade their subscriptions.
You can establish your Expansion MRR Rate as follows:

((Total Expansion MRR at end of current month - Total Expansion MRR at the beginning of current month) /
Total Expansion MRR at the beginning of month) x 100

It is much less costly to generate expansion MRR than to acquire new customers (new MRR), so it’s important to
focus on providing value and a seamless customer experience to your users in order to benefit from long-term
sustainability from expansion MRR.

www.2checkout.com
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Annual Contract Value (ACV)
The annual contract value is the average value your customer contracts bring in each
year. Growing this number can help you grow your business without attracting more
customers. If this number is low, you may need to consider adjusting your pricing or
increasing your cross-sell or upsell efforts. Keep in mind that this number does not reflect
your overall revenue or the size of your customer base, so ACV could be very high if you have
just a few high-paying customers.

Average Revenue Per Account per month (ARPA)
This indicator, also known as Average Revenue Per User (ARPU) or Average Revenue Per
Customer (ARPC), shows the average revenue you take in for each customer account
each month.
This formula can be used to determine ARPA:
Total monthly recurring revenue / Total customer accounts

It’s often recommended to track ARPA for new and existing customers separately, in order to see how it changes over time or if new customers behave differently than existing ones. If ARPA goes down, it may be a sign that
you have too many freemium accounts or too many customers using your lowest subscription level. Consider
how to show these customers the value of upgrading to a higher tier product.
www.2checkout.com
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CLTV / CAC Ratio – Return on Customer Acquisition
Costs
The all-important customer lifetime value to customer acquisition cost ratio (sometimes
also called rCAC) will help you determine the efficiency and effectiveness of your sales
and marketing spending. Early on, your ratio may be low as you work to acquire new customers and increase their spending over time. Eventually, you want to at least break even and
generate more revenue than what you spend to acquire new customers.
The metric is calculated simply as CLTV / CAC, and shows you the return obtained on customer acquisition
spending.
What should you aim for with your CLTV / CAC ratio? An oft-quoted ratio is 3:1 – that is, your CLTV should be
about three times higher than your CAC.
However, the ideal ratio can vary depending on the development stage of the company and its business model.
For example, some recommend that strong B2B companies in their growth stage should achieve a ratio between 3:1 and 5:1.
Yet if your ratio exceeds 5:1, you may not be spending enough to get more customers.
To reduce your CAC, you should focus on optimizing your sales and marketing funnel, accounting for all the attribution and touchpoints. Furthermore, pricing will also play an important part in the CLTV / CAC ratio, in addition to the period needed to recover CAC, so make sure your pricing strategy is on point.

www.2checkout.com
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Months to Recover CAC – Gross Margin Payback
Period (GMPP)
This metric shows how long it takes you to recover the cost of acquiring a customer – or,
in other words, when customers start to bring you ROI.
It can be accurately calculated by including a Gross Margin adjustment, as in the following
formula:

CAC / (Average MRR per customer X Gross Margin %)

This metric is often also referred to in the industry as Gross Margin Payback Period (GMPP). The acceptable
value for GMPP will depend on your business and, in particular, on your average retention rates. If your customers are staying for a longer period of time, a relatively higher KPI may not be a problem. You should try to keep
this KPI between 12 to 24 months, as otherwise you’ll find that your business may become severely strapped for
cash and its profitability over the longer term may come in question.

www.2checkout.com
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5. Retention & Renewal
It is common knowledge that retaining customers is much cheaper than acquiring new ones. Providing value and a great customer experience so that they stay with you
over the long term will make the difference between the rise or fall of your subscription business. In other words, the company’s ability to retain its customers over a certain
period of time translates into a positive or negative impact on profitability.
On top of this, by comparison to traditional businesses, where most of the revenue is collected upfront, in SaaS, business models are highly dependent on future revenue.
Industry experts go as far as to speak of two sales processes in SaaS: the acquisition process and the retention process. And, while the probability of a successful sale with
a new prospect is 5-20%, for an existing client this probability goes up to 60-70%.
This makes the group of retention metrics highly important, as it is the one that dictates whether your business can generate future growth and stay on the market. Here are
the relevant metrics you should keep track of to ensure that your retention initiatives are working (or not).

Acquisition
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Customer Churn Rate
Customer churn – or subscription churn – is one of the most important KPIs for a SaaS
company, as it shows the state of customer engagement with – and loyalty to – your product and brand. Customer attrition leads to lost revenue and stagnating company growth.
Furthermore, it costs a lot more to acquire a new customer than to keep an existing one, so
churn rate will affect your CAC to CLTV ratio.
Customer churn rate can be calculated as the ratio of the total number of customers that stopped their subscriptions in a period of time over the total number of subscribers at the beginning of that period:

Number of churned customers in a given interval / Total number of customers at the start of that interval

This shows how fast people are leaving your company, product or service. If the subscription churn rate is high,
you may just be in a vertical with a high churn rate, or you may have abnormally high churn, so pay attention to
your industry average and how your own churn rate changes over time. Don’t stop at simply tracking the numbers, but try to understand what type of customers (buyer personas, industries, etc.) tend to churn the most and
why. Cohort analysis proves vital once again.
Some amount of churn is inevitable, and you’ll need to do two things: have new customers coming on board
and understand why your existing customers are leaving.

www.2checkout.com
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Please note that the customer churn rate is different from the revenue (or MRR) churn rate that we discuss later
on. Why should you need to measure both? If your business offers several subscription tiers or packages, then
you will have both lower and higher value customers. A high subscription churn rate among low value customers may not impact your actual revenue (MRR churn rate) too much. Furthermore, spending little to no resources
on low-value or inactive customers can help you focus on the ones that matter most. However, even a small increase in the churn rate of high value customers may translate into significant revenue churn. It is important to
keep track of both customer churn rate and revenue churn rate to really understand what’s happening with your
SaaS business.

www.2checkout.com
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Customer Retention Rate
This can be calculated as the number of customers you have, minus new customers in a
specific time period, divided by your former number of customers:

(Total customers - new customers) / Old customers

A high retention rate shows that customers get value out of your product and you are providing a good customer experience. Conversely, a decreasing retention rate can raise the alarm about issues with your product, value
proposition or customer services.
The benefits of customer retention are significant:
It can cost you five times more to acquire a new customer than to keep an existing one;
Your repeat customers will likely spend almost 70% more than your new customers.

www.2checkout.com
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Customer Renewal Rate
How many of your customers renew when the time rolls around? This can be monthly, annually or whatever renew interval you’ve set for your product or service. While this metric
may sound somewhat self-explanatory, it is key to a successful subscription business.
How do you calculate this?

(Number of customers who renew their subscription / Total number of customers up for renewal) / 100

That’s the simplistic view. When looking at the rate that customers renew their subscription, you need to dig a
bit deeper into the subscription period – the monthly renewal rate, if you sell monthly subscriptions, will be very
different from an annual renewal rate. Hence, you have some other sub-metrics to track here and also benchmark correctly.
Another distinction is related to how the renewal needs to take place: automatic, or manual, in which case the
customers need to actively chose to renew the subscriptions. Again, the renewal rates will be very different,
clearly higher for automatic, and lower for manual, so more sub-metrics to track here, too. The aim is to have as
many subscriptions as possible on automatic, so you can carry out enrollment campaigns, to persuade your customers to transition from manual to auto. Metrics to track: campaign views, number of successful enrollments,
conversion rate.

www.2checkout.com
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On the flip side, prevent clients from getting out of auto-renewal by incentivizing them to keep auto-renewal enabled for their subscriptions. What metrics to track here? Cancellation attempts, recovered subscriptions, recovered rate, and so on.
Going further, at renewal time customers can churn (i.e. not renew) for two reasons: voluntary and involuntary.
You can boost renewal rates with very different tactics depending on the type of churn you are facing.
For example, for voluntary churn, you can provide incentives for customers to not cancel – with lots of metrics to
track here related to voluntary churn campaign success.
For involuntary churn, reasons are related to payment failures – and here you will have a ton of payment-related
metrics that you or your payments provider can track: authorization rates, retry attempts, soft and hard declines
and so on.

www.2checkout.com
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Cost-to-Service (CTS)
An often-overlooked metric, especially in early stage SaaS companies, is the cost-to-service. After all, you spend resources to provide your product and services to customers.
You can calculate the CTS by adding up the costs of your infrastructure and product
(cloud hosting, engineering, maintenance, etc.), Customer Success team (onboarding,
support), and retention programs (loyalty campaigns, incentives, promotions, etc.).
This cost will impact your margin, so be sure to monitor it. Once your business starts scaling, you’ll find that this
metric can be optimized, with proper attention to the cost categories highlighted above.

www.2checkout.com
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Customer Lifetime Value (CLV, CLTV or LTV)
This is how much you expect an average customer to spend with you over time. The simplest way to calculate this metric is by just multiplying your expected customer lifetime by
your average revenue per account (ARPA), then subtracting customer acquisition cost.
However, depending on your business model, that formula may leave out important variables, such as expansion revenue over a customer’s lifetime, widely differing ARPAs or your
Gross Margin. Thus, a more complex calculation is necessary in order to estimate CLTV accurately – and other
metrics that derive from it.
VC experts David Skok and Stan Reiss have proposed the following formula for an all-encompassing view of
CLTV:

CLTV = a / c + [m(1 – c)] / c2

Where the variables represent:
a = initial ARPA per month x Gross Margin %
m = monthly growth in ARPA per account x Gross Margin % (note this is a $ figure, not a percentage)
c = Customer Churn Rate % (percentage of revenue not renewed at the end of a subscription term)
You can improve this SaaS metric by encouraging more customer spending and by keeping customers around
for the long run.
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Customer Engagement Score
How engaged are your customers? Keep in mind that 80% of the people that churn are
customers with low or no engagement. Therefore, being able to determine what led to a
user becoming engaged will help you tailor your onboarding, support, and marketing tactics to address any issues and boost your customer retention.
How you define and measure your customers’ engagement score will depend a lot on the type of
product you offer and your business model. You will need to select certain actions that you expect your customers to take and that are relevant for estimating engagement. These could be things like how often they log into
your website or app, what they use your product for and how often, reaching certain usage milestones, clicking
certain links and so on. Once you have defined that list of actions and assigned values and weights to each
one, you can calculate the Customer Engagement Score. Remember that the more engaged your customers
are, the more likely they are to continue using your service and keep bringing in more revenue.

www.2checkout.com

32

eBook: The Definitive Guide to SaaS Metrics

Gross MRR Churn Rate
Gross Monthly Recurring Revenue (MRR) Churn Rate shows the percentage of revenue
lost to customers cancelling or downgrading their subscriptions. This metric doesn’t take
into account expansion MRR, which can offset the losses (see Net MRR Churn Rate, on the
next page) and even bring about negative churn (if expansion MRR > churned MRR).
Gross MRR Churn Rate can be determined as follows:

Total MRR Churn current month / Total MRR at the start of this month X 100

If this KPI goes beyond 1-2%, which effectively represents 12-24% annually, it may indicate that customers are
not satisfied with your product or that you are targeting the wrong type of audience with it.
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Net MRR Churn Rate
This metric is essential to understand the health of your SaaS business. By factoring in expansion revenue (upgrades, cross-sells) and contraction revenue to the monthly churned
revenue calculation, you can get a good idea of the sustainability of your business model.
You can calculate Net MRR Churn Rate with this formula:

((MRR Churn - Expansion MRR) / Total MRR at the start of the Month) X 100

You should always strive to keep this KPI as close to 0 as possible, or even achieve negative churn – if your expansion MRR becomes higher than the churned MRR. While negative churn alone is not enough as a long-term
growth strategy, it can sustain your business through periods when new MRR is hard to come by. If your efforts
are worthy, and expansions exceed churn (cancellations or downgrades), you will get a negative Net MRR Churn
Rate, which attests your business’ good health.
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The Volume of Support Tickets
Customers will contact your support team for a lot of reasons — bugs in your SaaS product, feature complaints, suggestions for improvement, or simply questions about any
aspect of your business.
Tracking the volume of support tickets and what they’re about can help you in many ways.
You can identify trends in the topics and types of customers that surface most often. For example, if you receive a lot of queries after new product releases or updates, it may indicate a need for improvement in your development or quality assurance processes.
You may also identify a seasonality to ticketing patterns, which will help you adjust your support team’s work
schedule and composition.
Finally, by looking closely at the numbers and types of actual bugs reported by customers, you can plan the capacity of your development team – which will need to work on support tickets and bugs, besides developing
new features.
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Net Promoter Score (NPS)
The Net Promoter Score is one of the most popular ways to measure customer satisfaction. It shows how likely your customers are to recommend your product or service to
others. A high score means they’re highly likely to recommend you. A low score means
you have work to do to show your customers your value. A high NPS can also help you
acquire new customers through recommendations and the trust it builds with your audience.
You can measure the NPS score via a survey addressed to your customers, inviting them to answer the question “How likely are you to recommend our product or service to others?” on a scale of 0 to 10.
You can then identify three categories of respondents to an NPS survey:
Detractors - who answer with a score between 0 and 6
Passives - who will return a 7 or 8 score
Promoters - who answer 9 or 10
Based on the answers to the survey, the NPS is calculated as:

%Promoters - %Detractors
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Since getting a sufficient number of respondents to answer objectively to such a survey can be costly in terms
of time and resources, it’s always important to be very clear about what you intend to do with the results. Don’t
use it as just a vanity metric that is buried and forgotten. Instead, try to correlate it with your Customer Retention
Rate and your product development activity, to determine where and how you need to improve customer experience and the value you bring to those customers.
Package the NPS survey together with other customer satisfaction queries and make sure you add open-ended
questions to allow your clients to truly have their say. We guarantee that you will learn a lot from this feedback.
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6. Conclusion

There you have it: the definitive guide to SaaS metrics. If you’re tracking these correctly and diligently, and are prepared to act on the insights they provide, you should be
able to ensure growth for your SaaS business.
The pillars of the SaaS model are customer acquisition, onboarding, customer retention and monetization. To learn more about how to maximize your recurring revenue, also
check out this eBook.

www.2checkout.com

38

Solution
Brief:Guide
Avangate
Monetization
The
Definitive
to SaaS
Metrics Platform by 2Checkout

Ready to Sell Worldwide, Hassle-Free?
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